
 

 

Troublesome Correction in Market for New Homes 
March 24, 2006 

Sales of new single-family homes fell 10.5% to an annual rate of 1.080 million units in 
February, marking the fifth monthly decline in the last seven months.  The level of sales of 
new single-family homes in February is the lowest since May 2003.  The downward trend of 
purchases of new single-family homes is troublesome and it could defy expectations of an 
orderly adjustment if the Fed continues to raise the federal funds rate after the March meeting.  
On a regional basis, sales of new single-family homes fell in the South (-6.4%) and the West (-
29.4%) but rose in the Northeast (+12.7%) and the Midwest (-5.2%).   
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The inventory of unsold new-single family homes was a 6.3-month supply in February, up 
from 4.4-month mark a year ago and it is the highest since January 1996.   

Chart 2 

New 1-Family Houses For Sale: Months Supply
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Reflecting the impact of a soft market, the median price of a new single-family home declined 
to $230,400 in February from $234,200 in January.  On a monthly basis, the median price of a 
new single-family home has dropped for four straight months.  On a year-to-year basis, the 
median price of a new single-family home declined 2.9%, the first drop since December 2003.   

Chart 3 

New 1-Family Houses: Median Sales Pr ice

    % Change - Year  to Year        Dollars
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Charts 1-3 speak louder than words.  It is clear that the declines in sales recorded in five out of 
the last seven months for new and existing homes is a significant correction in this market.  
Additional tightening of monetary policy carries the potential of exacerbating the situation.   

 

 

 

Aircraft and Defense Orders Lift Orders of Durable Goods, But Shipments of 
Core Items Are Less Impressive 

 

Orders of durable goods increased 2.6% in February, after a revised 8.9% drop in January, 
previously reported as a 9.9% decline.  Orders of defense goods (+104.1%) and civilian 
aircraft and parts (+52.5%) played a big role in raising orders of durable goods in February.  
The magnitude of the gains in orders of these two items suggests that a reversal is nearly 
certain in March.   
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Table 1 

DURABLE GOODS ORDERS - % CHANGE M-M
NON-DEFENSE CAPITAL NON-DEFENSE CAPITAL COMPUTERS AND 

DATE TOTAL DEFENSE GOODS GOODS EX-AIRCRAFT ELECTRONIC PRODUCTS

Sep-05 -2.0 -2.7 -8.7 -1.8 -4.0
Oct-05 3.1 44.2 6.7 1.1 -2.9
Nov-05 5.3 -30.3 22.1 0.1 0.7
Dec-05 2.5 1.4 1.9 4.9 0.3
Jan-06 -8.9 -32.6 -19.8 0.3 -0.6
Feb-06 2.6 104.1 1.6 -2.3 4.2  
 

 

Several components of the durable goods report -- primary metals (-2.5%), fabricated metal 
products (-1.9%), motor vehicles and parts (-3.3%), electrical equipment (-3.2%), and 
machinery (-6.3%) -– posted declines in February.   

 

Shipments of durable goods moved up 0.2% in February after a 1.8% decline in the prior 
month.  Shipments of non-defense capital goods excluding aircraft, the input used to compute 
the equipment and software component of GDP, fell 1.1% in January after a steady reading in 
January.  Inflation adjusted shipments of non-defense capital goods excluding aircraft for the 
January-February period show a 6.3% annualized increase vs. a 15.7% jump in the fourth 
quarter.  These numbers indicate that growth in equipment and software spending in the first 
quarter could be less than the 6.2% pace posted in the fourth quarter.  The moderate growth in 
the fourth quarter was a deceleration from the 10.7% average increase in equipment and 
software spending recorded in the second and third quarters of 2005.  In other words, capital 
spending shows a moderation after the robust pace seen in 2004 and much of 2005.   

 

Table 2 

DURABLE GOODS SHIPMENTS- % CHANGE M-M
NON-DEFENSE CAPITAL NON-DEFENSE CAPITAL COMPUTERS AND 

DATE TOTAL CAPITAL GOODS GOODS EX-AIRCRAFT ELECTRONIC PRODUCTS

Sep-05 0.0 -2.9 -0.6 -1.7
Oct-05 1.2 4.5 1.7 0.8
Nov-05 0.7 3.4 0.5 0.6
Dec-05 4.0 5.2 3.8 2.6
Jan-06 -1.8 -4.4 0.0 -2.0
Feb-06 0.2 0.6 -1.1 3.6  
 

 

 

 



 

The opinions expressed herein are those of the author and do not necessarily represent the views of The Northern 
Trust Company. The Northern Trust Company does not warrant the accuracy or completeness of information 
contained herein, such information is subject to change and is not intended to influence your investment decisions. 

4 

Chart 4 

Mfrs' Shipments: Nondefense Capital Goods ex Aircraft
  % Change - Period to Period      SA, Mil.$

Mfrs' New Orders: Nondefense Capital Goods ex Aircraft
  % Change - Period to Period      SA, Mil.$
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