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Week of February 20, 2023 in Review
Sales of new homes and consumer inflation were both hotter than expected in January.
Plus find out what the latest data on Existing Home Sales says about inventory and the
demand for homes.

▪ Consumer Inflation Higher Than Expected
▪ More to Existing Home Sales Data Than Meets the Eye
▪ New Home Sales Jumped Higher in January
▪ What Jobless Claims Data Suggests for Workers and Job Seekers
▪ Recession Signal Flashing

Consumer Inflation Higher Than Expected
The Fed’s favorite measure of inflation, Personal Consumption Expenditures (PCE),
showed that headline inflation increased 0.6% in January, while the year-over-year
reading rose from an upwardly revised 5.3% to 5.4%. Core PCE, which strips out
volatile food and energy prices, rose by 0.6% with the year-over-year change increasing
from an upwardly revised 4.6% to 4.7%.

What’s the bottom line? Inflation is the arch enemy of fixed investments like Mortgage
Bonds because it erodes the buying power of a Bond's fixed rate of return. If inflation is
rising, investors demand a rate of return to combat the faster pace of erosion due to
inflation, causing interest rates to rise. While inflation had been trending lower, this
report was a disappointment as both year-over-year readings were above estimates and
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moved higher in the wrong direction. Hopefully, February’s report will be friendlier when
it is released in March.

More to Existing Home Sales Data Than Meets the Eye

Existing Home Sales fell 0.7% from
December to January to a 4 million unit
annualized pace, per the National
Association of Realtors (NAR), coming
in a bit below expectations and marking
the twelfth consecutive month of
declines. Sales were also 36.9% lower
than they were in January of last year.
This is a critical report for taking the
pulse of the housing market, as it
measures closings on existing homes,
which represent around 90% of the
market.

What’s the bottom line? While it’s true
that buyer activity was slower, multiple

data points suggest that demand remains strong. Homes stayed on the market on
average for 33 days, up from 26 days in December, but they are still moving fast. Plus,
54% of homes sold in January were on the market for less than 30 days.

In addition, unsold inventory increased slightly from December to 980,000 homes
available at the end of January, but it remains below normal with just a 2.9 months’
supply available at the current sales pace.

However, inventory is even tighter than that figure implies. Of the 980,000 homes
counted as unsold inventory, only 626,000 were “active listings” while 354,000 homes
(or 36% of the total) were under contract and not truly available for purchase. This data
also speaks to ongoing demand for homes, as a normal market has 25% of inventory
under contract. 



New Home Sales Jumped Higher in January

New Home Sales, which
measure signed contracts on
new homes, rose 7.2% in
January to a 670,000-unit
annualized pace. This was
much stronger than estimates
and marks the second straight
month that sales moved
higher. However, sales were
19.4% lower than they were in
January of last year. Alicia
Huey, chair for the National
Association of Home Builders,
noted the latest Housing
Market Index showed that

“57% of builders are using incentives to bolster sales.”

What’s the bottom line? Inventory is tight in the new home market as well. There were
439,000 new homes for sale at the end of January, which equates to a 7.9 months’
supply at the current sales rate. However, only 68,000 were completed, with the rest
either not started or under construction. The number of completed homes equates to a
1.2 months’ supply, well below a balanced market.

In addition, while the median sales price fell from $465,600 in December to $427,500 in
January, this is not the same as a decline in home prices. The median price simply
means half the homes sold were above that price and half were below it, and this figure
can be skewed by the mix of sales among lower-priced and higher-priced homes.



What Jobless Claims Data Suggests for Workers and Job Seekers

The number of people filing for
unemployment benefits for the first time
declined by 3,000 in the latest week, as
192,000 Initial Jobless Claims were
reported. Continuing Claims, which
measure people who continue to receive
benefits after their initial claim is filed, fell
37,000 to 1.654 million.

What’s the bottom line? Initial Jobless
Claims remain muted, reflecting a tight
labor market where companies are doing
their best to hold on to workers. And while
Continuing Claims can be volatile from
week to week, the overall trend has been
higher, as they have now risen by more
than 300,000 since the low reached last

September.

This data suggests it’s harder for people who are let go to find new employment, which
aligns with recent comments from ZipRecruiter noting that, "With an increasingly
uncertain macroeconomic backdrop, employers have moderated their hiring plans and
reduced their recruitment budgets in the first weeks of the year. Online job postings in
our marketplace remained in line with the low point of the 2022 holiday season, rather
than following the longstanding seasonal pattern of beginning a run-up in January.”

Recession Signal Flashing
The Conference Board released their Leading Economic Index (LEI) for January
showing that it fell 0.3%, following a 0.8% decline in December. This report is a
composite of economic indexes and can signal peaks and troughs in the business cycle.

What’s the bottom line? The LEI 6-month growth rate on an annualized basis was
-7.4%. The Conference Board explained that when this number breaks beneath 0%, it is
a warning signal, while a break beneath -4% is a recession signal that has been highly
accurate historically. The Conference Board also stated that they believe the U.S. will
enter a recession this year. 

Family Hack of the Week



March 4 is National Pound Cake Day. This classic recipe from King Arthur Baking is one
to make time and again.

Preheat oven to 350 degrees Fahrenheit. Lightly grease a 9-by-5-inch loaf pan.

In a large bowl, beat 16 tablespoons salted butter (room temperature) until very light.
Beat in 1 cup granulated sugar and 4 large eggs, one at a time. Beat until mixture is
light and fluffy, scraping the bottom and sides of the bowl. In a separate bowl, whisk
together 2 cups all-purpose flour, 1-1/2 teaspoons baking powder and 1/2 teaspoon salt.

Alternately, add the flour mixture and 1/2 cup milk to the butter mixture, starting and
ending with the flour. Stir to combine after each addition. Pour the batter into the
prepared pan and smooth the top.

Bake for 60 to 65 minutes until a tester inserted into the center comes out clean.
Remove from oven and loosen the cake’s edges. After 5 minutes, turn it out of the pan
onto a cooling rack. Just before serving, sift a sprinkle of confectioner’s sugar on top.

What to Look for This Week
News on home sales and appreciation highlight an otherwise quiet economic calendar.
On Monday look for Pending Home Sales for January while Tuesday brings home price
appreciation data for December from the Case-Shiller Home Price Index and the
Federal Housing Finance Agency (FHFA) House Price Index.

Also of note, we’ll get a read on the manufacturing sector when the ISM Index for
February is reported on Wednesday. The latest Jobless Claims will be released
Thursday as usual.

Technical Picture
Mortgage Bonds broke beneath support at the 99.711 level last Friday following the
hotter than expected PCE report. The next support level is all the way down at 98.716.
The 10-year ended last week trading at around 3.95%, which appears to have been an
interim ceiling of resistance over the last few trading sessions. 


