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Home salesHome sales in the Knoxville Area increased 1.2% in April to a seasonally adjusted
annualized rate (SAAR) of 23,031, though sales were down 2.4% from one year
ago.
The Knoxville Area Association of REALTORS® announced the release of its
2022 State of Housing Report2022 State of Housing Report last month. The report examines a multitude of
market trends and highlights the severe housing shortage in the Knoxville area.
Mortgage ratesMortgage rates continue to rise as financial markets anticipate U.S. monetary
policy changes amid higher-than-expect inflation. The 30Y FRM finished 2021 at
3.11% but remained well above 5% throughout the month of May.
Knoxville's rental market rental market occupancy rate hovered around 98.8% in Q1 2022, more
than a full percentage point above the 97.5% occupancy rate nationally. Effective
rents in Knoxville metro area (MSA) were up 19.21% year-over-year as of April
2022, significantly higher than the 15.23% rate nationally
Earlier this month, the Biden Administration announced new actions intended to
ease the burden of housing costs over time by boosting the supply of quality
housing in every community. You can read the entire Housing Supply Action Plan
HEREHERE.
Do you have a burning question about East Tennessee's housing market that you
would like answered? Submit your question using this linkusing this link and your question may
be answered in next month's edition of Market Pulse.

Home Sales ReportHome Sales Report

Seasonally adjusted home saleshome sales in the Knoxville Area increased increased 1.2% from March to
April. Despite the nominal month-over-month growth over the past month, home sales
pace was down 2.4% compared to one year ago.

The typical home sold in April 2022 was 1,759 SqFt with 3 bedrooms and 2 bathrooms.

Key HighlightsKey Highlights

Knoxville area home sales  home sales increased in April — up 1.2% from the previous month
but down 2.4% from one year ago.
Median home salesMedian home sales price was $325,000 in April — up more than 25% from the
previous year.
For the first time in 12 months, total housing inventoryhousing inventory experienced a year-over-
year increase – up 20% from a year ago but still considerably lower than pre-
pandemic levels. 
Half of the homes sold in Half of the homes sold in April April were under contract in 4 days or less.were under contract in 4 days or less.
53% of homes sold for over askingover asking price, compared to 43% the previous month,
with 38% selling for at least $10,000 over asking and 19% selling for at least
$25,000 over asking.

https://www.kaarmls.com/sites/default/files/downloads/sidebar/2022_state_of_housing_report-final_.pdf
https://www.whitehouse.gov/briefing-room/statements-releases/2022/05/16/president-biden-announces-new-actions-to-ease-the-burden-of-housing-costs/
https://www.research.net/r/mp-questions
https://www.simonandschuster.com/books/Building-from-the-Ground-Up/Kevin-Erdmann/9781637581612


New constructionNew construction represented 9.76% of total home sales in April, though move-in-
ready new homes accounted for only 2% of all sales. 

KAAR reports home sales patterns using a seasonally adjusted annualized rate (SAAR),
an adjusted rate that takes into account typical seasonal fluctuations in data and is
expressed as an annual total. Comparing month-over-month housing market data using
this method provides a more accurate depiction of home sales.

What you need to knowWhat you need to know : With mortgage rates at their highest level since 2010 and
housing demand beginning to cool down, housing inventory increased for the 9th
consecutive week as of mid-May. However, even as affordability concerns weigh on
demand, typical seasonal trends were the larger contributor to the marginally higher
inventory of recent weeks.

Housing Bubble Monitor: What's on the horizon?Housing Bubble Monitor: What's on the horizon?

While there's fair reason to expect East Tennessee's housing market will continue to
moderate over the coming months, a significant downturn or "crash" remains very
unlikely.

Sellers have no incentive to sell and aren’t facing higher mortgage payments, unlike
during the Great Recession. A tight market is ahead but there’s currently no reason to
believe home prices are at risk — a necessary ingredient for a bubble.

The "Triple Trouble" of the Housing MarketThe "Triple Trouble" of the Housing Market

According to a recent NAR report, 2 in 3 renters cannot afford to buy a home. And it's
only getting worse with housing affordability declining considerably in recent months due
to multiple headwinds facing prospective homebuyers.

There are three trends – e.g. the "three troubles" of the housing market – happening
simultaneously that are having a major impact on housing affordability:

Record high home prices. Record high home prices. Nearly a decade of underbuilding and increased
domestic migration from the pandemic created a substantial housing supply-
demand gap. As a result, home price growth has vastly outpaced household
income growth.
Sharply rising mortgage rates.Sharply rising mortgage rates. Elevated borrowing costs due to higher interest
rates have reduced consumer buying power considerably, redefining the

https://cdn.nar.realtor/sites/default/files/documents/2022-the-double-trouble-of-the-housing-market-02-07-2022.pdf


affordability challenge altogether. Even when holding income constant,
prospective buyers' budgets are shrinking in real-time.
Record low inventory.Record low inventory. Not only can people afford fewer homes due to lower
affordability, but prospective homebuyers' options are limited even further as there
are significantly fewer homes available for sale.

Think about it this way. As of mid-May, the estimated monthly principal and interest
payment on the median new listing in the Knoxville area has increased by more than
40% – or $640 – since the end of 2021. Assuming a 30-yr FRM, that's an additional
$230,400 over the life of the loan.

How a Lack of Housing ContributesHow a Lack of Housing Contributes
to Knoxville’s Tight Labor Marketto Knoxville’s Tight Labor Market

Active job postingsjob postings in the Knoxville, TN metro area remain 65% above the pre-pandemic
baseline, according to the latest Indeed job postings data. Both the civilian labor force
and overall employment have recovered to pre-pandemic levels, suggesting many of the
current postings are new jobs.

Such rapid job growth is the result of successful economic development efforts in
addition to elevated demand stemming from pandemic-driven migration trends. While job
postings are beginning to flatten, the sheer volume of unfilled jobs underscores the
importance of attracting and retaining talent – especially among key demographics.

Without a doubt, Knoxville's labor market is under immense pressure. It's also importantIt's also important



to acknowledge how the lack of affordable and available housing (owner-occupied andto acknowledge how the lack of affordable and available housing (owner-occupied and
rental) remains a primary and significant obstacle to closing the jobs gap. rental) remains a primary and significant obstacle to closing the jobs gap. At the end of
the day, our housing and labor woes are intimately intertwined – one can't be solved
without the other.

For example, even after adjusting for
population size, Knox County is
authorizing far fewer new housing units
each year than Davidson County – which
partly explains why housing costs are
growing at a faster pace in Knoxville than
Nashville.

Multifamily accounts for much of
Knoxville's deficit. 75% of new units in
Davidson were multi-family, compared to
just 24% in Knox. Interestingly, the
average value of a multifamily permit in
Davidson was lower than in Knox –
surprising due to Nashville's notoriously
high cost of living.

Q&A SectionQ&A Section

Let's try something new. Do you have a burning question about East Tennessee's
housing market that you'd like answered or a topic you'd like more insight on? Market
Pulse subscribers can submit a question using the link below and your question may be
featured in the new Q&A Section in next month's newsletter.

Submit a
Question

Mortgage Rates Reach Highest Level Since 2010Mortgage Rates Reach Highest Level Since 2010

Mortgage rates reached their highest level since 2010 this April, according to Freddie
Mac's Primary Mortgage Market Survey. The 30-year fixed mortgage rate (30Y FRM)
ended the calendar year 2021 at just 3.11% but has risen well above 5% in recent
weeks.

https://www.research.net/r/mp-questions
https://www.freddiemac.com/pmms


What To Expect:What To Expect: Rising mortgage rates impact both the supply and demand side of the
housing market, limiting supply by reducing homeowners' willingness to sell. On the
other hand, the combination of higher rates and home prices materially reduces
consumer buying power and thus overall housing demand. As a result, the pace of home
sales is likely to slow over the coming months. However, home price growth

Q1-2022 Commercial Market Update:Q1-2022 Commercial Market Update:
Poised to Continue Recovery Amid Rising Rates, High

Inflation

Strong underlying fundamentals suggest Knoxville's commercial real estate market is
primed to continue its recovery growth, although at a moderated pace, according to the
latest Q1 2022 data. Market cap rates in Knoxville exceeded the national average across
all CRE sectors, indicating Knoxville maintains a competitive advantage compared to the
US overall. Rent for the industrial and multifamily property markets exceeded the inflation
rate, suggesting acquisitions in both segments have the potential to be a good hedge
against inflation.

Despite low vacancy rates across CRE sectors in the Knoxville metro, construction
activity remains well below what demand indicators would suggest. Much of the
commercial real estate market growth can be traced to Knoxville's strong net domestic
in-migration and population growth.

Multifamily/Apartment Property MarketMultifamily/Apartment Property Market

The apartment occupancy rate was 98.8% in Q1 2022, which is above the 96.9%
five-year average. In terms of occupancy, Knoxville ranks #3 among markets in
the South and #12 among the top 150 U.S. markets.
Total MF transactions rose 29% from $58 million in Q1 2022 to $45 million in Q1
2021 – well below the 67% increase nationally.



Market cap rates were 5.7% in Q1 2022 – 0.6 percentage points higher than the
national average – which indicates Knoxville's multifamily property market has
strong investment potential compared to the U.S. overall.
Rents are growing faster than the national average. Effective rents grew 17% from
the previous year in Q1 2022, compared to 15.2% nationally. in are rising faster
than nationally, recording an effective rent per unit increase of 14% YoY compared
to 12.2% YoY nationally.
Despite low vacancy, construction activity in Q1 2022 declined considerably from
the previous year. The total number of units under construction declined 19% from
1,816 units in Q1 2021 to 1,467 units in Q1 2022. Over the next year, a total of
788 units are scheduled for completion.

Source: RealPage Analytics; NAR

Office Property MarketOffice Property Market

Total office transactions declined from $49m in Q1 2021 to $20m in Q1 2022 – a
decrease of more than 59% YoY. Conversely, transaction volume increased 54%
nationally.
Despite declining sales volume, market cap rates were 8.4% in Q1 2022 – much
higher than the 7.0% rate nationally.
Vacancy rates were 4.2% in Q1 2022, down from 4.5% the previous quarter and
5.1% one year ago. Nationally, office vacancy rates rose to 12.2% in Q1 2022.
Rents are rising much faster than the national average with market rents up 2.6%
YoY in Q1 2022 compared to 0.8% YoY nationally.
While the office sector took a big hit nationally due to the ongoing pandemic,
Knoxville's office market has proven fairly resilient and recorded positive
absorption (0.9%) for the second consecutive quarter.
Market cap rates were 8.4% in Q1 2022, compared to 7.0% nationally. Both were
unchanged from the previous quarter and one year ago.

Source: National Association of Realtors, CoStar

Industrial Property MarketIndustrial Property Market

Total industrial transactions declined 28% YoY from $25m in Q1 2021 to $18m in
Q1 2022. Conversely, transaction volume rose 33.6% YoY nationally.
Market cap rates were 7.0% in Q1 2022 compared to 6.3% nationally, indicating
potential ROI on industrial properties is higher in Knoxville than in the US overall.
Industrial vacancy rates fell to 1.3% in Q1 2022 compared to 2.1% a year ago,
well below the national vacancy rate of 4.1%.
Market rents were 11.9% from one year ago, compared to 11% nationally.

Source: National Association of Realtors, CoStar

Retail Property MarketRetail Property Market

Total retail property transactions rose 74% YoY in Q1 2022, compared to 78%
YoY growth nationally.
Market cap rates were 7.4% in Q1 2022, compared to 6.8% nationally.
Retail vacancy dropped from 4.9% in Q1 2021 to 3.0% in Q1 2022, much lower
than the national retail property vacancy rate of 4.5%.
Market rents grew 5.2% YoY in Q1 2022, much faster than the 3.9% YoY rent
growth nationally.

Source: National Association of Realtors, CoStar

Q1-2022 Rental Market Update:Q1-2022 Rental Market Update:
Demand Soars To New High

A new report from Pew Research indicates that a rising share of Americans (49%)
consider the availability of affordable housingavailability of affordable housing (or lack thereof) a major problem in their

https://www.pewresearch.org/fact-tank/2022/03/23/key-facts-about-housing-affordability-in-the-u-s/?utm_content=buffer18766&utm_medium=social&utm_source=linkedin.com&utm_campaign=buffer


local community. This concern is even more prevalent among young adults with 70% of
Americans saying young adults today have a harder time buying a home than their
parents’ generation did.

Since 2019, effective rents in Knoxville
have risen nearly 36% – meaning today's
typical monthly rent payment is about
$315 more expensive than pre-pandemic.

However, rent increases vary by tenure
and occupancy status. Effective rents for
new leases were up nearly 22% while
renewal lease rents were up about 13% –
a gap that helps to explain the record
number of renters choosing to renew their
current lease.

While Knoxville's apartment occupancy averaged 96.9% over the past five years,
occupancy was 98.8% in Q1 2022 – just slightly below the record-setting occupancy
seen last quarter. Across asset classes, occupancy was highest among Class C units
(99.1%) and lowest among Class A units (98.0%).

New completions in Knoxville amounted to 1,161 units in the year ending Q1 2022,
which is a nine-year high in terms of annual completion volume. Over the next year,
inventory growth is set to slow with the scheduled addition of 788 units. As of Q1 2022,
there were 1,467 units currently under construction.

While rental demand in Knoxville has historically been quite cyclical, there's been a
noticeable shift since the Great Recession with demand reaching record-setting levels.
As pandemic trends begin to subside, rental occupancy is expected to moderate.
Effective rent growth is also expected to moderate yet remain in the double-digits,
especially as high inflation increases the demand for rental units.

WHAT WE'RE READING

YIMBY Movement Goes Mainstream in Response to High Housing CostsYIMBY Movement Goes Mainstream in Response to High Housing Costs

Wall Street Journal | April 20, 2022

The U.S. Housing Market Has PeakedThe U.S. Housing Market Has Peaked

The Atlantic | May 19, 2022

America Still Isn't Building Enough HomesAmerica Still Isn't Building Enough Homes

Quartz | May 18, 2022

Rents Are Rising EverywhereRents Are Rising Everywhere

Washington Post | April 21, 2022

Bubble or No Bubble? What History Tells Us About the Likelihood of a Housing CrashBubble or No Bubble? What History Tells Us About the Likelihood of a Housing Crash

CNN | May 17, 2022

Cracking the Zoning Code: Understanding local land-use regulations and how they canCracking the Zoning Code: Understanding local land-use regulations and how they can

advance affordability and equityadvance affordability and equity

Wall Street Journal | March 9, 2022

https://www.wsj.com/articles/yimby-movement-goes-mainstream-in-response-to-high-housing-costs-11650373200?mod=e2tw
https://www.theatlantic.com/newsletters/archive/2022/05/housing-market-slowing-down-recession/629901/
https://qz-com.cdn.ampproject.org/c/s/qz.com/2167198/america-still-isnt-building-enough-homes/amp/
https://www.washingtonpost.com/business/interactive/2022/rising-rent-prices/?_cldee=mJuURNn4R0wWdUQf1vsH4vAgtJZayX9CMKf7tMYkum2mVrzpbGAmhLEnkpALG6wF&recipientid=contact-abc31878479deb1194b100155d3b3c69-85662a65455e4fe5b4fa4d89243684b8&esid=a470bc54-81c3-ec11-a7b6-0022482c7ce2
https://money.com/housing-crash-housing-bubble-history/
https://apps.urban.org/features/advancing-equity-affordability-through-zoning/#home


THIS MONTH'S GOOD READGOOD READ

Building From the Ground Up:Building From the Ground Up:
Reclaiming the American Housing BoomReclaiming the American Housing Boom

In Building From the Ground Up, Kevin
Erdmann addresses the myths and

misunderstandings about what happened
during the Great Recession that continue to
hinder the American economy by making us
afraid of the one thing we need most: more

homes.

READ MORE

        Hancen Sale
Governmental Affairs and Policy Director
Knoxville Area Association of Realtors
865-588-6350 | hancen@kaarmls.com

Market Pulse Market Pulse is  a newsletter providing a rundown of local news and the
latest housing and economic research and analysis in the Knoxville Area.

https://www.simonandschuster.com/books/Building-from-the-Ground-Up/Kevin-Erdmann/9781637581612
https://www.simonandschuster.com/books/Building-from-the-Ground-Up/Kevin-Erdmann/9781637581612
https://www.simonandschuster.com/books/Building-from-the-Ground-Up/Kevin-Erdmann/9781637581612
https://www.facebook.com/KAARMLS
https://twitter.com/kaarmls
https://www.linkedin.com/company/knoxville-area-association-of-realtors/?viewAsMember=true
https://www.youtube.com/channel/UCV-vQs_CgKNvDgPixOcaRnQ/videos?view_as=subscriber

