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Too Pricey 

As home prices were plummeting during the housing bust, many homeowners found themselves 
underwater on their mortgages while many others were losing their homes.  It is astonishing to think that 
was just a few years ago.  In this few years’ time, home prices have gone from bust to boom again.  
Some would even argue that we have reverted back to a bubble-like environment. 
 
So you would think that rapidly appreciating home prices would be greatly welcome after all the market 
went through.  While the sharp increase in prices has helped restore equity for many homeowners, it has 
also locked many out of the housing market.  Housing has historically been a safe investment that saw 
appreciation in line with inflation.  Since the early 2000’s when housing started to really take off, home 
prices have behaved more like stocks with their volatile swings than its traditional steady rate of return.  
Below, we will discuss some of the factors causing this and what may happen going forward. 
 
 

 New homebuilders have been increasing prices between phase releases.  Up and down 

California, prices have been increasing between phases with some projects in Northern California 

experiencing increases as much as $100,000 this year because of limited lot releases.  Several 

new home projects in San Diego have long waitlists with estimated delivery dates going into the 

summer of 2014.  The sharp spike in prices and higher rates are starting to hurt demand.  This 

has recently caused some builders to re-think their strategy and begin adjusting prices lower to 

more “normalized” levels. 

 

 Rising home prices and mortgage rates will start to hurt demand.  According to data from 

the U.S. Census Bureau, median new home prices in April reached a nominal all-time record high 

of $279,300 in April.  They have since declined in each of the past three months but remain 

elevated.  When mortgage rates were at all-time lows, the adverse effect of record-high prices 

weren’t quite as impactful.  But with rates on the rise combined with expensive home prices, a 

near-term pullback in demand can be expected.  The new home market has already started to 

feel the pinch with sales down 13.4% in July to their lowest levels since October 2012. 

 

 More people are choosing to rent.  From young adults who are more mobile to aging adults 

whose credit may have been negatively impacted during the housing, there are more people 

opting to rent today which has been driving up the rental market.  Another reason why people are 

choosing to rent is because they simply can’t afford to buy as rising home prices have pushed 

affordability to multi-year lows.  In April, when new home prices peaked, affordability reached its 

lowest levels since December 2010. 

 

 Homeownership in the U.S. is dropping.  Despite record-low mortgage rates over the past 

year, the homeownership rate continued a steady decline that started after the housing market 

collapsed.  The U.S. homeownership rate was 65.0% at the end of the second quarter which is 

the lowest it has been since 1995.  The homeownership rate has not recorded a quarterly gain in 

a year. 

 

 Large institutional investors helped support the market while it was down but has also 

been a driving force in pushing up prices.  Blackstone Group LP, the largest private real 



estate owner in the U.S., has spent more than $5.5 billion since the beginning of 2012 buying up 

real estate and owns more than 30,000 single-family homes as rentals across the U.S.  American 

Homes 4 Rent, which recently went public, and Colony American Homes have also spent billions 

buying up single-family homes over the past year and a half. 

 
 

With all that said, home prices should stabilize as mortgage rates creep higher.  We are already seeing 
this happen in many metro areas across the country.  The latest Case-Shiller home price report showed 
that “home price gains were decelerating” in most metro areas which is evidence that home-price growth 
is leveling out.  With home prices starting to flatten, the next thing that is needed is for land prices to 
moderate.  Because of tight supply, land sellers have outpaced the market and have recently made it very 
difficult to pencil new deals.  While we all want home prices to rise, it needs to happen in a more sensible 
manner. 
 
 
 
About Meyers Research 
Meyers Research is a premier consulting practice for the residential industry, providing a national 
perspective as well as local expertise to homebuilders, multifamily developers and financial institutions. 
The company is based in Beverly Hills, CA. To learn more about Meyers Research, please visit 
www.meyersresearchllc.com. 
 
About Kennedy Wilson 
Founded in 1977, Kennedy Wilson is an international real estate investment and services company 
headquartered in Beverly Hills, CA with 24 offices in the U.S., U.K., Ireland, Spain and Japan. The 
company offers a comprehensive array of real estate services including auction, conventional sales, 
property services, research and investment management. Through its fund management and separate 
account businesses, Kennedy Wilson is a strategic investor of real estate investments in the U.S., U.K., 
Ireland and Japan. For further information on Kennedy Wilson, please visit www.kennedywilson.com. 
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