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New Home Sales Begin 2019 on a Soft Note
New home sales fell 6.9% in January to a 607,000-unit pace. Sales for prior 3 months were revised significantly
higher, however, mostly due to updated seasonal adjustment—not stronger sales. Prices continue to moderate.
New Home Sales Begin The Year on a Soft Note
New home sales fell 6.9% in January to a 607,000-unit pace. Consensus
estimates had called for a modest increase, as homebuilders had reported a
rise in prospective buyer traffic earlier this year. Homebuilder confidence
and consumer confidence have both rebounded, following the Fed’s
monetary policy pivot. Moreover, with mortgage rates about a half of a
percentage point lower than they were in December, mortgage purchase
applications have increased. Given the improvement in these advance
indicators, we are looking for some improvement in new home sales as we
move into the spring. The Fed’s abrupt reversal in its policy stance likely
caught many potential buyers unaware. Such buyers may need a little more
time before they feel comfortable signing purchase contracts.
The ‘large’ upward revisions to the prior three months’ data may also have
made it more difficult to post a seasonally adjusted increase. On a nonseasonally adjusted basis, about 6,000 more homes were sold during the last
three months of 2018 than previously reported. Virtually all of that gain was
in the South. Because this time of year is such a slow period for new home
sales, even small changes can lead to outsized impacts in the seasonally
adjusted data. On a seasonally adjusted basis, new home sales averaged a
611,000-unit pace during the last three months of 2018, up from a previously
reported 590,000 units—so 6,000 more actual sales resulted in a reported
21,000-unit increase in the annual sales pace.
Looking past these technical hurdles, new home sales look set to improve
this spring. In addition to the drop in mortgage rates, builders now have a
little more inventory for prospective buyers to choose from. Builders
currently have 336,000 homes available for sale, which equates to a
6.6-month supply. That is up from 295,000 units a year ago, or a 5.6-month
supply. About three quarters of that inventory is in the South and West,
where the bulk of new homes are sold.
Much of this new product is also available at lower price points. The median
price of a new home was $317,200 in January, which is 3.9% lower than it
was a year ago. The drop in the median price reflects a shift in demand
toward more moderately priced homes. Thirty-seven percent of the homes
sold in January sold for a price between $200,000 and $299,000, up from
27% a year ago. By contrast, the proportion of home sales priced at $400,000
or more has fallen to 27% from 33% one year ago. The drop likely reflects a
shift in new home construction to less expensive markets and submarkets.
The combination of lower interest rates and lower new home prices should
bring buyers back out this spring. We are looking for new home sales to rise
2.9% this year to 645,000 homes. Most of that gain should come in the
South, where homes are relatively more affordable, as well more affordable
parts of the West, such as Phoenix and Las Vegas.

New Home Sales vs. Mortgage Purchase Applications
Thousands, Index 1990=100; Seasonally Adjusted
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New Home Sales: Jan @ 607K (Left Axis)
Mortgage Purchase Applications: Mar @ 245.7 (Right Axis)
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Inventory of New Homes for Sale
Non-Seasonally Adjusted, In Thousands
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Average and Median New Home Sale Price
In Thousands

$440

$440

Average Sales Price: Jan @ $373K
$400

$400

Median New Sales Price: Jan @ $317K

$360

$360

$320

$320

$280

$280

$240

$240

$200

$200

$160

$160

$120

$120

$80

$80
89

91

93

95

97

99

01

03

05

Source: U.S. Department of Commerce, Mortgage Bankers Association and Wells Fargo Securities

07

09

11

13

15

17

19

Wells Fargo Securities Economics Group
Jay H. Bryson, Ph.D.

Global Economist

(704) 410-3274

jay.bryson@wellsfargo.com

Mark Vitner

Senior Economist

(704) 410-3277

mark.vitner@wellsfargo.com

Sam Bullard

Senior Economist

(704) 410-3280

sam.bullard@wellsfargo.com

Nick Bennenbroek

Macro Strategist

(212) 214-5636

nicholas.bennenbroek@wellsfargo.com

Tim Quinlan

Senior Economist

(704) 410-3283

tim.quinlan@wellsfargo.com

Azhar Iqbal

Econometrician

(212) 214-2029

azhar.iqbal@wellsfargo.com

Sarah House

Senior Economist

(704) 410-3282

sarah.house@wellsfargo.com

Charlie Dougherty

Economist

(704) 410-6542

charles.dougherty@wellsfargo.com

Erik Nelson

Macro Strategist

(212) 214-5652

erik.f.nelson@wellsfargo.com

Michael Pugliese

Economist

(212) 214-5058

michael.d.pugliese@wellsfargo.com

Brendan McKenna

Macro Strategist

(212) 214-5637

brendan.mckenna@wellsfargo.com

Shannon Seery

Economic Analyst

(704) 410-1681

shannon.seery@wellsfargo.com

Matthew Honnold

Economic Analyst

(704) 410-3059

matthew.honnold@wellsfargo.com

Dawne Howes

Administrative Assistant

(704) 410-3272

dawne.howes@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"). WFSIL is 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

