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3 Reasons the Housing Market Remains Strong

U.S. stocks continue to bounce around quite a 

bit, testing many investors’ patience in the 

process. We continue to believe stocks are the 

most attractive asset class right now, which we 

think is especially true given valuations have 

reset significantly lower over the past few 

months. As I’ve said before, I think now is a 

time to buy and/or hold stocks – not to sell 

them.   

 

Instead of focusing on stock market volatility 

again this week, I’m writing about another asset 

class that has created significant value in the 

economy recently, with basically no downside 

volatility: the housing market.1 

 

Many buyers, sellers, and middlemen have been 

baffled by how durable the housing market has 

been over the past couple of years, even during 

the pandemic. From March 2021 to March 

2022, the average home price as measured by 

the S&P CoreLogic Case-Shiller National Home 

Price Index rose by a stout +20.6%. That’s the 

highest rate of growth ever recorded for the 

index. 

 

 

 

Median Sales Price of Houses Sold in the U.S. 

 

 
Source: Federal Reserve Bank of St. Louis2 

 

The U.S. housing market matters to the 

economy and by extension, the stock market. 

According to the National Association of 

Homebuilders, housing contributes about 15% 

to U.S. GDP, a figure that includes money spent 

building single-family homes, remodeling 

expenditures, fees for brokers, utilities, rents, 

and so on. Strength in the housing market often 

accompanies and supports strength in the 

economy. 

 

Clients and readers have asked me if this 

historic run for the housing market is 

sustainable, or if it could be another shoe to 

drop if the economy falters in the months/years 

ahead. To answer that question, I think it’s 

important to understand what’s driving housing 



  

Zacks Investment Management        www.zackspcg.com 

 

 

Mitch on the Markets – Weekly Client Commentary 

 

June 2, 2022 

market strength in the first place. I have three 

factors: 

 

1. Low Inventory of Homes –  

 

Like any market, housing prices are determined 

by supply and demand, and there is currently a 

very low supply of homes relative to the number 

of buyers looking.  

 

Following the 2008 Global Financial Crisis – 

which was spurred in part by a collapse in the 

housing market – new-home construction in the 

U.S. plateaued. As a result, the lending giant 

Freddie Mac estimates that the U.S. is about 3 

million homes short of what’s needed. At the 

end of April 2022, there were only 1.03 million 

homes for sale in the U.S., which is about a two-

months’ supply – about 50% less than historical 

averages. 

 

Homebuilders trying to ramp up production 

have faced issues, from labor shortages to wild 

swings in commodity markets, which make the 

prices of building materials and other inputs 

hard to predict. But there is another headwind to 

the inventory issue: baby boomers are living 

longer and many don’t want to move. The 

incentive to relocate is also fading, as interest 

rates move well above the rates many people 

secured by refinancing last year.   

 

2. Record Low-Interest Rates  

 

Part of the Federal Reserve’s plan to boost the 

economy during the pandemic involved 

becoming a large-scale purchaser of bonds 

backed by agency mortgage loans from Fannie 

Mae and Freddie Mac. The Federal Reserve 

created a massive demand for mortgage 

securities, which pushed yields down and 

generated the lowest mortgage interest rates in 

history by the end of 2020.  

 

Interestingly enough, historically low rates also 

coincided with a massive influx of new buyers, 

which is the third factor.  

 

 

 

3. A New and Ongoing Wave of New 

Buyers 

 

In 2019, millennials surpassed the baby 

boomers as the largest living adult generation in 

the U.S. But being the biggest group had not 

necessarily translated into a massive wave of 

new homebuyers. Leading up to the pandemic, 

millennials had seemed to prefer living in urban 

centers, renting, and delaying family formation.  

 

Covid-19 changed that. 

 

In 2020, millennials accounted for more than 

50% of all home-purchase loan applications for 

the first time ever. By 2021, millennials made 

up 67% of first-time home purchase mortgage 

applications and 37% of repeat-purchase 

applications, a rising trend that appears likely to 

continue. The largest segment of millennials just 

turned 30 this year, which is younger than the 

median first-time buyer age of 33. In other 

words, this wave of new buyers may only just 

be beginning.   

 

The pandemic led many companies to allow 

people to work from home entirely, or on a 

hybrid schedule with some days in the office 

and some days at home. This trend has 

encouraged many would-be homebuyers to 

invest in a bigger space with a home office, 

which is also a trend that does not appear to be 

going away.  

 

Bottom Line for Investors 

 

The Federal Reserve is raising rates and has 

announced plans to trim its balance sheet and 

drastically reduce – and eventually end – the 

purchasing of mortgage securities and other 

bonds. Mortgage interest rates have already 

shifted higher as a result, with rates moving up 

over 2% from November 2021 through today – 

the sharpest six-month increase in decades. 

 

Higher rates do have the effect of cooling 

demand, but the other supply and demand 

variables in play suggest the housing market  
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could remain strong for years. Very limited 

inventory of homes, long lag times for bringing  

up new supply, and a massive cohort of first-

time homebuyers yet to enter the market 

underscore strong fundamentals in the space, in 

my view. The housing market alone cannot 

deliver strong economic growth for the entire 

economy, but it can provide key support. I think 

it will in 2022. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1 Wall Street Journal. May 24, 2022. 

https://www.wsj.com/articles/the-fed-searches-

for-the-magic-number-to-cool-a-red-hot-u-s-

housing-market-

11653402996?mod=series_housingmarket 

 
2 Fred Economic Data. April 26, 2022. 

https://fred.stlouisfed.org/series/MSPUS 
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China Starts to Reopen 
 

Following two months of almost total 

lockdown, residents of Shanghai were allowed 

to resume normal life this week. In our view, 

consternation in the equity markets was likely 

tied to the economic impact of lockdowns in 

China, especially given that Shanghai is China’s 

most critical business and manufacturing hub. 

Economic output in China suffered in April and 

May, but signs of recovery are starting to 

emerge. Daily container output through 

Shanghai’s port hit 95% of normal capacity last 

week, and about 80% of pre-lockdown cargo 

shipments are moving through the main airport. 

The government in Shanghai is also stepping in 

with measures meant to encourage workers and 

employers to ramp back up, with new tax 

breaks, accelerated property development 

approvals, and rent waivers. Other parts of 

China continue to have Covid-19 restrictions in 

place, and it appears that China has no plans to 

change its zero-Covid approach. Overall, 

China’s economy remains caught in an 

unwinnable battle with a highly transmissible 

virus. A negative surprise would be continued 

lockdowns in various parts of the country over 

the course of 2022, but a positive surprise would 

be China altering policy to focus more on 

keeping the economy open.1 

  

The EU Ramps Up Energy Sanctions on 
Russia 
 
Following the U.S. and U.K.’s lead, the 

European Union has announced plans to impose 

wide-ranging sanctions on Russian oil. The EU 

is planning to ban imports of Russian oil, which 

will include 90% of imports by the end of the 

year, while also blocking insurance companies 

from covering cargo ships carrying Russian oil. 

In the near term, the EU will block all Russian 

crude and refined fuels that arrive on ships, and 

by the end of the year, Germany and Poland will 

stop buying oil that arrives via pipeline. The 

sanction on insurance companies will apply to 

Russian oil being shipped anywhere in the 

world, not just the EU. European companies 

insure most of the world’s oil trade, but to be 

fair, insurers from other parts of the world can 

step in to cover the cargo ships in the EU’s 

stead. Taken together, however, the EU’s bold 

new moves will further fragment Russia’s 

energy export market and damage the Russian 

economy (likely severely) in 2022 and beyond.2 

 
Home Prices Surge, Again 
 

Home prices in the U.S. keep rising, with few 

significant signs that price pressures will abate 

in 2022. From March 2021 to March 2022, the 

average home price as measured by the S&P 

CoreLogic Case-Shiller National Home Price 

Index rose by a stout +20.6%. That’s the highest 

rate of growth ever recorded for the index, and 

as readers can see from the chart, marks a 

continuation of a steep ascent that began in the 

months following the pandemic.3 

 

 

 

 

IN FOCUS THIS WEEK 

 

• China reopens 

• EU plans to impose wide-

ranging sanctions on Russian 

oil 

• Home prices surge 

• Lumber prices fall sharply 
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Source: Federal Reserve Bank of St. Louis4 

 

 
 
 
 
 
 
 

 

Mortgage interest rates have moved sharply 

higher in 2022 so far, but other supply-demand 

fundamentals in the housing market point to 

continued strength ahead. Inventories of existing 

homes are historically low, and the number of 

buyers is likely to remain high as the largest 

cohort of new homebuyers – namely, 

Millennials – are still in their early 30s. 

Millennials now make up a big segment of the 

population than Baby Boomers, and many of 

them have yet to purchase their first home. 
 

Lumber Prices Fall Sharply 
 
In a positive sign for the housing and 

remodeling market, lumber prices have fallen 

sharply after soaring during the summer of 

2020. By spring of 2021, lumber cost more than 

two times what it did before the pandemic, and 

soaring prices in the summer of 2020 turned out 

to be a leading indicator of supply chain 

problems and the goods inflation that followed. 

As lumber producers ramped production and 

Americans slowed pandemic remodeling 

projects, prices of lumber futures have 

plummeted by over 50%. If there is still a wood-

based remodeling project you need for your 

home, later this summer may be a good time to 

take it on.5 
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1 Wall Street Journal. June 2, 2022. https://www.wsj.com/articles/shanghai-workers-cheer-as-covid-

lockdown-ends-no-more-bunking-at-the-office-11654167420?mod=hp_lead_pos12 

 
2 Wall Street Journal. June 2, 2022. https://www.wsj.com/articles/eu-approves-russia-sanctions-package-

including-phased-oil-embargo-11654179302 

 
3 Wall Street Journal. May 24, 2022. https://www.wsj.com/articles/the-fed-searches-for-the-magic-

number-to-cool-a-red-hot-u-s-housing-market-11653402996?mod=series_housingmarket 

 
4 Fred Economic Data. April 26, 2022. https://fred.stlouisfed.org/series/MSPUS 

 
5 Wall Street Journal. May 30, 2022. https://www.wsj.com/articles/lumber-prices-slump-with-rising-

interest-rates-11653835230?mod=djemRTE_h 
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performance obtained by a specific investor. An investor cannot invest directly in an index.  
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The S&P 500 Index is a well-known, unmanaged index of the prices of 500 large-company common stocks, 
mainly blue-chip stocks, selected by Standard & Poor’s. The S&P 500 Index assumes reinvestment of dividends 
but does not reflect advisory fees. The volatility of the benchmark may be materially different from the individual 
performance obtained by a specific investor. An investor cannot invest directly in an index. 
 
The Dow Jones Transportation Average is a 20-stock, price-weighted index that represents the stock 
performance of large, well-known U.S. companies within the transportation industry. An investor cannot invest 
directly in an index. The volatility of the benchmark may be materially different from the individual performance 
obtained by a specific investor. 
 


