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NATIONAL HOUSING SUPPLY/DEMAND AND OVER/UNDER VALUATION PATTERNS AND 5-YEAR FORECASTS
Housing Supply and Demand Trends and Forecasts
Real Estate Economics housing demand model generates the following housing supply/demand estimates and forecasts:
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Total Housing Housing Market is Under/

Year Jobs Supply Demand (Over) Supplied

1990

109,486,583         102,902,691       101,130,923        (1,771,768)

(1.7%) Overbuilt

1991

108,374,500         104,299,973       100,280,417        (4,019,556)

(3.9%) Overbuilt

1992

108,726,167         105,425,531       100,784,433        (4,641,098)

(4.4%) Overbuilt

1993

110,843,750         106,658,348       102,929,682        (3,728,665)

(3.5%) Overbuilt

1994

114,290,500         108,015,079       106,318,898        (1,696,181)

(1.6%) Overbuilt

1995

117,297,583         109,548,334       109,309,991        (238,343)

(0.2%) Overbuilt

1996

119,708,000         111,090,067       111,755,591        665,524

0.6% Underbuilt

1997

122,776,417         112,700,199       114,824,857        2,124,657

1.9% Underbuilt

1998

125,929,667         114,343,443       117,984,389        3,640,946

3.2% Underbuilt

1999

128,993,000         116,162,313       121,070,925        4,908,612

4.2% Underbuilt

2000

131,784,833         117,900,735       123,913,513        6,012,778

5.1% Underbuilt

2001

131,825,667         119,118,767       124,174,292        5,055,524

4.2% Underbuilt

2002

130,341,000         120,332,319       122,997,118        2,664,800

2.2% Underbuilt

2003

129,999,083         121,615,483       122,895,837        1,280,354

1.1% Underbuilt

2004

131,434,917         123,028,211       124,478,575        1,450,363

1.2% Underbuilt

2005

133,702,833         124,584,127       126,855,895        2,271,768

1.8% Underbuilt

2006

136,086,417         126,161,382       129,351,494        3,190,112

2.5% Underbuilt

2007

137,598,417         127,507,196       131,026,203        3,519,006

2.8% Underbuilt

2008

136,790,333         128,507,458       130,493,747        1,986,289

1.5% Underbuilt

2009

130,919,833         129,185,632       125,121,267        (4,064,366)

(3.1%) Overbuilt

2010e

129,918,600         129,663,614       124,391,996        (5,271,618)

(4.1%) Overbuilt

2011prj

130,251,375         130,135,474       124,939,214        (5,196,260)

(4.0%) Overbuilt

2012prj

131,481,133         130,651,733       126,352,981        (4,298,752)

(3.3%) Overbuilt

2013prj

133,393,175         131,256,403       128,423,649        (2,832,755)

(2.2%) Overbuilt

2014prj 135,707,650         132,036,208       130,892,635        (1,143,573)

(0.9%) Overbuilt

2015prj 138,343,492         133,038,506       133,681,242        642,736

0.5% Underbuilt

Source: Bureau of Labor Statistics; Census Bureau; National Assoc. of Realtors
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HOUSING DEMAND/SUPPLY PATTERNS


In general, the patterns of over supply and under supply are based on a comparison between a given year’s ratio between jobs and housing relative to the long-term trend.  As shown, the table presents patterns in over-supply and under-supply of housing in the nation since 1990, with a forecast extending to 2015.  Employment losses produced a condition whereby the existing housing stock is too large in comparison to the employment base, leading to price degradation.  Once employment growth resumes, the job base can grow back into the housing inventory, supporting valuation and encouraging some “at-risk” owners to pay their mortgages and stay in their homes. 

The model accurately measures significant levels of distressed inventory which are likely to peak during the next 24 months, followed thereafter by a trend toward under-supply, which is likely to first occur during 2014.  Under-supply is likely to be increasingly significant after 2014.  These patterns are shown graphically in the following chart:
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* Over/Under supply measures based on current jobs-to-housing relationship relative to long-term relationship between jobs and housing. 

Source: Bureau of Labor Statistics; Census Bureau; National Assoc. of Realtors; Real Estate Economics

www.realestateeconomics.com

HOUSING DEMAND AND SUPPLY PATTERNS

90,000,000

95,000,000

100,000,000

105,000,000

110,000,000

115,000,000

120,000,000

125,000,000

130,000,000

135,000,000

140,000,000

Jan-90 Jan-91 Jan-92 Jan-93 Jan-94 Jan-95 Jan-96 Jan-97 Jan-98 Jan-99 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08 Jan-09 Jan-10 Jan-11 prj Jan-12 prj Jan-13 prj Jan-14 prj Jan-15 prj

Units Demand/Supplied

Supply of Housing Demand for Housing*

5-Year Forecast


As shown, demand and supply estimates represent the total number of houses demanded and supplied in the United States.  The current year reflects over-supply which will likely worsen during the next twelve months before improving, then reaching equilibrium during late 2014.  Thereafter, another cycle of under-supply is likely to form as the economy continues to expand in an atmosphere of relatively low housing supply.

The chart below presents these patterns in over and under-supply by measuring differences between overall demand and overall supply:
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* Over/Under supply measures based on current jobs-to-housing relationship relative to long-term relationship between jobs and housing. 

Source: Bureau of Labor Statistics; Census Bureau; National Assoc. of Realtors; Real Estate Economics

www.realestateeconomics.com
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5-Year Forecast


As shown, oversupply, mainly caused by severe employment losses during the past several years, generated a change from “Under built” to Over built” that will continue until employment gains cause housing demand to re-align with the size of the housing stock.  As distressed inventory dissipates and new supply remains constrained, demand will begin to sync up with supply, leading to greater price stability. 

It should be noted that patterns in over-supply or under-supply do not fully describe the health of the overall housing market.  Absorption of housing can be strong in an atmosphere of over supply and under valuation.  In order to more fully understand market health, patterns in over- and under-valuation must be understood.  These patterns are presented in the next section.
Housing Over/Under Valuation Trends and Forecasts
Historical trends and a five year forecast in terms of overall housing over-or-under-valuation for the United States is shown next:
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Median Equilibrium 30-Yr. Ann. Mtg. Equil Median Market is Under/

Year Home PriceHome PriceMtg. Rate Cost Mtg.CostHH Income (Over) Valued

1990

$97,017 $90,788 10.13% $8,263 $7,731 $33,746 ($6,228)

(6.4%) Overvalued

1991

$102,500 $99,670 9.25% $8,095 $7,863 $34,645 ($2,830)

(2.8%) Overvalued

1992

$105,017 $109,790 8.40% $7,681 $8,023 $35,686 $4,773

4.5% Undervalued

1993

$108,742 $124,275 7.33% $7,178 $8,196 $36,803 $15,534

14.3% Undervalued

1994

$112,808 $115,307 8.36% $8,217 $8,373 $37,963 $2,498

2.2% Undervalued

1995

$116,492 $121,313 7.96% $8,171 $8,487 $38,851 $4,821

4.1% Undervalued

1996

$122,267 $126,309 7.81% $8,454 $8,725 $40,334 $4,043

3.3% Undervalued

1997

$128,650 $133,594 7.60% $8,717 $9,043 $42,222 $4,944

3.8% Undervalued

1998

$135,467 $146,620 6.94% $8,603 $9,309 $43,901 $11,153

8.2% Undervalued

1999

$140,667 $143,338 7.43% $9,377 $9,544 $45,465 $2,671

1.9% Undervalued

2000

$146,517 $137,812 8.06% $10,383 $9,759 $46,965 ($8,705)

(5.9%) Overvalued

2001

$155,483 $154,871 6.97% $9,903 $9,862 $47,950 ($613)

(0.4%) Overvalued

2002

$167,042 $163,250 6.57% $10,207 $9,962 $48,945 ($3,792)

(2.3%) Overvalued

2003

$179,325 $176,667 5.85% $10,152 $9,996 $49,632 ($2,658)

(1.5%) Overvalued

2004

$194,208 $177,900 5.84% $10,990 $10,062 $50,493 ($16,309)

(8.4%) Overvalued

2005

$219,017 $179,628 5.87% $12,425 $10,187 $51,672 ($39,389)

(18.0%) Overvalued

2006

$221,583 $173,824 6.41% $13,321 $10,447 $53,567 ($47,759)

(21.6%) Overvalued

2007

$214,150 $178,753 6.34% $12,782 $10,666 $55,297 ($35,397)

(16.5%) Overvalued

2008

$193,375 $187,077 6.04% $11,180 $10,807 $56,655 ($6,298)

(3.3%) Overvalued

2009

$172,800 $208,342 5.04% $8,949 $10,788 $57,188 $35,542

20.6% Undervalued

2010e

$171,854 $220,416 4.71% $8,565 $10,976 $58,851 $48,562

28.3% Undervalued

2011prj

$175,700 $225,240 4.54% $8,582 $11,000 $59,292 $49,540

28.2% Undervalued

2012prj

$182,675 $225,514 4.68% $9,077 $11,205 $60,397 $42,839

23.5% Undervalued

2013prj

$193,467 $219,077 5.14% $10,134 $11,474 $61,848 $25,610

13.2% Undervalued

2014prj $208,425 $209,642 5.80% $11,745 $11,812 $63,667 $1,217

0.6% Undervalued

2015prj $225,385 $201,219 6.49% $13,659 $12,193 $65,723 ($24,166)

(10.7%) Overvalued

Source: Bureau of Labor Statistics; Census Bureau; National Assoc. of Realtors; Real Estate Economics

www.realestateeconomics.com
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HOUSING OVER/UNDER VALUATION PATTERNS


As shown, historical and forecast median home prices are compared with our modeled estimates of supportable median home prices since 1990.  Similar to our over/under supply analysis presented in the previous section, differences between our modeled estimate of supportable median home prices and actual median home prices offer measures of over-valuation or under-valuation since 1990, with forecasts during the next five years.  
These differences between supportable median home prices and actual median home prices are shown in the chart next:
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* Over/Under valuation based on value of housing (inclusive of mortgage rates) relative to long-term relationship between housing value & household incomes. 

Source: Bureau of Labor Statistics; Census Bureau; National Assoc. of Realtors; Real Estate Economics

www.realestateeconomics.com

HOUSING VALUATION PATTERNS
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The blue curve shown in the chart above represents actual median home prices recorded since 1990, and projections through 2015.  The green curve shows our modeled estimate of supportable housing values based on the relationship of mortgage costs (which incorporate mortgage rates) with household incomes relative to the long-term balance between costs and incomes.  Periods where the actual median exceeds the supportable median reflect periods where the housing market is over valued.  When the actual median falls below the supportable median, under valuation is evident.   
These patterns in over and under-valuation are shown more clearly next:
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* Over/Under valuation based on value of housing (inclusive of mortgage rates) relative to long-term relationship between housing value & household incomes. 

Source: Bureau of Labor Statistics; Census Bureau; National Assoc. of Realtors; Real Estate Economics

www.realestateeconomics.com
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As shown, the model accurately reflected serious levels of over valuation which occurred from 2004 through 2007.  Precipitous drops in price during 2007 and 2008, and continuing through 2010, have caused current levels of unprecedented under valuation.   This under valuation has been magnified by historically low fixed mortgage rates that act to lower the cost of the mortgage payments.  When rates reverse higher, the unprecedented level of under valuation would disappear. 
Given our forecasts for rising mortgage rates and eventual price appreciation, levels of under-valuation are likely to recede fairly gradually, with equilibrium and some modest over valuation forecast to appear in 2014. These patterns suggest that the ideal time for housing and residential land purchases in the United States began early 2009 and should continue during the next 12 to 24 months. Thereafter, strong values will continue, but at a diminishing rate.  The strong values are reflective of the severity of the recession, but even more reflective of the impact of artificially low mortgage rates.  For those households who are secure in their jobs and who can purchase a home with a fixed rate mortgage, there may never be a better opportunity to purchase an under valued home in this region. 

Overall Market Forecast
Our analysis of both housing supply and demand patterns, and housing over/under valuation is merged into a composite index that Real Estate Economics refers to as the Market Opportunity/Risk Index as presented in the exhibit at the end of this report.  This index includes jobs-to-housing relationships and mortgage cost-to-income relationships as shown in the following chart taken from the exhibit:
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Housing Housing  Market is Over/ Median Ann. PriceEquilibrium 30-Yr. Median Market is Under/

O/R Index Mkt. Health

Year Demand Supply (Under) Built Home Price Change Home PriceMtg. RateHH Income (Over) Valued (100=Equil.) in 24 Mos.

1990 101,130,923   102,902,691   (1,771,768) (1.7%) Overbuilt $97,017 -   $90,788 10.13% $33,746 ($6,228) (6.4%) Overvalued 96.9 Weak

1991 100,280,417   104,299,973   (4,019,556) (3.9%) Overbuilt $102,500 5.7%  $99,670 9.25% $34,645 ($2,830) (2.8%) Overvalued 96.5 Weak

1992 100,784,433   105,425,531   (4,641,098) (4.4%) Overbuilt $105,017 2.5%  $109,790 8.40% $35,686 $4,773 4.5% Undervalued 98.3 Stable

1993 102,929,682   106,658,348   (3,728,665) (3.5%) Overbuilt $108,742 3.5%  $124,275 7.33% $36,803 $15,534 14.3% Undervalued 101.8 Stable

1994 106,318,898   108,015,079   (1,696,181) (1.6%) Overbuilt $112,808 3.7%  $115,307 8.36% $37,963 $2,498 2.2% Undervalued 99.6 Stable

1995 109,309,991   109,548,334   (238,343) (0.2%) Overbuilt $116,492 3.3%  $121,313 7.96% $38,851 $4,821 4.1% Undervalued 101.1 Stable

1996 111,755,591   111,090,067   665,524 0.6% Underbuilt $122,267 5.0%  $126,309 7.81% $40,334 $4,043 3.3% Undervalued 101.4 Stable

1997 114,824,857   112,700,199   2,124,657 1.9% Underbuilt $128,650 5.2%  $133,594 7.60% $42,222 $4,944 3.8% Undervalued 102.5 Stable

1998 117,984,389   114,343,443   3,640,946 3.2% Underbuilt $135,467 5.3%  $146,620 6.94% $43,901 $11,153 8.2% Undervalued 104.7 Strong

1999 121,070,925   116,162,313   4,908,612 4.2% Underbuilt $140,667 3.8%  $143,338 7.43% $45,465 $2,671 1.9% Undervalued 103.5 Stable

2000 123,913,513   117,900,735   6,012,778 5.1% Underbuilt $146,517 4.2%  $137,812 8.06% $46,965 ($8,705) (5.9%) Overvalued 101.8 Stable

2001 124,174,292   119,118,767   5,055,524 4.2% Underbuilt $155,483 6.1%  $154,871 6.97% $47,950 ($613) (0.4%) Overvalued 102.9 Stable

2002 122,997,118   120,332,319   2,664,800 2.2% Underbuilt $167,042 7.4%  $163,250 6.57% $48,945 ($3,792) (2.3%) Overvalued 100.9 Stable

2003 122,895,837   121,615,483   1,280,354 1.1% Underbuilt $179,325 7.4%  $176,667 5.85% $49,632 ($2,658) (1.5%) Overvalued 100.3 Stable

2004 124,478,575   123,028,211   1,450,363 1.2% Underbuilt $194,208 8.3%  $177,900 5.84% $50,493 ($16,309) (8.4%) Overvalued 98.3 Stable

2005 126,855,895   124,584,127   2,271,768 1.8% Underbuilt $219,017 12.8%  $179,628 5.87% $51,672 ($39,389) (18.0%) Overvalued 95.9 Weak

2006 129,351,494   126,161,382   3,190,112 2.5% Underbuilt $221,583 1.2%  $173,824 6.41% $53,567 ($47,759) (21.6%) Overvalued 95.3 Weak

2007 131,026,203   127,507,196   3,519,006 2.8% Underbuilt $214,150 (3.4%) $178,753 6.34% $55,297 ($35,397) (16.5%) Overvalued 97.0 Weak

2008 130,493,747   128,507,458   1,986,289 1.5% Underbuilt $193,375 (9.7%) $187,077 6.04% $56,655 ($6,298) (3.3%) Overvalued 100.1 Stable

2009 125,121,267   129,185,632   (4,064,366) (3.1%) Overbuilt $172,800 (10.6%) $208,342 5.04% $57,188 $35,542 20.6% Undervalued 104.0 Stable

2010e

124,391,996   129,663,614   (5,271,618) (4.1%) Overbuilt $171,854 (0.5%) $220,416 4.71% $58,851 $48,562 28.3% Undervalued 105.6 Strong

2011prj

124,939,214   130,135,474   (5,196,260) (4.0%) Overbuilt $175,700 2.2%  $225,240 4.54% $59,292 $49,540 28.2% Undervalued 105.7 Strong

2012prj 126,352,981   130,651,733   (4,298,752) (3.3%) Overbuilt $182,675 4.0%  $225,514 4.68% $60,397 $42,839 23.5% Undervalued 104.7 Strong

2013prj 128,423,649   131,256,403   (2,832,755) (2.2%) Overbuilt $193,467 5.9%  $219,077 5.14% $61,848 $25,610 13.2% Undervalued 102.5 Stable

2014prj 130,892,635   132,036,208   (1,143,573) (0.9%) Overbuilt $208,425 7.7%  $209,642 5.80% $63,667 $1,217 0.6% Undervalued 99.6 Stable

2015prj 133,681,242   133,038,506   642,736 0.5% Underbuilt $225,385 8.1%  $201,219 6.49% $65,723 ($24,166) (12.0%) Overvalued 96.7 Weak

RESIDENTIAL MARKET OPPORTUNITY/RISK INDEX


The “overbuilt” condition expressed in the index reflects the magnitude of the employment losses nationally.  In short, the housing stock is too large in comparison to the depressed employment figures at this point in the economic cycle.  The magnitude of the overbuilt condition will gradually recede as employment growth emerges, then expands, while the housing stock grows at a very low pace.  

The “under valued” condition represents the extremely low cost of ownership given the very low mortgage rates and recognized levels of household income.  The undervaluation will recede when interest rates rise or in the event incomes were to decline.  Lower take home pay resulting from higher taxes would produce the same results.  

It must be stressed that the Opportunity/Risk Index tends to lead market changes by as much as 24 months.  For example, as the composite index began to fall significantly below equilibrium in 2005, it correctly predicted market troubles which first became apparent by early 2006.  The index formed a floor during 2006, translating to the worst part of the real estate cycle being felt during 2008.  The index reached and began surpassing equilibrium late 2007, but the resultant market stability is not likely to be manifest until early 2010.  Similarly, the high level that the index reaches during 2010 will not likely be manifest in the market until 2012. 
If relationships between this index and actual market manifestation holds true, overall market conditions should improve dramatically during 2011 from current levels.  Prices will essentially remain flat in 2010, but demand pressures and mild price improvement will become increasingly apparent during 2011 as more households recognize the severe under valuation and act on that opportunity.

Summary

At present, the states, MSA’s, regions and cities that are the economic winners and losers are beginning to emerge.  States with huge budget deficits and poor governance are experiencing weak post-recession results while those states with sound budgets or industry concentrations that resisted the recession are beginning to rebound.  Just as there are winners and losers among the various political jurisdictions there are industry and employment successes.  Dysfunctional and obsolete industries are being forced to scale back or close, just as in all prior recessions.  New industries such as wireless communications, internet based information and retail systems and biotech are emerging as the new winners in attracting intellectual capital and financial investment.  During Year 2010 and 2011 strong market conditions will emerge in select areas as job growth resumes, then accelerates during an environment of residential housing under valuation.  

New home market share will remain low because very few new homes are being built and financing remains scare for land development.  The few new home communities that are introduced during the next year should sell readily if offered at justifiable prices.  Newly constructed homes in contemporary neighborhoods are increasing able to generate price premiums in comparison to older homes.  Since distressed home inventory may take several more years to fully work through the system, the natural advantages of new construction will gain increasing market acceptance.  The builders and land developers who are aware of the developing trends and economic opportunities will find limited competition and good pricing power in well-conceived and targeted new home offerings.  



















































































































































































































































































































































































































































PAGE  
iv

