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Housing market plunge continues

Last week’s economic data featured further contraction of the housing market
as existing home sales and housing starts slowed again in September. Also, the
index of leading economic indicators gave a stronger recession signal, but
gains in industrial production suggest a downturn is still not imminent.

Uniformly weaker housing data
Existing home sales fell for an eighth straight month in September.
The seasonally adjusted annual sales pace of 4.71 million units was the slowest
since May 2020 and about a 27 percent decline from January. Still, sales should
fall further in coming months as mortgage rates continued to surge in
September (when most of October’s sales would have gone into contract) and
have risen even higher in October — the 30-year fixed rate is up to nearly 7.00
percent. The seasonally adjusted median price of single-family homes ticked up
in September, further decreasing the purchasing power of potential
homebuyers, but this was likely due to the regional mix of sales.

Corroborating the expectation of slower home sales ahead, the NAHB housing
market index fell again in October as home builder confidence in the market
has collapsed. Outside of the Covid shutdown period, the index has declined to
its lowest level since mid-2012, when the market was still recovering from the
Global Financial Crisis. Traffic of prospective buyers has decreased for seven
consecutive months, resulting in lower current sales. In addition, expected sales
for the next six months have fallen below their Covid shutdown level,
suggesting that new home sales will continue to shrink over the rest of the
year.

In other housing news, housing starts declined in September after a surprisingly
strong August reading. While down sharply from earlier in the year, the
annualized pace of 1.44 million starts is close to the long-run average.
September’s decrease was led by multifamily units, which surged in August and
have been strong in recent months. This reflects a market shift from single-
family homes to apartments in response to homebuyers being priced out, a
shift which aligns with the plunge in existing home sales.

The LEI falls further below zero
A negative 12-month change in the index of leading economic indicators (LEI)
has historically been an excellent predictor of a recession starting within the
next six-to-twelve months. In September, after a seventh decline this year, the
year-over-year LEI reading fell to -1.45 percent and has now been below zero
for three straight months. In the history of the LEI (data back to 1960), a
recession has always followed when the annual change reached this level. The
decline in the stock market, which saw an abysmal month, and weaker new
orders were the largest detractors within the LEI.

Industrial production (IP), another important cyclical indicator, continued to
rise in September, climbing by 0.4 percent. Durable goods, and more
specifically automotive products, drove a third consecutive monthly gain in
factory output. IP has increased 4.5 percent annualized for the year, which is
more than double the median growth in years prior to recessions (2.0 percent).
At this point, most leading indicators suggest that a recession within the next
year is likely, but the economy does not appear to be at risk of an imminent
downturn.
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Expected single-
family home sales, 
next six months, 
index

Home builder expectations for 
home sales over the next six 
months has fallen to their 
lowest level since 2012.

The 12-month change in the 
LEI has fallen sharply this year 
and is now well below zero.

Expectations point to 
further declines in 
home sales ahead

The LEI continues 
to fall
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Trade should lift GDP despite weaker consumer activity
Improved export demand and an inventory build up should lift third-quarter real GDP
at around a 2.0 percent annualized pace. The gain should offset much of the two
previous quarters’ modest declines. Moreover, consumer spending should grow (albeit
at a slower pace), showing confidence in the economy. Still, price increases are
expected to remain high and continue to drag on activity as households struggle with
rising costs.

Medical care inflation above 2010s level

Look for house prices to retreat further
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Oct
28 Prices for core personal consumption expenditures (excluding food and energy) are

expected to increase moderately in September. Housing costs continue to rise as
mortgage rates reset higher and house inventory remains low. More ambulatory
procedures have led to a sharp increase in medical care inflation and are forecasted to
stay above the two percent annual rate, a level not seen in the 2010s. The uptick in this
important component is another factor delaying inflation’s retreat.

Nervous buyers have become choosier with mortgage rates up sharply, and home
prices are expected to fall for the second consecutive month in August. West Coast
cities should lead the retreat, where San Francisco and Seattle should add to their
more than three percent drop last month. Still, given the sharp rise in prices over the
first half of the year, year-over-over price appreciation should be more than 15
percent.
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Here’s what we are watching this week:
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Period Actual Previous

Empire Manufacturing October -9.1 -1.5

Industrial Production MoM September 0.4% -0.2%

Capacity Utilization September 80.3% 80.0%

NAHB Housing Market Index October 38 46

Housing Starts September 1,439 k 1,542 k

Building Permits September 1,564 k 1,517 k

Housing Starts MoM September -8.1% 12.2%

Building Permits MoM September 1.4% -8.5%

Philadelphia Fed Business Outlook October -8.7 -9.9

Initial Jobless Claims Week ending October 15 214,000 228,000

Continuing Jobless Claims Week ending October 8 1,385 k 1,368 k

Existing Home Sales September 4.71 m 4.80 m

Existing Home Sales MoM September -1.5% -0.4%

Leading Index September -0.4% -0.3%

Previous Week’s Indicators

Release Date Period Forecast* Previous

Chicago Fed National Activity Index Monday September 1.0 0.0

S&P Global US Manufacturing PMI Monday October 53.0 52.0

S&P CoreLogic CS 20-City YoY Tuesday August 15.5% 16.1%

Conf. Board Consumer Confidence Tuesday October 110 108

Richmond Fed Manufact. Index Tuesday October -2.0 0.0

Advance Goods Trade Balance Wednesday September -$85.2 b -$87.3 b

New Home Sales Wednesday September 665 k 685 k

Durable Goods Orders Wednesday September 0.2% -0.2%

GDP Annualized QoQ Thursday Third Quarter 2.2% -0.6%

GDP Price Index Thursday Third Quarter 8.5% 9.00

Initial Jobless Claims Thursday Week ending October 22 220,000 214,000

Continuing Claims Thursday Week ending October 15 1,355 k 1,385 k

Kansas City Fed Manf. Activity Thursday October 3.5 1.0

Employment Cost Index Friday Third Quarter 1.5% 1.3%

Personal Income Friday September 0.4% 0.3%

Personal Spending Friday September 0.6% 0.4%

Real Personal Spending Friday September 0.0% 0.1%

PCE Core Deflator MoM Friday September 0.5% 0.3%

PCE Core Deflator YoY Friday September 6.4% 6.2%

Pending Home Sales MoM Friday September -2.0% -2.0%

U. of Mich. Sentiment Friday October 61.2 59.8

This Week’s Indicators
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