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Recession, in Housing?

With back-to-back quarters of
negative growth, the U.S. economy
is arguably falling into — or further
into — recession. But even as
demand and production slow,
prices remain elevated. The U.S.
housing market, in particular, is
facing a similar scenario. Home
sales are sluggish, yet prices are
extremely elevated. While some

measures of housing activity — and the broader economy — are signaling a significant
downturn, and the possibility of even a recession, others indicate there are still

opportunities in the market.

HOME SALES SLUGGISH

Existing home sales fell 5.9% in July, and a whopping 20.2% from this time last year.
Sales have fallen 26% from the recent January 2022 peak of 6.49M to a 4.81M unit
pace. This marks the sixth consecutive month of decline and the slowest pace since

May 2020.
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Meanwhile, inventories,
or the months’ supply of
available homes for
purchase, continues to
rise. From an all-time low
of 1.6 months in January,
the number of available
homes has since risen
106%, reaching 3.3
months in July and the
highest level since

June 2020.

But while demand is relatively lower, at least from peak levels, and supply is relatively
higher, at least from extremely reduced levels, there remains a sizable gap between the
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two. In other words, despite some movement towards equilibrium, demand continues GLOSSARY

to outpace the still-tight levels of inventory, maintaining upward pressure on prices.

YoY - Year over Year

PRICES STILL ELEVATED

According to the latest monthly report from the National Association of Realtors, home
prices are still “too-high.” The median price for a previously owned home rose nearly
11% from this time last year, reaching over $400k. While down slightly from the prior
month’s record level of $413.8k, prices are still historically elevated across the country.

In fact, much of the price growth experienced in the last two years has been significantly
more widespread than in past housing market cycles, reaching outside of the traditional
downtown urban markets. Rather than limited to the typical “hot” areas such as
downtown Los Angeles or New York City, price growth — double-digit price growth — was
extended to once-quiet housing markets like Boise and Tampa as workers relocated in
search of more
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the market. Source: Standard & Poor's/Haver Analytics

According to the S&P Case-Shiller 20 City Home Price Index, prices rose to a peak of
21.2% in the largest 20 metropolitan areas and 20.6% nationally. By contrast, in
2013, the 20-city index far outpaced the national market by three percentage points
with an even larger gap of more than five percentage points in 2010.

As of May, while prices remain elevated on a historical basis, cost pressures have
slowed somewhat, dropping to 20.5% (20-city) and 19.8% (national).

MARKET OUTLOOK

Negative real income growth, rising prices, elevated borrowing costs, limited access to

labor, particularly skilled labor, as well as lingering shortages for parts and materials are S I IFEL
among the plethora of factors broadly weighing on housing. But while some would-be

home buyers are being squeezed out by rising prices, declining borrowing costs are
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providing a welcome incentive fueling, or at least supporting demand. At the same time,
some sellers are increasingly anxious to sell in a still “hot market,” suggesting more
balanced conditions may continue to develop on the horizon.

According to Freddie Mac, after rising to a peak of 6% in early June, the fixed rate on a
30-year mortgage has retreated back to 5.13% as of August 18, offering a welcome
boost to buying power and affordability for potential home owners. Additionally, while
still relatively expensive, some sellers are cutting list prices, as expectations are being
reevaluated amid a rapidly cooling market and additional construction, particularly for
apartments and condos, is likely to offer some additional — medium-term — relief to
soaring costs.

Going forward, the U.S. housing market will expectedly continue a downward trend as
the underlying strength of the economy is intentionally reduced by a more aggressive
monetary policy pathway. That being said, the buildup in the housing market appears
to be less of a bubble-like scenario and more a reflection of a structural adjustment to
preferences as Americans relocated around the country during and in the immediate
aftermath of the Covid-19 crisis. Thus, coupled with a significantly higher quality of
credit this time around, while housing has clearly transformed from a tailwind to a
headwind for the economy, as seen in the past, there doesn’t appear to be anywhere
near the conditions that would indicate a systemic meltdown looming around

the corner.
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DISCLAIMER

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or statement of
all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without notice and do not take
into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that the figures or opinions forecasted in
this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, release written or oral commentary,
technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee of future results. Indices are unmanaged, do
not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international investing,
including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility than investing in
more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks are typically more volatile
and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values can fall due to environmental,
economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies. When investing in bonds, it is important to
note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index that is generally considered representative of
the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock
Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE index (Europe, Australasia, and the Far East) is a free float-
adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding the U.S. and Canada. The NASDAQ
Composite Index is a capitalization-weighted index that is comprised of all stocks listed on the National Association of Securities Dealers Automated Quotation System
stock market, which includes both domestic and foreign companies.
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