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The Housing Market is Taking it on
the Chin
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declined at a more rapid pace since mortgage
rates started to move up; they are down 15%
since January (chart 3). This will probably not
have much of an impact on home prices in
the near term since there is so much pent-up
demand. But the pace of price increases will
likely taper off as the year progresses. This,
of course, will help take some pressure off
inflation.

Since the financing cost plays heavily into
the monthly cost of a mortgage, this is the
first step in slowing the pace of economic
demand, based on the Fed reducing stimulus.
But housing (residential investment) makes
up a small share of the economy, just 3.5%.
But as housing goes, the rest of the economy
will follow. Lumber prices have crashed from
the pandemic-induced demand (chart 4), and
furniture and appliance prices should follow.

A decline in demand for other goods is
expected. The reduction will be enhanced by
consumers moving away from goods toward
services like travel as the pandemic moves
toward an endemic. CNR continues to believe
the pace of overall consumption will slow, not
contract, which would cause a recession. The
strength of household and corporate balance
sheets should keep the risk of a recession at
bay.
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CHART 3: New & Existing Home Sales
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Source: National Association of Realtors, US Census Bureau,
April 2022.
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Market Trends
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Equity markets continue to correct with investors increasingly worried about the risk of
recession as the Fed's fight against inflation gets more difficult. Although the risk-to-reward
ratio for equities has now improved, with valuations adjusted lower, broader fundamentals still
sound, and sentiment reflecting a more bearish outlook, in the near term, it will likely require
greater clarity on the path of inflation before markets find a durable bottom.
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Payroll growth remains robust,
but the pace of change is
slowing, partially in response to
the Fed raising interest rates.!

CONSUMER

——— SPENDING

Spending is shifting toward
goods from services as the
economy moves back toward
pre-pandemic trends.*

THE FED

The Fed is highly focused on

combating inflation; it plans on
raising short-term rates by 50
bps in June, and again in July.?
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Inflation unexpectedly hit a new
40-year high in May, reaching
8.6% y-o-y., driven by a surge in
gasoline, food and rent prices.*
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Higher mortgage rates are
slowing down the red-hot
housing market, with existing
home sales falling in the past
three months.®
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Gasoline prices are near all-time
highs due to high oil prices and
reduced capacity at refineries.?
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Sources

1. Bureau of Labor Statistics

2. Federal Reserve

3. National Association of Realtors
4. Bureau of Economic Analysis

Index Definitions
CPI: The Consumer Price Index (CPI) is a measure that examines the weighted average of prices of a basket of consum-
er goods and services, such as transportation, food, and medical care.

Important Disclosures

The information presented does not involve the rendering of personalized investment, financial, legal, or tax advice. This
presentation is not an offer to buy or sell, or a solicitation of any offer to buy or sell any of the securities mentioned herein.

Certain statements contained herein may constitute projections, forecasts and other forward-looking statements, which
do not reflect actual results and are based primarily upon a hypothetical set of assumptions applied to certain historical
financial information. Readers are cautioned that such forward-looking statements are not a guarantee of future results,
involve risks and uncertainties, and actual results may differ materially from those statements. Certain information has
been provided by third-party sources and, although believed to be reliable, it has not been independently verified, and its
accuracy or completeness cannot be guaranteed.

Past performance or performance based upon assumptions is no guarantee of future results.

Indices are unmanaged and one cannot invest directly in an index. Index returns do not reflect a deduction for fees or
expenses.

Any opinions, projections, forecasts, and forward-looking statements presented herein are valid as on the date of this
document and are subject to change.

All investing is subject to risk, including the possible loss of the money you invest. As with any investment strategy, there
is no guarantee that investment objectives will be met and investors may lose money. Diversification does not ensure a
profit or protect against a loss in a declining market. Past performance is no guarantee of future performance.

This material is available to advisory and sub-advised clients, as well as financial professionals working with City National
Rochdale, a registered investment adviser and a wholly-owned subsidiary of City National Bank. City National Bank
provides investment management services through its sub-advisory relationship with City National Rochdale.

Investing in international markets carries risks, such as currency fluctuation, regulatory risks, and economic and polit-

ical instability.

Investing involves risk, including the loss of principal.

Non-deposit investment products are not FDIC insured, are not bank guaranteed, and may lose value.
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