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Great Starts—Housing Starts Surge in December

Housing starts jumped 16.9% in December to the highest level in 13 years. The headline was boosted by
unusually warm weather and year-end factors, but the trend is undeniably strong.

Homebuilding Roars into the Twenties Housing Starts

Housing starts surged 16.9% to a 1.61 million-unit pace, the highest level 24 Seasonally Adjusted Annval Rate, In Milons 24
since December 2006. Big jumps like this are not unusual for December. The [ —Housing Sters: pec @ 111
seasonal adjustment factors for the month are huge and unseasonably mild ., | 10

weather, as we had this past December, can often lead to exaggerated jumps
in the seasonally adjusted data. There is also a tendency for multifamily

I
starts to surge at year-end, as developers race to get projects started ahead " '
of new mandates that tend to begin at the start of each year. In terms of
actual data, housing starts on a non-seasonally adjusted basis s rose 3.2% in ' | T
December, when activity normally declines sharply.
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December’s data appear to have been impacted by both of those forces.
Single-family starts jumped 11.2% to a 1.06 million-unit pace, the highest

since July 2007. Multifamily starts surged an even stronger 29.8% t0 a8 °* ., 05 o o7 05 00 10 11 12 13 14 15 16 17 18 15 20
553,000-unit pace, a 33-year high. If December’s strong numbers stand up, Housing Starts in the South
single-family starts will slightly exceed our 2019 forecast and multifamily 12-Month Moving Average
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starts, most of which are high-end lifestyle apartments, will significantly
exceed our expectations. But it is not uncommon for big gains in housing 5% | T 950
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we see December’s gains trimmed, the trend of the preceding three months o

suggests that homebuilding has begun 2020 with strong momentum. as% | 1 650

Starts rose in all four Census regions in December. The Midwest posted the . | | <00
largest percentage gains, with overall starts soaring 37.3% and single-family WJ

starts surging a whopping 56.5%. While the gains coming off a relatively 39% \fv'\!/ T 350
small base, starts on a non-seasonally adjusted basis actually rose in
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December, a month when frigid winter weather usually causes activity to —As a Percent of Total Starts: Dec @ 53.1% (Left Axis)
N . . Number of Starts, South: Dec @ 689K (Right Axis)
plummet in the region. The Northeast also saw huge percentage increases ssw +—+—+ —+—+—+ + + + + ++ + + + + + L 50
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for the same reasons, with overall starts rising 25.5% in December. The big
tad sk g : . Multifamily Housing Starts vs. Building Permits

story, however, is in the South, which is less impacted by winter weather and S MMA oF SARR o Thomsande
saw starts rise 9.3% off their already strong pace. The South has seen its 60 600

share of housing starts skyrocket in recent months to over 53%.
500
Permits were the soft spot of today’s report, with single-family down 0.5%

and multifamily down 9.6%. The pace of starts and permits—for both single- ,, |
family and apartments—was strong for the entire second half of 2019, which
means that even if activity stabilizes from here, we will still see sizable year- 300 {\
over-year gains in 2020. Moreover, we expect to see continued gains. The \\
NAHB index, a measure of homebuilder optimism, fell just one point in 200 ¢

January to 75 and remains within a hair of the 20-year high hit in December.
While the gap between multifamily permits and starts narrowed in 17

December, it remains unusually large with the trend in permits well above
the trend in starts. °
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Source: U.S. Department of Commerce, National Association of Homebuilders and Wells Fargo Securities
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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 © 2020 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.
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