
 

Member FINRA/SIPC 1 

August 22, 2022 

WHERE WILL HOUSING GO FROM HERE? 
Jeffrey Roach, PhD, Chief Economist, LPL Financial 
Marc Zabicki, CFA, Chief Investment Officer and Director of Research, LPL 
Financial 
 

 

Existing home sales fell 5.9% in July, the sixth consecutive month of declines as higher interest rates 
weigh on housing affordability and prospective buyers. As the housing market slowed, so did prices. 
The median price for a single family home was $410,600, a decline of roughly $10,000 from June. 
However, homes do not stay on the market long. Over the last two months, homes were on the 
market for an average of only 14 days, three days shorter than a year ago. 

 
EXISTING HOME SALES PLUMMET BUT INVENTORY STAYS LOW 

Existing home sales fell 5.9% in July, the largest one month decline since February and the 
sixth straight contraction. Contract closings fell to an annualized 4.81 million, the lowest level 
since May 2020 [Figure 1]. Outside of the onset of the pandemic, July levels were the lowest 
since late 2015 when the real estate market was recovering from the Great Financial Crisis. 
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Although the rate of sales is slowing dramatically, the market is still short on supply of homes. 
At the current sales rate, it would take roughly three months to clear inventory [Figure 2]. As 
supply remains tight, homes are selling quickly and still at elevated prices. In July, the average 
existing home for sale was on the market for only 14 days, three days shorter than a year ago.  

TRAFFIC OF PROSPECTIVE BUYERS FELL 

Forward-looking indicators suggest that the housing slowdown has more to go. The National 
Association of Home Builders (NAHB) index, another important housing metric, fell in August 
to below 50 for the first time since May 2020.  Traffic of prospective buyers, a leading indicator 
of future sales, also fell to its lowest since May 2020. At this rate, home sales will likely 
continue to slow and residential investment could turn out to be a drag on Q3 economic 
growth. Given the lag between Federal Reserve (Fed) policy and the real economy, we have 
not likely seen the bottom in the housing market.  
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REGIONAL DIFFERENCES ARE PROFOUND 

Regional variations abound in both the soft survey data of the NAHB index and in the hard 
data of existing home sales. For NAHB, the regional divergence widened in August. The South 
is the only region above the breakeven level of 50 as households pursue areas with lower 
costs of living. Sustained inflation makes consumers increasingly sensitive to high prices and 
more likely to move to regions with lower costs of living if they can conserve disposable 
income.  

Sales of existing home in the West were hit hard in July. Outside of the pandemic, the rate of 
sales were close to sales rates in 2007 and 2008, when the economy was in the depths of a 
housing crisis [Figure 3]. In this current case, the problem is not in credit markets but in the 
great reshuffling of households as the hybrid work environment takes hold and workers are 
looking for more square footage for home offices. 
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CONCLUSION 

The domestic economy will likely experience more declines in housing, yet this environment is 
very different from the Great Financial Crisis. The banking sector is better capitalized, we do 
not see a “Lehman moment” lurking, and homeowners are generally not under water with loan-
to-value metrics. The potential risks are the Fed overtightens, consumer incomes fall as the job 
market weakens, and inflation does not cool as much as the market expects. A slowing 
housing market could also impact consumer spending through secondary wealth effects.
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This research material has been prepared by LPL Financial LLC. 

Securities and adv isory services offered through LPL Financial (LPL), a registered inv estment advisor and broker-dealer (member 
FINRA/SIPC). Insurance products are offered through LPL or its l icensed affiliates. To the extent you are receiving investment advice from  
a separately registered independent investment advisor that is not an LPL affi liate, please note LPL makes no representation with respect to 
such entity.  

 
Not Insured by FDIC/NCUA or Any Other Gov ernment Agency Not Bank/Credit Union Guaranteed 

Not Bank/Credit Union Deposits or Obligations May Lose Value 
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IMPORTANT DISCLOSURES 
 
This material is for general information only and is not intended to provide specif ic advice or recommendations for any 
individual. There is no assurance that the view s or strategies discussed are suitable for all investors or w ill yield positive 
outcomes. Investing involves risks including possible loss of principal. Any economic forecasts set forth may not develop as 
predicted and are subject to change.  
 
References to markets, asset classes, and sectors are generally regarding the corresponding market index. Indexes are 
unmanaged statistical composites and cannot be invested into directly. Index performance is not indicative of the performance 
of any investment and does not reflect fees, expenses, or sales charges. All performance referenced is historical and is no 
guarantee of future results. 
 
Any company names noted herein are for educational purposes only and not an indication of trading intent or a solicitation of  
their products or services. LPL Financial doesn’t provide research on individual equities.  
 
All information is believed to be from reliable sources; how ever, LPL Financial makes no representation as to its completeness 
or accuracy.  
 
U.S. Treasuries may be considered “safe haven” investments but do carry some degree of risk including interest rate, credit, 
and market risk. Bonds are subject to market and interest rate risk if  sold prior to maturity. Bond values w ill decline as interest 
rates rise and bonds are subject to availability and change in price. 
 
The Standard & Poor’s 500 Index (S&P500) is a capitalization-w eighted index of 500 stocks designed to measure performance 
of the broad domestic economy through changes in the aggregate market value of 500 stocks representing all major 
industries.  
 
The PE ratio (price-to-earnings ratio) is a measure of the price paid for a share relative to the annual net income or profit 
earned by the f irm per share. It is a f inancial ratio used for valuation: a higher PE ratio means that investors are paying more 
for each unit of net income, so the stock is more expensive compared to one w ith low er PE ratio. 
 
Earnings per share (EPS) is the portion of a company’s profit allocated to each outstanding share of common stock. EPS 
serves as an indicator of a company’s profitability. Earnings per share is generally considered to be the single most important 
variable in determining a share’s price. It is also a major component used to calculate the price-to-earnings valuation ratio. 
 
All index data from FactSet.  
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