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Market Status: Stalemate

The residential real estate market in
2023 was expected to look more like
2018-2019, with supply and demand
finding more of a balance. Balance,
however, seems more like a stalemate
so far, with buyers and sellers both
having reasons to hold back from
transacting this year.

The vast majority of homeowners
with mortgages that originated or
refinanced in 2020-2022 have interest
rates that are likely 5% or lower, making
the decision to sell difficult, particularly
if sellers then need to finance their next
home at today’s rates. Buyers are facing
a double whammy—rates are nearly
double what they were 18 months ago
and prices on the whole have yet to
stay down from the peak set a year ago.

When interest rates were lower,
higher sticker prices for homes
mattered less as the monthly payment
stayed low. Now, that is gone. The
result: supply and demand have both
slowed. Closed sales of existing homes
are off from pandemic highs and are
settling in slightly lower than trends set
in 2019.

However, life happens, and it affects
residential real estate. People need to
move for a variety of reasons, and the
headline issues facing the industry
don't affect everyone. Dollar volume so
farin 2023 is above 2019-2020 levels,
thanks to higher median sales prices.

The lack of inventory on the supply
side will keep prices high, as buyers still
have less housing options to choose
from. Affordability remains an issue for
all buyers, but particularly first-timers
who don't have the advantage of using
a current home's higher equity buoyed
by above historic norm sale prices. ®
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Inflation and Interest Rates Impact
on Economy

The Federal Reserve aggressively
pushed the fed fund rate 10
consecutive times, but finally
declined to continue in June 2023,
citing cooling inflation. This move has
provided some stability to capital
markets, including lenders, with
mortgage rates stabilizing, albeit in
the 6-7% range. While inflation is half
of what it was last summer, it still sits
around double the Fed's goal.

As such, market experts anticipate
at least one more hike this year.
However, some believe cuts may
actually be on the horizon as the
impact of previous rate hikes have
had sufficient time for goals to be
met, resulting in that “soft landing”
everyone is hoping for. A persistently
strong labor market is helping to keep
the United States out of recession
territory, but high interest rates carry
higher borrowing and operating costs
for consumers and businesses. That
leaves the economy in a somewhat
holding pattern, with everyone
waiting for some shift to move out
of this uncomfortable equilibrium. e
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PRICE CORRECTION ON THE WAY?

Need Strong Demand AND a Flood
of Supply

Sources of Supply:

° Homebuilders

° Mass Foreclosure Event

* Investors and iBuyers

* Traditional Owner-Occupant
Sales

Liklihood of Flood:

* Homebuilders—are building and
seeing a moment to shine, but are
still cautious about over supply

° Mass Foreclosure Event—|ending
has been very diligent since the
Great Recession making this very
unlikely

° Investors and iBuyers—varies by
market, but mostly unlikely

* Traditional Owner-Occupant
Sales—current interest rates makes
giving up a low interest rate for a
higher one a difficult decision.

Q1+ Q2Dollar Sales Volume

oM m

~ ~ o0
© T}
Iiw

2018 2019 2020 2021

>
)
gy <

N

—

106B

2022 2023

Produced by Florida Realtors® Research with data
provided by Florida’s multiple listing services

¥} FloridaRealtors

The Voice for Real Estate®in Florida




Purchase activity has
been strong over the

last decade, regardless g0 |
of interest rates. When

rates dipped below
5%, purchases and
refinances exploded.
Overall activity has
cooled as rates and

prices have increased.

METRICS TO WATCH
° Active Listings
> Muted as sellers are reluctant

to list, particularly if they also
need to buy

* Dollar Volume:
> Remains high as median sale
price keeps overall volume up,
despite fewer closings

* Median Sale Price
> After softening since mid-
2022, limited inventory has
helped push pricing back up
toward peak

° Active Inventory

> Higher overall but lower
among upper price tiers

* What metrics tell us
about 2023

> Fewer Pending Sales;
Closed Sales leads to fewer
closed sales, which may
result in a potential
softening in pricing

> Return of concessions,
realistic offers
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Quarterly U.S. Single-Family Mortgage Obligations ($ billions)
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New Homes Having a Moment?

The National Association of Home
Builders (NAHB)/Wells Fargo Housing
Market Index (HMI) survey found that
incentives have played a key role in
attracting buyers in an economic climate
of rising mortgage rates. However, the use
of inducements appears to be slowing.

The share of builders reducing home
prices dropped to 27% in May from 30%
in April, 31% in February and March, and
36% last November.

The average price reduction remains
6%, unchanged for the past four months.

54% of builders offered some type of
incentive to bolster sales in May, down
from 59% in April and 62% last

This is a unique market in that buyer
demand has cooled, but limited inventory
from existing homeowners has restricted
the supply of available homes. This
persistent imbalance supports sales prices
near the peak-pricing established last
summer.

There are, however, some signs of relief.
While demand overall is lower than it was
before, due in large part to high interest
rates, builders do see the current
environment as potentially beneficial.
Fewer listings of existing homes mean
they don't have as much product to
compete with when it comes to
homebuyers. Builders now can offer more
creative financing like rate buy-downs that
may make a prospective buyer's monthly
payment more palatable, at least in the
near term. Increasing builder confidence
indicates that today’s market has slightly
more certainty than it did over the last year
or so. Building permits issued so far in
2023 in Florida’'s major markets point to
more supply coming online for buyers
looking to purchase a newly constructed
home.

Don't expect a massive wave of new
construction, though. There are still fewer
builders today than there were before the
Great Financial Crisis. There is also less
land and labor, and costs have increased
across the board. New homes are
presenting as an alternative to existing
homes, but output will still be tightly
correlated with buyer demand.

December. ®
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New construction permits issued in Fl.

53¢
Permits
Issued

10,596

10,191

9,394

Percentage of
all permits

ORLANDO
14%

TAMPA
13%

MIAMI
12%

Percentage of
population in 2022

12%

15%

28%

JACKSONVILLE

8,254

1%

8%

Data comes from the reports sent to the U.S. Census
Bureau via a survey from local building permit officials.



Monthly Median Sale Price on a Median-Priced Home (Inflation-Adjusted)
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Waiting to Exhale

Buying a home is still a good long-term
investment, but it is certainly difficult for
people to handle higher monthly pay-
ments due to elevated interest rates and
sales prices. Sellers may have concede
and reluctantly accept a lower price than
their neighbors achieved at the market’s
peak. Offering understanding toward
reluctant clients and meeting them where
they are at is important to maintaining
relationships through a difficult moment
in the housing cycle.

Creativity is key in today’s market. One
trend that may set certain sellers apart
is the ability to transfer their interest rate

to a buyer, essentially creating an invisible
but valuable asset. Work with your sellers
to discover different options that may
add value to buyers. Work your network
to figure out which lenders may have
alternative options to help people
overcome some of the financial issues
associated with transacting today. Rate
buy-downs currently have become a
popular offering to help lower monthly
payments in the near-term. ®
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Takeaway

The pace of increase in monthly
payments on a 30-year fixed rate
mortgage has been faster than the
increase in median sale price, due to the
rapid and consistent increase in interest
rates. The top chart illustrates the steady
increase in price which has certainly

risen, but at a moderate pace. The
bottom chart shows the impact of
interest rates on the typical monthly
payment, which has spiked since early
2021. This is the pain clients are feeling
when entering into today’s market. ®

MARKET DYNAMICS:
TAKEAWAYS

* We've landed in higher IR
environments before—just
not this quickly

° High inflation necessitated
increases in levered debt

* Purchasing power of consumer
diminished

* Psychological impact

Result

* People not willing to transact

* 85% of Americans with
mortgages have IR sub 5%

° Buyers don't want to buy high
at expensive rates, sellers don't
want to let go of low rates

* Higher prices were offset
by low IR—now it's a
double whammy

* High Overall Inflation +
High Prices

On the other hand...

° Resi RE not like most
commodities

* Marry the house, date the rate

* Semi-creative financing
(IR buy downs, reducing list
to accommodate for IR monthly
cost increases, ARMSs) to get
people to buy

* Prices are stabilizing

* Inflation is showing early stages
of stabilization

* Recovery from natural disasters
can be an economic engine
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Florida’'s Allure Persists—and Expands

The Sun is Shining on Florida’s Future

Between July 1, 2021, and July 1, 2022,
Florida's population increased by an
estimated 416,754 residents, second
only to Texas's increase of 470,708.
That's about 1,142 net new residents per
day. It's also a 1.91% increase—higher
than any other state—and the first time
Florida has led the U.S. in this statistic
since 1957! Overall, U.S. population only
increased by 0.4%. Net migration from
other states and countries was
estimated at 444,484,

Florida has always been an attractive
place for people to live, but long-term
efforts to diversify the economy and
attract working age residents are
paying off. Florida topped the list for
younger people looking to take their
remote job to a place with amazing
amenities and affordability. A deeper
bench of tech, healthcare and
information and business services jobs

Commercial Trends

Of the four major food groups in
commercial real estate, multifamily and
office had long been the safe harbor for
real estate investors and developers
over the past decade and a half. As
employers settle into the new post-
pandemic normal, office occupancy
rates are looking more uncertain. Core
U.S. coastal markets had been leading
the way in terms of office-using
employment during this time,
particularly supporting demand in
downtown submarkets. While fully
remote work now is waning in populari-
ty among some employers, it seems
that hybrid options have some staying
power. As such, some buildings in these
submarkets are reporting between
40-50% lower daytime occupancy
than what was observed in 2019.

Florida, however, is behaving
somewhat differently than the typical
coastal markets for a few key reasons.
Florida's employers are more diverse, so
there isn't the same high concentration
of one industry type, including

has also attracted people who work
on-site as well. No longer just for
retirees, Florida continues to be a major
player in attracting companies to
relocate or expand here, citing a more
diversified workforce to fill available
jobs than before.

Florida’s future remains bright
despite some obvious growing pains.
Affordability is becoming more of an
issue as people relocating from other
states are tipping sales prices in a
direction that gives long-term residents
headaches. Dwindling availability of
land to create new housing will
challenge Florida’s ability to build its
way out of pricing pain. Managing
growth and success will continue to be
Florida’'s charge over the coming
decades, as the economy matures in a
similar way to Silicon Valley’s
experience over the last few decades.®

office-using employment. For better or
worse, Florida lacks the densely packed
employment hubs that places like
Boston or San Jose have, and
employers will locate in suburban
markets in addition to downtowns.

This means the shifting demand for
office space isn't felt as strongly here.
Florida has also benefited from
corporate relocations and expansions
from other core coastal markets during
the pandemic, further supporting office
demand. Additionally, many cities
throughout the country have seen
sustained out-migration while Florida’s
population has expanded.

In Florida and other U.S markets,
suburban office submarkets are seeing
a boost in demand for satellite offices
and alternative workspaces. Retail
space is also seeing more interest from
co-working and smaller office tenants
who want to move workers to places
with amenities like food courts and
shops. Working remote doesn't always
have to mean working from home, but
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it can be closer to it than before.
Multifamily demand continues to be
supported by the recent rise in sale
prices and interest rates. People priced
out of the current home purchasing
cycle are once again reluctant renters.
However, the recent increases in rental
rates may have been close to the
affordability ceiling, with some areas
now reporting a lower pace of rent
increases or even some reductions.
The looming cloud affecting all
commercial real estate is the current
interest rate environment, which is not
only affecting potential homebuyers but
also commercial real estate owners and
developers. Higher cost of levered
capital makes deals a little trickier to
work out, and development costs
remain high as supply and labor issues
continue to impact the marketplace.
Uncertain demand means speculative
office construction is riskier at this point
in the cycle, making the multifamily and
industrial sectors more viable. @
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