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Housing Starts Rise Modestly In July
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Housing starts rose 1.7 percent in July, which was less than expected. Starts of single family homes fell 4.2
percent, while multi-family starts jumped 32.6 percent from their slow June pace.

Payback is Tough

Homebuilders continue to struggle with the after-effects of the homebuyer
tax credit. Buyer traffic, as tracked by the NAHB/Wells Fargo Home
Builders Index has fallen back to the levels that persisted before the tax
credit was implemented, particularly in the West and South, where the bulk
of new home construction takes place. The dearth of actual and potential
buyers has led to a sharp pullback in new construction, with starts falling
19.6 percent over the past three months. Most of the drop has been in
single family homes, where starts are off 23.4 percent.

Housing Starts Will Likely Linger Near Current Levels

We expect housing starts to linger near their current levels for the next few
months. The tax credits likely pulled demand forward into the first half of
the year and the recent slide in underlying economic growth will likely
restrain demand for new homes. Oversupply also remains a problem,
although most of the inventory is in existing homes. Builders have done a
good job of clearing out their inventories and the unprecedented low levels
of construction over the past two years mean inventories will likely get even
leaner in coming months.

Single family starts fell 4.2 percent in July, with the largest drops occurring
in the West and South. Single family starts tumbled 14.7 percent in the
West and fell 5.8 percent in the South. These two regions typically account
for close to three-quarters of the new single family homes built in the
United States. By contrast, single family starts rose modestly in the
Midwest and Northeast, climbing 8.8 percent and 6.3 percent, respectively.

Starts of multi-family homes jumped 32.6 percent in July, but the gain
merely made up for the prior month’s drop. Starts of condominiums,
townhomes and apartments remain near all-time lows.

Housing permits fell 3.1 percent in July, with permits for new single family
homes falling 1.2 percent and permits for new multi-family projects
tumbling 8.0 percent. Permits for new single family homes are running
slightly below the current pace of construction, suggesting that we will see
little to no improvement in construction over the next few months. Multi-
family permits have perked up a bit, however, with new apartment
construction beginning to show signs of life in parts of the South.

The Housing Recovery Will Be an Agonizingly Long Slog

The weakness in new home construction following the expiration of
homebuyer tax credit is not surprising. We have consistently maintained
one of the most conservative forecasts for home construction and do not
see a genuine sustained recovery beginning until early 2011. Housing starts
are not expected to rise back above the key 1.0 million-unit pace until 2012.
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