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Total housing starts fell 0.9% during May. Despite the drop, there were a few rays of sunshine within the report,
as prior months’ data were revised higher, and single-family permits rose for the first time in six months.

Weakness in May Overshadows Gradually Improving Trend

New residential construction continues to have trouble building momentum
despite lower building costs and improved buying conditions. Total housing
starts dropped 0.9% during May. A 10.9% rise in volatile multifamily starts
was not enough to offset a 6.4% decline in single-family units. Furthermore,
starts remain 5.3% below their prior-year pace on a year-to-date basis. That
noted, residential building continues to be fairly solid. The 1.269 million-unit
pace hit in May is slightly above the 1.222 million-unit pace averaged over
the past six months. Starts for both March and April were also revised higher,
and now show 6.8% and 4.4% monthly gains, respectively.

A 0.3% rise in total building permits during May also provides some cause
for optimism. Single-family permits rose 3.7%, which ends a five-month
streak of monthly declines. Multifamily permits declined 5.0%, however the
overall number of new permits remains elevated. The gain in permits along
with more favorable buying conditions points to gradually improving activity
over the summer. That said, lower mortgages rates will not likely be rocket
fuel for residential construction, and a surge in activity is unlikely.

The South was the lone region to register a monthly gain on a seasonally
adjusted basis. That noted, unusual weather so far this year, which has
included floods in the Midwest and heavy rain in the South, may be skewing
the seasonal adjustment process. On a not-seasonally adjusted year-to-date
basis, activity still appears strongest in the South, which shows starts
running 3.6% ahead of the same period last year. The West, where builders
have been offering significant discounts to clear inventories, is down
15.8% year-to-date. Homebuilding in the Midwest continues to be negatively
impacted by flooding, and starts are running 14.8% behind the same period
last year. The Northeast, which is the smallest region for homebuilding and
tends to be very volatile month-to-month, is 8.9% below last year’s level.

The stumble in housing starts during May mirrors a small decline in builder
sentiment during June. The NAHB Housing Market Index, a measure of
builder confidence, fell two points in June to a still-solid 64 after hitting a
seven-month high in May. Builders were likely slightly discouraged by the
prospects of an escalating trade war, which threatens to drive up prices on
an assortment of new building materials, home décor items and furniture
produced in China, such as floor tiles, kitchen cabinets and light fixtures.

Potentially higher building costs would add to sharply rising labor costs
brought on by a continued scarcity of qualified workers. Amid widespread
labor shortages and an overall subdued pace of construction activity, hiring
in the construction industry appears to be slowing. Total construction
payrolls expanded just 4,000 jobs during May, a 3.0% year-over-year gain.
The residential building subsector declined 100 jobs, and has posted a net
2,900 decline over the past three months.

Housing Starts

Seasonally Adjusted Annual Rate, In Millions

2.4

‘ ® Housing Starts: May @ 1.27M

04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19

Single-Family Housing Starts vs. Building Permits
SAAR, In Millions, 3-Month Moving Average
2.0

2.2

2.0

1.8

1.6

1.4

1.2

1.0

0.8

0.6

0.4

0.2
0.0

—Single-Family Housing Starts: May @ 843K
Single-Family Building Permits: May @ 806K

)
"

1.6 +

1.4 +

1.0
0.8 +
0.6 T

o
f/\.,r-/

04 1 J

0.2

2.0

+ 1.8
+ 1.6
+ 1.4
+1.2
+ 1.0

e

T+ 0.6

0.8

90 92 9‘4 96 9‘8 00 62 04 (;6 08 1‘0 12 1‘4 16 1‘8
NAHB/Wells Fargo Housing Market Index

Diffusion Index
90

80 +

‘ —NAHB Housing Market Index: Jun @ 64
n

0

90

+ 80

; ; ; ; ; ; ; ; 1 ; | | | | |
t t t t t t t t t t t t t t t t
87 89 91 93 95 97 99 01 03 05 07 09 11 13 15 17 19

Source: U.S. Department of Commerce, NAHB and Wells Fargo Securities


mailto:mark.vitner@wellsfargo.com
mailto:charles.dougherty@wellsfargo.com

Wells Fargo Securities Economics Group

Jay H. Bryson, Ph.D.

Mark Vitner

Sam Bullard

Nick Bennenbroek
Tim Quinlan
Azhar Igbal

Sarah House
Charlie Dougherty
Erik Nelson
Michael Pugliese
Brendan McKenna
Shannon Seery
Matthew Honnold

Jen Licis

Global Economist

Senior Economist
Senior Economist
Macro Strategist
Senior Economist
Econometrician
Senior Economist
Economist

Macro Strategist
Economist

Macro Strategist
Economic Analyst
Economic Analyst

Economic Analyst

(704) 410-3274
(704) 410-3277
(704) 410-3280
(212) 214-5636
(704) 410-3283
(212) 214-2029
(704) 410-3282
(704) 410-6542
(212) 214-5652
(212) 214-5058
(212) 214-5637
(704) 410-1681
(704) 410-3059
(704) 410-1309

jay.bryson@wellsfargo.com

mark.vitner@wellsfargo.com
sam.bullard @wellsfargo.com
nicholas.bennenbroek@wellsfargo.com
tim.quinlan@wellsfargo.com
azhar.igbal@wellsfargo.com
sarah.house@wellsfargo.com
charles.dougherty@wellsfargo.com
erik.f.nelson@wellsfargo.com
michael.d.pugliese@wellsfargo.com
brendan.mckenna@wellsfargo.com
shannon.seery@wellsfargo.com
matthew.honnold @wellsfargo.com

jennifer.licis@wellsfargo.com

Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the
U.S. Securities and Exchange Commission, the Financial Industry Regulatory Authority, and the Securities Investor Protection Corp.
Wells Fargo Securities, LLC, distributes these publications directly and through subsidiaries including, but not limited to,
Wells Fargo & Company, Wells Fargo Bank N.A., Wells Fargo Clearing Services, LLC, Wells Fargo Securities International Limited,
Wells Fargo Securities Canada, Ltd., Wells Fargo Securities Asia Limited and Wells Fargo Securities (Japan) Co. Limited.
Wells Fargo Securities, LLC. is registered with the Commodities Futures Trading Commission as a futures commission merchant and is a
member in good standing of the National Futures Association. Wells Fargo Bank, N.A. is registered with the Commodities Futures Trading
Commission as a swap dealer and is a member in good standing of the National Futures Association. Wells Fargo Securities, LLC. and
Wells Fargo Bank, N.A. are generally engaged in the trading of futures and derivative products, any of which may be discussed within this
publication. Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions.
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability and
revenue of the firm which includes, but is not limited to investment banking revenue. The information and opinions herein are for general
information use only. Wells Fargo Securities, LLC does not guarantee their accuracy or completeness, nor does Wells Fargo Securities, LLC
assume any liability for any loss that may result from the reliance by any person upon any such information or opinions. Such information
and opinions are subject to change without notice, are for general information only and are not intended as an offer or solicitation with
respect to the purchase or sales of any security or as personalized investment advice. Wells Fargo Securities, LLC is a separate legal entity
and distinct from affiliated banks and is a wholly owned subsidiary of Wells Fargo & Company © 2019 Wells Fargo Securities, LLC.
Important Information for Non-U.S. Recipients

For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSILis a U.K. incorporated
investment firm authorized and regulated by the Financial Conduct Authority. For the purposes of Section 21 of the UK Financial Services
and Markets Act 2000 (“the Act”), the content of this report has been approved by WFSIL, an authorized person under the Act. WFSIL does
not deal with retail clients as defined in the Directive 2014/65/EU (“MiFID2”). The FCA rules made under the Financial Services and
Markets Act 2000 for the protection of retail clients will therefore not apply, nor will the Financial Services Compensation Scheme be
available. This report is not intended for, and should not be relied upon by, retail clients.

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE

WELLS
FARGO



