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This study assesses the near-term prospects for single-family housing mar-
kets in the nation’s largest metropolitan areas.  It provides a framework for study-
ing the demand-supply balance in distinct regions on a historical basis and also 
provides analysis of house price imbalances and the potential for bubbles.  

Housing activity continues to tread at a high level, although signs of slowing are mounting.  Third 
quarter measures of housing performance stack up strongly, but signs that the single-family market 
is topping off abound. Inventories are rising rapidly, leading indicators are softening, and anecdotal 
evidence of moderation, such as longer days on market and bigger builder incentives, continues to 
mount. These mounting signs will solidify into a trend of weaker activity. With rates on both fixed 
and adjustable mortgages rising, and house prices still highly elevated and likely to continue ap-
preciating a bit longer, affordability will further erode, cutting into the pool of potential buyers.   

The near record pace of construction is outstripping new demand in the nation’s sin-
gle-family housing market.  The accumulation of oversupply is stable, however, with 
the months of excess supply hanging around 2.4 months for the last year.  The sup-
ply buildup poses a downside risk for housing’s outlook.  Should the extraordi-
nary factors that have been keeping housing markets roaring retreat sharply, they 
will leave exposed the weak underlying supply-demand balance trends.

House-price appreciation, as measured by the NAR’s median existing house price, remains ex-
ceptionally strong, and as a consequence the share of markets that are overpriced is now higher 
than ever before at 43%.  Consequently, worries about overheating continue to build up.  

San Francisco CA, Boston MA, Cambridge MA, Sarasota FL, Cape Coral FL, Miami FL 
and Las Vegas NV stand out as the most at risk metro areas.  These regions are highly 
overpriced. Additionally, in San Francisco and the Massachusetts metro areas, oversup-
ply has built up in the single-family markets.  Moreover, the economic outlook for these 
metro areas is soft. The Florida metro areas are not oversupplied according to the index of 
excess supply and have fairly strong outlooks, but frothy condo markets heighten the risks 
here.  Similarly, the Las Vegas market remains a concern. Finally, recent very strong house-
price appreciation in Phoenix and Tucson AZ puts them on the watch list, although they 
are fairly well balanced in terms of supply-demand and have strong economic outlooks.  

With this Single-Family Housing Monitor, we have refined our methodology for calculat-
ing the Index of Excess Supply to allow for better metro area variation.  This change af-
fects estimates for vacation home and replacement demand.  Additionally, updates 
to recent historical household data are incorporated in the demand indicator.
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Housing activity continues to tread at a 
high level, although signs of slowing are 
mounting.  Third quarter measures of 
housing performance stack up strongly, 
with total sales of homes running at re-
cord pace and single-family construction 
hitting a new high.  Existing house-price 
appreciation remains exceptionally strong, 
up 15% from one year ago.  Signs that 
the single-family market is topping off 
abound, however. Inventories are rising 
rapidly, leading indicators are softening, 
and anecdotal evidence of moderation, 
such as longer days on market and bigger 
builder incentives, continues to mount.

The impact of Hurricane Katrina is not 
showing up dramatically in the available 
measures of national housing data.   For 
the nation as a whole, the hurricane 
will provide a mild boost to construc-
tion activity by the end of this year and 
into next year, as reconstruction efforts 
take hold.  The impact on house prices 
will be limited to unaffected areas in 
the Gulf Coast, such as Baton Rouge, 
where many evacuees are relocating. 

Home sales set new records in the third 
quarter, with sales of new and existing 
single-family homes increasing to 7.63 
million annualized units.  Both com-
ponents are running at a record pace.  

Price appreciation for the existing home 
market remains exceptionally strong, 
clocking in at a rapid 15% year-over-year 
pace, according to the National Asso-
ciation of Realtors (NAR) (Chart 1).

While the top-line numbers remain very 
strong, hints of moderation are evident. Accel-
eration in the existing house price is softening, 
with the quarter-to-quarter annualized pace of 
appreciation dropping from an unprecedented 
29% on the second quarter to 11% in the 
third.  Annualized growth of the Office of Fed-
eral Housing Enterprise Oversight (OFHEO) 
repeat-purchase price index is also decelerating, 
from 15% to 12% in the third quarter.  Price 
appreciation for new homes has been softening 
for the last year, going from a 14% gain last year 
to an average of only 5% currently (Chart 2).

The softness in new house-price apprecia-
tion, combined with record inventories 
and a mounting I/S ratio, suggests that 
conditions are topping off.  Inventories 
are climbing ever higher, despite the rapid 
pace of sales.  Inventories of both new 
and existing homes have surged to re-
cord levels as builders and homeowners 
alike attempt to benefit from the strong 
price gains before the market slows. 

Indeed, builders are stepping up incen-
tives and discounts.  A recent NAHB 

survey finds that 58% of the respondents 
are offering nonprice sales incentives, 
compared with 51% six months earlier.  
While some of these moves are seasonal 
in nature, as builders seek to move homes 
off their balance sheets before the year 
closes, the mounting inventories are likely 
also spurring the incentives.  Incentives 
are hard to measure and will not show 
up in the price data as they are typically 
enticements such as free upgrades to the 
home or perks such as complimentary 
golf club memberships.  Other signs of 
softening are also evident anecdotally 
across the nation, as reported in the past 
two Federal Reserve Beige Books, includ-
ing flat existing sales in previously hot 
markets and slower construction activity.  

Furthermore, leading indicators of hous-
ing are weakening. The NAHB hous-
ing market index has been trending 
downward since midsummer, with the 
six-month outlook component of the 
indicator slipping the most.  Indeed, 
for the first time since 2003, the ex-
pectations index has fallen below the 
present conditions index (Chart 3).

Similarly, the Mortgage Bankers Associa-
tion’s (MBA) purchase applications index 
is trending down from the highly elevated 
level that has prevailed earlier this year. 

Chart 2: Price Appreciation Weakening for New Homes
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Even so, the index remains high, suggest-
ing that any slowing in housing activity 
will be modest, at least for the next couple 
of months (Chart 4). Indeed, despite high 
gas prices and disruption to the economy 
due to Katrina’s impact, the drivers for hous-
ing are still largely positive.  Labor markets 
outside of the Katrina-affected region are 
strengthening, with average monthly job 
gains so far this year running 3.4% above the 
average pace in 2004.  Moreover, households 
have been enjoying strong income gains.  
Rising mortgage rates are dampening afford-
ability, although rates remain historically low.  
The rate on a 30-year fixed mortgage stands 
at about 6.3%, while the rate on a one-year 
ARM is 5.4%, according to the MBA.  

Additionally, mortgage bankers are provid-
ing liquidity in the form of nontraditional 
mortgage loans that allow borrowers to 
afford homes even as mortgage rates rise 

and as house prices ap-
preciate rapidly.  Option 
mortgages and interest 
only (IO) mortgages of-
fer borrowers the ability 
to defer principal pay-
ments on their loans 
for a period of time, 
thus reducing mortgage 
debt service payments.  
There is some evidence, 
however, that lenders 
are tightening qualifying 
criteria for these types of 
loans as regulators have 
been sounding alarms.  
Moreover, as short-term 

interest rates rise, even option mortgages 
and IOs will be beyond the reach of some 
homebuyers.  Investors are also heighten-
ing the demand for homes, although anec-
dotal evidence suggests that even investors 
are beginning to get nervous, particularly 
in some of Florida’s high-flying markets.  

Affordability stands out at as the major 
constraint on housing’s outlook.  Housing 
affordability is eroding rapidly, due largely 
to the equally rapid rise in house prices.  
Rising mortgage interest rates also play a 
role, but, as of yet, its role is a minor one.  
House-price appreciation is swamping in-
come growth.  While housing still remains 
affordable, with the index standing at 120 
according to the NAR, affordability has 
eroded by 16% from its peak in mid-2003 
and is at its lowest point since 1991.  

Rising cost barriers to purchasing a home 
will constrain growth 
in the homeowner-
ship rate over the 
next year. Indeed, the 
homeownership rate 
peaked last year and 
has been trending 
downward since. A 
weaker first-time buyer 
market will eventually 
constrain on the trade-
up market, as those 
looking to trade up 
will have fewer buyers. 
To some degree, the 
prevalence of nontradi-
tional mortgage prod-

ucts is helping to soften the blow of the 
rapid erosion in affordability.  However, 
continued gains in house prices and ris-
ing mortgage rates will still put a home 
purchase out of reach of more households.  

Demand is strong, but by and large, the 
supply of homes remains plentiful.  Build-
ers are running full out as they attempt 
to keep pace with the strong demand for 
homes, while homeowners are putting 
more homes up for sale than ever before.  
Single-family construction activity hit an-
other record high in the third quarter of 
this year.  The strong pace of construction 
has pushed the inventory of new homes 
up to a record high.  Inventories of exist-
ing homes for sale are chart-breaking, 
as homeowners race to take advantage 
of their equity gains before the market 
cools. As a consequence, inventories of 
new and existing homes are rising relative 
to the current pace of demand.  While 
a turning point in the months of avail-
able inventory is clear, at about four 
months for both new and existing homes, 
they remain low in a historic context.   

Indeed, the pace of building has remained 
balanced in terms of the demand for 
new homes for several years, in contrast 
to previous cycles in the housing mar-
ket.  In fact, builders have had a hard 
time keeping up with demand, although 
the backlog of new orders is stabiliz-
ing.  Labor constraints were the primary 
reason for the backlog.  In the last year, 
this ratio has flattened, as new home 
sales softened in the first three quarters 
of last year.  Furthermore, compared to 
previous cycles, there does not seem to 
be a large amount of speculation going 
on, at least on the part of the builders.   

While conditions currently remain well-
balanced, homebuilders are rapidly filling 
up their pipelines, which poses risks for 
the outlook, particularly given Moody’s 
Economy.com’s expectations that demand 
for homes will slow.  At close to 500,000 
units, the inventory of new homes in the 
third quarter of this year sets a new record. 
Inventories are defined as homes in the for-
sale market that are permitted or started, 
but not yet sold.  In theory then, builders 
can avoid oversupplying the market by not 
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Chart 3: Builders' View of Housing Market Softening
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building all the permitted units.  Thus, the 
risk of overbuilding is small, if builders 
react quickly to signs of slowing.  Over-
building does remain a factor to watch, 
however, given the recent strength in inves-
tor demand, which can turn quickly, and 
the predilection of homebuilders to miss 
the onset of downturns in housing cycles 
in the past. With house prices in numerous 
markets well above what the fundamentals 
can support, overbuilding in the near term 
could exacerbate any tendencies toward a 
significant price correction down the line.

Based on longer term demand and supply 
fundamentals, supply is accumulating fast-
er than warranted by demand, and stands 
near an 18-year high. This gap, however, 
has been stable over the last six quarters 
at about 2.4 months of excess supply, 
according to Moody’s Economy.com’s 
measure of the long-term supply-demand 
momentum. Thus, if builders are able to 
match the slower pace of housing demand, 
this indicator should head downward.  

Mortgage Markets

The robust housing market has mortgage 
lenders continuing to enjoy strong vol-
umes, although recent estimates from the 
Federal Reserve Board show that growth 
in originations is weak due to slower refi-
nancing activity.  In a working paper pub-
lished by the Fed1, estimates for origina-

tions in the first half 
of this year amount-
ed to an annualized 
$2.8 trillion.  This 
figure is about flat 
from the first half of 
2004.  While pur-
chase originations 
have increased by 
17% year over year 
to a new record high 
of $1.4 trillion in 
the first half of this 
year, refinancing 
activity is down by 
12% to $1.4 trillion.  
The decline in refis 

is actually modest in light of 2004’s perfor-
mance, when refi volumes were cut in half 
from the previous year.  For perspective, 
during the 2003 refi boom, refi origina-
tions averaged nearly $3 trillion (Chart 5).  

The volume of purchase originations con-
tinues to rise thanks to both high sales 
volume and to strong house-price ap-
preciation.  Lenders keep up originations 
volumes in the face of deteriorating afford-
ability by offering mortgage products that 
enable buyers to make a purchase but keep 
their monthly payments low, at least in the 
near term.  At the beginning of the year, 
option and IO ARMs represented nearly 
one-quarter of all mortgage originations, 
according to LoanPerformance, up from 
6% in 2003.  While prolonging the excep-
tional housing market, these types of loans 
present downside risks once the loans 
reset.  There is some evidence that growth 
in these riskier types 
of loans is slowing.  
Anecdotally, some 
lenders are becoming 
more cautious, an-
nouncing more strin-
gent underwriting 
standards or raising 
prices on their loans.  
Banks such as Wash-
ington Mutual and 
IndyMac are reporting 
drops in option mort-
gage originations as a 
share of total origina-
tions.  Additionally, 
the Federal Reserve 

Bank’s survey of bank lending practices 
indicates that commercial banks, at least, 
are on balance tightening credit standards.  

The data confirm these anecdotal observa-
tions that the option mortgage/IO fervor is 
dying down.  The share of all adjustable rate 
mortgage applications is falling from its peak 
of 34% in the second half of 2004, to stand 
at 29% in the third quarter, according to 
Freddie Mac.  A narrowing spread between 
the rate on a 30-year fixed mortgage and 
an ARM is driving down the ARM share of 
originations.  As short-term rates rise, the 
ARM share will continue to decline and 
exotic mortgages will fall from favor.  More-
over, regulators from the Office of Federal 
Housing Enterprise Oversight to the Of-
fice of the Comptroller of the Currency are 
considering coming down on these types of 
mortgages. Interestingly, the ARM share of 
applications by dollar volume as reported 
by the MBA is significantly higher, averaging 
43% in the third quarter and climbing fur-
ther to 48% in November.  This discrepancy 
may result from the fact that the MBA data 
include all loan applications, while Fred-
die Mac’s includes only conventional and 
conforming loans.  Borrowers in the high 
priced housing markets may still be resort-
ing to jumbo ARM products (Chart 6).

Refinancing activity continues to sink, as 
rising mortgage interest rates render the 
pool of borrowers that can profitably refi-
nance smaller.  In its stead, home equity 
lending has surged, although even here, 
higher mortgage interest rates are dampen-
ing growth in outstandings.  According to 
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Chart 6: ARM-Share of Mortgages Stops Climbing
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1 Estimates of Home Mortgage Originations, Repayments, 
and Debt on One-to-Four-Family Residences,  by Alan 
Greenspan and James Kennedy.



The Single-Family Housing Market Monitor
© 2005 Economy.com, Inc. • 121 N. Walnut Street, Suite 500 • West Chester, PA 19380 • 610.235.5000 • help@economy.com • www.economy.com
For the confidential use of subscribers. Although the information in this report has been obtained from sources that Economy.com, Inc. believes to be reliable, we do not  
guarantee its accuracy, and such information may be incomplete or condensed. This report is available through the Internet at Economy.com/Research. 7

The Single-Family Housing Market Monitor October 2005

CreditForecast.com, outstanding home 
equity loan balances have soared in the last 
five years from about $200 billion in 1999 
to $684 billion in the second quarter of this 
year.  The growth in lines of credit as com-
pared to installment loans, in particular, has 
been strong.  Over this period, line of credit 
balances have increased from about 50% 
of total home equity loan balances to 78%.  
Home equity loan balances are growing 
strongly at 25% year over year, but growth 
is coming down from the peak of 35% in 
the second quarter of 2004 (Chart 7).

Mortgage credit quality remains good, al-
though conditions will erode as the housing 
market slows.  Despite all the talk about 
risky lending, the mortgage delinquency rate 
for all loans currently stands at 4.34% com-
pared to its historical average of 4.60%, ac-
cording to the MBA.  The subprime category 
has made tremendous strides in the last year, 
although it remains well above the average 
rate at 10.33%.  The subprime delinquency 
rate peaked at near 16% in 2002.  Part of 
the improvement, however, is due to a larger 
base, as the number of subprime loans has 
swelled in the last year.  The delinquency 
rate on a prime conventional loan has also 
improved in the last year and at 2.20% 
is much lower than the subprime rate. 

Concerns over the outlook for mortgage 
credit quality, however, are well founded.  
As interest rates rise, some homeowners 
are going to find their already stretched 
budgets stretched even further.  The ARM 
share of outstanding mortgages has in-
creased greatly over the past five years 

and many of those 
who have enjoyed low 
interest payments on 
their loans will soon 
be facing substantially 
higher payments.  An 
MBA survey finds that 
nearly one-quarter of all 
outstanding first mort-
gages are ARMs, com-
pared to 13% in 2002.  

Not only is the share 
of outstandings that is 
subject to interest rate 
risks larger compared 
to three years ago, 

but the borrowers themselves are likely 
riskier:  the gain in the ARM share results 
in part from an increase in subprime bor-
rowers—those most likely to run into 
difficulties—as subprime loans typically 
have a much higher ARM share than prime 
loans.  The value of mortgage outstandings 
that will reset over the next few years is 
non-trivial.   Deutsche Bank estimates that 
the volume of hybrid ARMs that resets will 
balloon from $200 billion this year to over 
$1 trillion in 2007, or about one-eighth of 
current outstandings.  Combine this with 
the added uncertainties due to the prolifera-
tion of IO and option mortgages, and it is 
no wonder regulators are getting worried.

Not only is the share of outstanding mort-
gages that are subject to interest rate risks 
high, but an increasing share of outstandings 
belong to households that do not have stel-
lar credit quality to begin with. The share of 
nonprime and Alt-A loans reached one-third 
in the second half of last year, according to 
the MBA. Alt-A borrowers generally have 
good credit ratings, but for some other 
reason can not qualify for a prime loan. Sub-
prime borrowers have weak credit histories.

Outlook

The mounting signs of slowing will solidify 
into a trend of slowing.  Sales will begin 
to moderate and price gains slow.  While 
there are good fundamental reasons for 
the market’s record strength, these fun-
damentals can no longer fully explain 
recent activity, with speculation driving 

some of these gains.  Housing markets 
will eventually adjust, reverting back to 
underlying household incomes and rents.  
The catalyst for such an adjustment will 
likely be higher mortgage rates.  Rates are 
expected to move higher given above trend 
economic growth, prospects for higher 
inflation, and a monetary policy that is still 
stimulatory.  Indeed, given that the hous-
ing market is the principal force behind 
the above trend growth, it can be argued 
that monetary policy will continue to 
tighten until housing weakens.  Moody’s 
Economy.com expects that the 30-year 
fixed mortgage rate will rise to 6.4% by the 
end of this year, peak around 7.4% at the 
end of 2006 and then head back down to 
a long-run equilibrium of around 7.0%.  

If the anticipated rise in interest rates fol-
lows this path, then the adjustment in 
the housing market and the resulting eco-
nomic fallout will be digested. Home pur-
chasing will remain strong through most of 
this year. Indeed, home sales will likely eke 
out another record, although the contri-
bution of the housing sector to the broad 
economy’s growth will soften.  The single-
family housing market will slow more sig-
nificantly by the end of next year and into 
2007, as it unwinds from this strong and 
long boom, although even then, sturdy 
economic growth will keep the floor under 
housing activity.  House prices will contin-
ue to rise, although at a moderating pace.  
By 2007, house-price appreciation will fail 
to keep up with inflation.  At no point in 
the forecast does Moody’s Economy.com 
anticipate a national decline in nominal 
house prices.  Many of the currently hot 
metro areas, however, will suffer price 
declines.  For the most part, the declines 
will be modest, particularly in light of the 
huge gains in equity that homeowners 
have enjoyed over the past several years. 

Those who will suffer will be those who 
bought in at the top of the market with 
the intention to sell quickly and at a hefty 
profit.  Retailers who have enjoyed a wind-
fall of consumer spending thanks to the 
gains to wealth that are being generated by 
strong equity gains will also see a source of 
spending soften. The building and mort-
gage banking industry will have to turn to 
even more aggressive gains in market share 
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as a source of revenue growth. Sales of 
new and existing single-family homes will 
slow to a more sustainable pace of around 
six million next year compared to seven 
million this year.  We expect the volume 
of mortgage originations to soften again 
this year due to slower refinancing activity.  
Refi originations will drop by nearly 40%, 
after a 60% decline last year. Purchase 
originations will grow by 8%, about on 
par with 2005.  It will not be until 2007 
that weak pricing combines with softening 
in the number of sales to bring purchase 
originations down on a year-ago basis. 

Risks to the Outlook

Moody’s Economy.com’s baseline outlook 
is fairly sanguine in light of the downturns 
that occurred in past housing cycles.  The 
outlook depends largely on a modest 
upward path in interest rates.  If, how-
ever, rates rise higher and more quickly 
than anticipated, then the adjustment 
in the market and broader economy will 
be measurably more painful, particularly 
in the higher flying markets.  Even more 
worrisome, however, is if rates do not rise 
as anticipated, and the housing market 
continues to barrel along.  The eventual 
adjustment in the market and broader 
economy could be difficult to overcome.

Some of the factors that are currently driv-
ing the housing market are looking a little 
less positive in the very near term. Primar-
ily, lenders appear to be heeding the warn-
ings of the regulators and Federal Reserve 
Board.  Several large mortgage lenders are 
beginning to take steps to tighten mort-
gage lending standards, particularly on the 
more risky products such as IO and option 
mortgages.  With the accessibility of these 
products helping to sustain demand for 
homes in the most heated markets, tighter 
credit would put a damper on home sales.  

A longer-term risk to the outlook is related 
to the increasing leverage of homeowners 
and the rising investor share of buyers, 
both of which are high in the most over-
priced, and thus most vulnerable, markets.  
Not only are homebuyers highly leveraged, 
but they are resorting to nontraditional 
mortgage products that leave them open 

to risks associated with interest rate fluc-
tuations. While nontraditional mortgage 
products can get a family into a house, the 
risks are more substantial: higher mortgage 
interest rates would further burden already 
highly leveraged households. When the 
loan resets, the homeowner can be left 
with hefty mortgage principal and interest 
payments. The key to success in using this 
strategy to become a homeowner is that 
house prices continue to rise quickly, at 
least until the loan resets. Fast apprecia-
tion will bolster equity that homeowners 
can use to refinance into more conven-
tional types of mortgages, thereby reduc-
ing their leverage. Conversely, a decline 
in prices could be disastrous for these 
households, who have very little equity 
in their homes. Thus, households that 
use these types of mortgages are essen-
tially speculating that house prices will 
continue to make gains. It takes a certain 
amount of financial sophistication and 
good timing to make this strategy work.

The cards are stacked up against many 
of the most leveraged homeowners, how-
ever. They are often first-time homebuy-
ers who have little experience managing 
debt. Or, they are homebuyers stretching 
mightily in order to afford their homes in 
highly expensive markets that are at risk 
of a price correction. A small increase in 
borrowing costs could send these house-
holds over the edge, resulting in higher 
mortgage delinquency rates and defaults. 
If the deterioration in mortgage credit 
quality is severe enough, it would depress 
the overall for-sale market and potentially 
set off regional house price corrections 
that would further deteriorate mortgage 
credit quality. Lenders would invariably 
begin to tighten. These trends pose down-
side risks for regional housing markets, 
particularly when the economic outlook 
calls for mortgage interest rates to rise.

The increasing investment demand poses 
an upside risk in the near term for the 
housing market, but a large longer-term 
downside risk. Investors are helping to 
keep demand for homes exceptionally 
strong and generating outsized gains in 
house prices. When investor confidence 
is shaken, however, house prices will 
be in for a period of sobering. A high 

share of investor purchases creates a 
risk for the housing market since inves-
tors obscure the underlying demand 
for housing.  Their presence makes it 
difficult for builders to gauge and plan 
for appropriate production levels.  

Since investors will be the first to walk 
away from a market when the returns 
to a home purchase become less lucra-
tive, builders who are currently build-
ing to satisfy investor demand, whether 
unwittingly or not, could eventually find 
themselves stuck with developments 
riddled with empty homes.  Even ab-
sent the investor effect, overbuilding 
remains a downside risk for the housing 
markets. While the building industry 
has become more financially sophisti-
cated and has been better disciplined in 
construction volumes this time around, 
the downside risk is that the industry 
repeats history and gets ahead of itself 
despite all of its claims of being smarter.   

A positive upside risk that may last for 
the next several years is that the dollar’s 
weakening prompts even more foreign 
investment in U.S. real estate, which re-
mains relatively cheap despite the recent 
runup in dollar price.  While no official 
data are available, anecdotal reports 
abound that the weak dollar is draw-
ing many foreigners to buy second and 
even third homes in the U.S.  The ben-
efits from these investors, however, are 
concentrated on vacation hot spots in 
Florida and Colorado, as well as cache 
markets such as Manhattan and Chicago.

Another upside risk for housing demand 
is related to our demographic outlook.  
Specifically, international immigra-
tion is shaping up to be stronger than 
expected.  If these trends persist this 
year, then the demand for housing will 
exceed our long-term expectations. Ad-
ditionally, if the recent Current Popula-
tion Survey data are accurate, then more 
immigrants came to the U.S. in the last 
decade than Moody’s Economy.com cur-
rently estimates.  In this case, underly-
ing demand for single-family homes is 
stronger than our near-term outlook, 
since many of those who came in the last 
decade are now becoming homeowners. 
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Moody’s Economy.com’s Single-Family Hous-
ing Monitor is comprised of two indicators, 
the index of excess supply and the house 
price balance indicator. Used in conjunc-
tion with each other, the indicators present 
a picture of current single-family housing 
market conditions for various metropolitan 
areas.  Of particular interest in the current 
environment of rapidly rising house prices 
is the existence of house price bubbles.   

In this context, Moody’s Economy.com’s Moni-
tor can be used to flag down metro areas that 
are most at risk of developing price bubbles 
and most at risk of a substantial correction in 
the outlook.  These are the markets that are 
most significantly overpriced and oversup-
plied.  The Monitor takes a leading indicators 
approach, which uses current conditions to 
make inferences of future housing market 
developments.  The model used to develop 
the indicators does not, however, predict 
such a price correction, as generally these 
corrections are precipitated by shocks that 
are outside of, or exogenous to, the model.

Currently, the pace of construction is outstrip-
ping new demand in the nation’s single-fam-
ily housing market.  Markets are also highly 
overpriced.  This report incorporates new 
estimates of regional households, as well 
as an updated methodology for estimating 
single-family housing demand.  The improved 
methodology allows for metro area variations 
in determining vacation home and replace-
ment demand.  Previously, these components 
of demand depended on ratios that are fixed 
by state.  Details of these changes can be found 
in Appendix B.  The accumulation of over-
supply is stable, with the months of excess 
supply around 2.4 months for the last year.2  
In the broader historical context, this puts 

the long term supply-demand balance on the 
slack side, with an Excess Supply Index of 
28.3   Underlying demand is not keeping up 
with the near record pace of construction, 
although the gap is stable. The low Excess 
Supply Index reading adds to the downside 
risks for housing’s outlook.  Should the 
extraordinary factors that have been keep-
ing housing markets roaring retreat sharply, 
they will leave exposed the weak underlying 
supply-demand balance trends (Chart 8).

In addition to the slight oversupply, over-
pricing continues to mount in many of the 
nation’s housing markets.  National house-
price appreciation remains exceptional, and 
while economic growth and still low mort-
gage interest rates support some of this gain, 
speculative excesses are also at play, particu-
larly in the most heated housing metro area 
markets.  House-price appreciation is strong 
in the third quarter of 2005, according to 
the NAR, with growth in the median exist-
ing home price rising by an annualized 11% 
compared to the previous quarter. 4   This 
gain follows the unprecedented 29% pace 
hit in the second quarter. The recent per-
formance in house-price appreciation only 
heightens a longer-term trend.  Over the last 
four years, house prices have increased by 
nearly 50%, compared to a 17% increase in 
per household disposable income.  Conse-

quently, the number of housing markets in 
which house prices are much greater than 
the fundamental price continues to rise. 

Compared to the previous report, the 
share of overpriced and highly overpriced 
markets is higher, from 40% to 43%. 
Within the overpriced category, an in-
crease number of areas are considered 
highly overpriced, with 34% of the mar-
kets highly overpriced compared to 31% 
in the last report. Some of the shifting, 
however, is due to changes in the house 
price data as will be discussed in further 
detail in the Regional Highlights section.  
Both the number of overpriced/highly 
overpriced markets and the average per-
cent that the U.S. market is overpriced 
continue to inch upward.  On average, 
metro area prices are 20% above their 
equilibrium price, the highest ever over 
the period for which this indicator is avail-
able.5,6  The pace at which this measure 
escalates is slowing, however.  It increased 
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2 Months excess supply represents the number of months it 
would take to satisfy the underlying demand for housing 
given current and expected building.  This is distinct from the 
months inventory data reported by the Census Bureau and the 
NAR.  The excess supply measure considers longer-run demand 
and supply trends based on construction patterns and 
household formations, while months inventory relates current 
inventory to current sales.  The Methodology section of this 
report describes the excess supply indicator in detail. 

3 The index of excess supply 
represents where the first 
quarter 2005 excess supply 
falls within a percentile 
distribution of excess supply 
across all metropolitan areas 
over the past 17 years.  An 
index of 100 indicates that 
the market is the tightest any 
market has been in the past 
17 years, while an index of 1 
indicates that the market is 
the softest any market has 
been in the past 17 years.  
4 The House Price Balance 
indicator in this report is 
based on price data through 
2005Q2.  The Methodology 
section of this report provides 
further details on the data, 
which are estimated by 
Moody’s Economy.com based 
on NAR median house prices.

5 Please see Appendix B for a more detailed discussion of 
house price determination.  
6 The average percent overpriced is the weighted average of 
the difference between actual median house price in 150 
metro areas and their equilibrium prices as calculated by 
Moody’s Economy.com. The weights used are the number of 
households in each metro area.  Thus, large metro areas in 
which the deviation from equilibrium is great can skew the 
summary statistic.  

Single-Family Housing Monitor Results
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by less than one percentage point in the 
third quarter compared to four percentage 
points in the second quarter (Chart 9).

While signs of moderation in housing 
markets are cropping up across the na-
tion, the house price data remain very 
strong by metro area.  The non-California 
metro areas in the West are leading the 
way, particularly Phoenix and Tucson. Not 
only is appreciation rapid in the West, 
but growth is accelerating from the first 
quarter.  The South is registering the soft-
est appreciation, although Florida markets 
remain white hot.  Third quarter price data 
are a bit tamer, but growth is still sturdy. 
Markets in the Midwest continue to lag, 
as are some of the less populated areas in 
the South.  Only one metro area, Elmira 
NY, is experiencing a sustained price de-
cline, according to NAR’s reported data.

Moody’s Economy.com expects that 
house-price appreciation has peaked, but 
remains strong on a year-over-year basis 
until mid-2006.  Given the amount of 
momentum in prices and the tendency for 
house prices to be sticky on the downside 
of the housing cycle, it will be late next 
year before price appreciation slows more 
significantly. It is likely that sellers will 
keep homes on the market longer at first 
in order to get the price they want. In the 
new home market, builders will step up 
incentives, rather than cut prices outright.  
Price growth will trend downward in the 
outlook, and bottoming at the end of 
2007 at 0.5% growth on a year-over-year 
basis.  This outlook is slightly weaker than 

that presented in 
the last report, as 
price imbalances 
have mounted 
since then, call-
ing for a slower 
growth.  Nonethe-
less, at no point 
does Moody’s’ 
Economy.com ex-
pect a decline in 
national measures 
of house prices. 

Markets with 
substantial house 
price imbalances, 

however, will likely see a decline in prices, 
and the number of these markets is climb-
ing.    In these metro areas, the funda-
mentals supporting house prices remain 
sufficiently out of line with house prices 
to elicit concerns. The stronger national 
economy gives hope that these housing 
markets will avoid substantial price cor-
rections, particularly in light of the huge 
gains over the past four years.  If, however, 
the economic expansion falters, due for 
example, to some of the risks listed in the 
national section of this report, then they 
will be in for a more painful adjustment.  
The subsequent declines in house prices 
will ultimately be more significant, and the 
economic consequences more substantial.

Regional Highlights

Speculative excesses are rising in many 
metro area housing markets, with home-
buyers’ elevated expectations for future 
price gains driving current prices higher 
than consumer fundamentals can sustain.  
The breadth of house price bubbles is 
widening, as more and more metro areas 
appear on the list of highly overpriced 
markets, and these are large metro areas, 
covering about 30% of the nation’s hous-
ing stock.  Moreover, the severity of the 
bubbles is also deepening as prices appre-
ciate at double-digit paces in many mar-
kets. While the indicators appear alarming, 
there are several caveats to be made.  

First, the model used to calculate im-
balances in the market is based on the 

relationship between house price growth 
and drivers that have demonstrated their 
importance over the last several decades, 
such as income, the user cost of housing 
and supply constraints. In recent years, 
the housing market has been significantly 
and fundamentally bolstered by forces 
that the model does not fully account for. 
Consequently, the degree to which the 
markets are overpriced may be overstated.

The nesting that occurred in the wake of 
9/11 added to demand for homes.  Portfo-
lio shifting also benefited housing earlier 
in the decade as a weak stock market kept 
housing one of the few investments that 
yielded a decent return.  While these two 
forces have been waning in the last two 
years, another major force has strength-
ened, and this force is related to changes 
in the mortgage industry.  The availabil-
ity of credit has widened significantly, 
as public policy has pushed for greater 
homeownership, as a secondary market 
has developed for mortgages, and as the 
industry itself has become more efficient 
and has developed new products for all 
segments of the buyers’ market.  The roots 
of these changes go back a decade, but 
the speed at which credit has expanded 
has heightened in the past several years. 
These changes in effect have caused a 
structural shift in the behavior of prices 
that the current model can only capture in 
part.  Fully accounting for these changes 
would likely reduce the degree to which 
markets are overpriced, although most 
of the markets would still be considered 
overpriced and thus at risk of correcting.

Second, a speculative bubble does not 
necessarily lead to a house price collapse.   
Indeed, excessive house-price apprecia-
tion usually deflates slowly, more likely 
to devolve into a period of slow, or flat 
house-price appreciation than reverse 
precipitously.  Unlike the equity market, 
against which the ownership housing mar-
ket is frequently compared, the housing 
market has special features that will slow 
a descent.  First and foremost, many hom-
eowners do not need to sell their homes if 
they perceive that the returns at sale will 
not be high enough.  They can elect to take 
their homes off the market if the prevailing 
sale price is too low.  Moreover, homeown-
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ers derive utility from owning a home as 
most live in their property. Additionally, 
transaction costs in selling a home are high 
and homeowners enjoy tax advantages.  

Other considerations must be taken into 
account to fully gauge the likelihood of a 
significant correction.  Included among 
these factors are the demographic and 
economic outlook for a region and the 
current underlying supply-demand bal-
ance.  During this cycle, the outlook 
for the mortgage banking industry and 
its willingness to continue lending and 
offering innovative products is also im-
portant, as is a region’s exposure to risky 
mortgages.  Nervous lenders would ex-
acerbate any downturn as they would 
tighten credit, thus reducing demand for 
homes.  Similarly a high exposure to IO 
mortgages or investors also heightens the 
risks of a significant downturn in prices.

Finally, while the nesting, portfolio shifting 
and changes in the mortgage market are 
not going to accelerate demand for hous-
ing in the outlook—these drivers have or 
will weaken—they will still provide some 
support.  Moreover, economic expan-
sion will remain strong, also helping to 
keep housing demand from sinking too 
far.  On balance, these forces will keep 
price corrections from being too severe.

The metro areas that are most overpriced 
are shown in the map below (Chart 10).  
Table 1 in Appendix A summarizes the 
Single-Family Housing Monitor results 

by metro areas. 
As has been the 
case for the past 
several quarters, 
and indeed dur-
ing past hous-
ing booms, it is 
largely the coastal 
metro area mar-
kets that are 
seeing the most 
froth.  These ar-
eas are subject to 
temporary supply 
constraints due to 
construction lags 
and geographi-
cal and zoning 

restrictions.  Consequently, price apprecia-
tion can accelerate sharply and beyond 
what is supportable by current economic 
and demographic trends.  Speculation 
starts to creep in when the apprecia-
tion takes on a life of its own.  That is, 
buyer expectations become unrealistic 
and they believe that the current rapid 
pace of price appreciation will continue 
indefinitely, further fueling the market.

Speculative fervor is also infecting south-
western markets such as Phoenix and 
Tucson.  While there are fewer supply 
constraints here, their affordability as 
compared to California is likely driving 
up price gains in these markets.  Indeed, 
based on median price data for the third 
quarter of 2005 just released by the NAR, 
the areas of rapid growth continue to 
shift the non-California metro areas.  In 
particular, price appreciation in Arizona’s 
markets is accelerating compared to the 
last quarter, with Phoenix gaining by an 
exceptional 55% year over year and Tucson 
by 34%.  Oregon’s metro areas are also 
gaining quickly.  Las Vegas is heating up 
again, as well.  Although year-over-year 
growth is running at 10%, quarter-to-quar-
ter growth has picked up sharply to 20% 
compared to 4% in the second quarter. 

A few metro areas have shifted substantially 
in their rankings from the last report.  In 
particular, Wilmington DE and Allentown 
PA have gone from being balanced markets 
in the last report to highly overpriced in the 
current.  Rockingham NH and Manchester 

NH have gone from being highly overpriced 
to balanced.  The large changes result from 
changes in the house price data.  This Hous-
ing Monitor report is the first to incorporate 
house prices that the NAR has redefined to 
conform to the new OMB metro area defi-
nitions.  These data were not yet available 
when the balance indexes were calculated for 
the last report. Moreover, the NAR did not 
previously report for Allentown and the New 
Hampshire metro areas.  Instead, the last 
Housing Monitor used Moody’s Economy.com 
estimated house price data. These estimates 
used NAR data to create county level prices 
and the county prices are used to build up to 
the new metro area definitions.  The changes 
in price balance in these four metro areas 
reflect the inaccuracies in our price estimates.  

Using Moody’s Economy.com’s Excess 
Supply index, an observer of the hous-
ing market can further narrow the field of 
markets at risk of a significant correction 
based on supply-demand balance condi-
tions.  Markets in which there is a signifi-
cant oversupply of housing, as measured 
by long term drivers, will be more exposed 
once the cyclical or other temporary driv-
ers retreat.  Where supply conditions are 
balanced or undersupply prevails, price 
corrections are likely to be less severe.  Thus 
metro areas appearing in the upper right 
hand quadrant (overpriced and oversup-
plied) of the Supply-Price Balance chart are 
the ones that warrant the most concern.7  
Indeed, in many of these metro areas, re-
ports from local realtors and other market 
participants suggest that the slowing in 
demand is already apparent (Chart 11).

The metro areas appearing in the southeast 
quadrant of Chart 10 are also overpriced 
and thus considered bubble markets.  
However, supply conditions are better 
balanced in these metro areas, which 
mitigates the risk.  This is not to say that 
prices will not suffer some decline as the 
markets adjust, but the declines will be 
modest and will take back only a bit of the 
gains in equity that homeowners have en-
joyed through this strong upcycle.  Metro 
areas in the southwest quadrant can be 
viewed as areas of opportunity for growth, 
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where price appreciation is consistent with 
the metro area’s fundamentals or on the 
weak side and an undersupply of housing 
is building up.  The outlook for the metro 
area’s economic growth, however, is also 
an important factor to consider.  Finally, 
the upper corner of the northeast quadrant 
is populated by stagnant housing markets 
in the Midwest, upstate New York and 
southern metro areas outside of Florida 
and Washington DC’s reach.  In these 
markets, slow economic growth is keeping 
price appreciation relatively low, while con-
struction is running faster than warranted 
given the pace of household formations. 

San Francisco CA, Boston MA, Cambridge 
MA, Sarasota FL, Cape Coral FL, Miami FL 
and Las Vegas NV stand out as the most at 
risk metro areas.  These regions are highly 
overpriced. Additionally, in San Francisco 
and the Massachusetts metro areas, over-
supply has built up in the single-family 
markets.  Moreover, the economic outlook 
for these metro areas is soft. The Florida 
metro areas are not oversupplied accord-
ing to the index of excess supply and have 
fairly strong outlooks, but frothy condo 
markets heighten the risks here.  Similarly, 
the Las Vegas market remains a concern. 
Finally, recent very strong house-price ap-
preciation in Phoenix and Tucson AZ, puts 
them on the watch list, although they are 
fairly well balanced in terms of supply/de-
mand and have strong economic outlooks.  

New household data and improved estima-
tion of vacation and replacement demand 

for homes yield a 
different picture 
for some metro 
areas of the sever-
ity of metro area 
supply/demand 
balance from the 
last Housing Mon-
itor.  Specifically, 
Florida metro 
areas that were 
deemed highly 
oversupplied in 
the last report 
are now com-
ing in as pretty 
well-balanced.  
The improved 

accounting of vacation home demand 
brings these markets into balance.  Ad-
ditionally, recent household growth trends 
are stronger than previously estimated.  
The bias toward oversupply in Florida 
market statistics that results from un-
derestimating vacation home demand 
has been noted in previous reports as a 
mitigating factor in the risk in Florida.  

The change in the supply index, however, 
does not alter Moody’s Economy.com’s 
view that the Florida markets, particularly 
Sarasota, Cape Coral and Miami, remain 
among the riskier metro areas in terms of 
being subject to a house-price correction.  
The supply-demand balance is not as tight 
in these metro areas as in Fort Lauderdale, 
for example.  Moreover, another factor to 
consider for Florida is condominiums, 
which play a substantial role in Florida’s 
housing markets.  The index of excess sup-
ply does not account for condos.  The Flor-
ida condo market has been exceptionally 
frothy, with investors piling in and driving 
prices up rapidly as they flip properties.  

For example, condo conversion projects 
are numerous in Miami where specula-
tive condo projects remain a large share 
of the market.  Because of the high share 
of luxury condo units under construction 
and on the market, affordability in Miami 
fell to a 23-year low in the second quarter 
of 2005. In Orlando, more than 15,000 
apartment units are currently being con-
verted to condos, taking a large share of 
rental units out of the market. Orlando 

looks less at risk because its house prices 
are not as overpriced.  Detailed condo 
data are hard to find, but the median ex-
isting condo price in the South Census 
region has averaged 22% year-over-year 
growth for the last year, compared to 7% 
for single-family homes, according to the 
NAR.  The condo price data for the Census 
region largely reflect Florida’s market.  

Anecdotal evidence suggests that this ac-
tivity is driving up oversupply in the condo 
market.  Indeed, builders are beginning to 
scale back plans in places like Miami and 
Fort Lauderdale, while financing is becom-
ing more difficult.  The data are reflecting 
the anecdotal evidence: in the third quar-
ter, condo prices in the South are retreat-
ing, with an annualized quarter-to-quarter 
decline of 7%, the first decline since 2000.

Florida’s strong economy will mitigate 
the correction in house prices to a certain 
degree.  Even the impact of this severe 
hurricane season will only temporarily 
derail the state’s strong growth. Florida 
will lead the nation despite the damage 
caused by Hurricanes Dennis and Wilma. 
In particular, Fort Lauderdale’s hous-
ing market is less at risk.  Wilma hit Fort 
Lauderdale the hardest, and will hurt 
growth in the fourth quarter of this year.  
However, the metro area will rebound 
quickly.  It stands on solid footing, having 
seen tremendous growth prior to Hur-
ricane Wilma, surpassing all of the large 
metro areas in the state.  Port Everglades 
received a boost from Hurricane Katrina 
as cargo was diverted from the Gulf Coasts 
of Louisiana and Mississippi.  Growth in 
Fort Lauderdale has been widespread, and 
a rash of expansions and relocations to the 
metropolitan division in recent months 
will spur growth going forward.  DHL 
recently opened a new headquarters in 
Plantation, and Aetna will open a prescrip-
tion drug mail order facility in Pompano 
Beach, adding about 800 new jobs.  The 
fact that Fort Lauderdale remains highly 
undersupplied and faces the most con-
straints among the large Florida metro 
areas in terms of buildable land, will also 
support its housing market going forward.  

Hurricane Wilma, however, does pose 
some lasting downside risks for Fort Lau-
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derdale.  Rising insurance costs may re-
duce the attractiveness of Fort Lauderdale 
as a retiree and second-home destination. 
State Farm Florida Insurance Company 
recently announced that it will raise hom-
eowners’ insurance premiums by as much 
as 40% in Broward County beginning 
early next year and Allstate is fighting for 
similar premium hikes. Businesses decid-
ing whether or not to locate in Fort Lau-
derdale may be swayed by the rising costs 
and the risks associated with hurricanes. 

Other markets that warrant watching on 
the East Coast include the broad Boston 
region and New York City.  New estimates 
of household formations brings the index 
of excess supply up considerably  higher 
in the Boston, Essex, and Cambridge 
metro areas since the last report.  The 
New York City metro area is also looking 
oversupplied.  The oversupply, combined 
with the high degree to which these 
markets are overpriced, heightens the 
risk of correction in these metro areas.  

There are already indications of a slow-
ing in the Massachusetts housing market. 
House-price appreciation in the state has 
slowed from its rapid pace of 2004 and 
has fallen behind the nation for the past 
three quarters, after running ahead for 
eight years. Another indication comes 
from slowing home sales. Inventories 
of existing single-family homes on the 
market, measured by months of supply, 
have been trending higher relative to the 
comparable period of 2004, the result of 
weakening sales according to local real-
tors. While inventories are still low on a 
historical basis, this is a further indica-
tion that after a remarkable six-year run, 
the boom in the state’s housing market 
is coming to an end. House-price appre-
ciation is expected to slow dramatically 
over the next two years in all of the state’s 
metro areas, with the Boston, Cambridge, 
and Essex County areas most at risk. 

Moreover, the region will not get much 
of an economic boost.  The Massachu-
setts recovery remains soft, with payroll 
employment falling recently.  Job growth 
is likely to stagnate through the end of 
2005 due to the negative impact of Hur-
ricane Katrina on the national and regional 

economy, mostly in the form of high en-
ergy prices. Employment gains should 
resume in 2006 as the U.S. economy picks 
up, but Massachusetts will continue to lag 
the nation. The state’s traditional cyclical 
drivers are not contributing to growth. 
Employment in financial activities had 
been staging a comeback, but has fallen 
since the summer. Employment in busi-
ness/professional services has been flat for 
the past half-year. Conditions will improve 
for both of these traditional Massachu-
setts mainstays next year, particularly in 
Boston. However, employment growth for 
both of these industries will remain weak 
compared to previous business cycles, in 
large part due to the state’s high business 
costs. In neither industry does Moody’s 
Economy.com expect employment to 
surpass its pre-recession peak until the 
end of this decade; for financial activities, 
it could take more than ten years. This 
is particularly problematic for the state 
because of the high incomes that both of 
these industries pay.  This slow recovery in 
business/professional services and finan-
cial activities presents a particular obstacle 
to the Boston and Cambridge economies. 
In addition, although the share of employ-
ment in the two industries is below both 
the state and national averages in the Es-
sex County metropolitan division, many of 
that area’s residents commute to well-pay-
ing industry jobs in the City of Boston.  

Signs of slowing are also evident in the 
New York City metro area.  House-price 
appreciation in the third quarter is running 
at a much slower 4% annualized pace, the 
slowest since 2001.  Manhattan’s condo 
market is stalling, with local realtors re-
porting that units are sitting on the market 
longer and softness in the average selling 
price.  Despite the apparent moderation in 
demand, builders are putting up homes at 
a rapid pace, with single-family permits ris-
ing to a six-year high in the third quarter.  
The economic outlook for the New York 
City MSA is solid, but does not support 
the type of house price gains it has seen 
in the past few years.  Although New York 
City’s outlook is improved by Wall Street’s 
performance and healthy tourism, it re-
mains constrained by poor fiscal condi-
tions that are expected to persist. Structur-
al budget deficits and slower growth in key 

industries will eventually limit growth in 
New York City’s already mature economy. 
Longer term, the economic legacy of 9/11 
and a modest pace of expansion will pre-
vent the metro area from returning to its 
pre-recession peak for several more years. 

Several housing markets in the mountain 
states are also at risk for a correction al-
though, with the new estimates of vacation 
home demand and household formations, 
the markets are looking more balanced in 
terms of housing supply and demand.  In 
particular, Las Vegas, Reno, Phoenix and 
Tucson remain overpriced, but are no longer 
coming up as oversupplied.  The excesses 
in Las Vegas remain worrisome however.  
As in Florida, the condo market plays a 
large role in Las Vegas, and there is notable 
concern about the Las Vegas condo market. 
Multifamily permitting activity in Las Vegas 
continues to grow at nearly four times the 
national rate. Current conditions leave the 
market vulnerable to any retreat on the part 
of investors.  Moreover, while the outlook is 
very strong for the Las Vegas economy, it is 
also an economy that is highly undiversified.  
Its low level of economic diversity makes 
Las Vegas highly leveraged to tourism and 
heightens the risk of large swings in em-
ployment.  A correction is likely to occur in 
Las Vegas, however, even at its trough, this 
decline will preserve equity for those who 
bought in before the beginning of last year.  

Some signs of moderation are already 
evident in Las Vegas.  Single-family price 
appreciation has softened considerably 
in the last year.  After nearly doubling 
in the second quarter of 2004, median 
existing price growth slowed in each 
subsequent quarter to an annualized 
4% in the second quarter of this year.  
Third quarter appreciation picked up 
again to the double digits, but this is 
not likely a temporary rise.  OFHEO’s 
measure of house-price appreciation has 
growth trending down for the last year.  

While many regional markets look poised to 
slow, Phoenix and Tucson housing markets 
are gaining steam.  These metro areas are 
subject to exceptional investor activity, which 
is driving a wedge between the metro area’s 
fundamentals and house-price appreciation. 
The risk of overheating comes from specula-
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tive activity that could quickly exit a market 
if sentiment is dampened abruptly, leading 
to a sharp retrenchment in building activ-
ity and a measurable decline in prices.  

The risk posed by housing in the Arizona 
metro areas would be greater if not for such 
strength in leading indicators, which hint at 
a sizable economic cushion if demand begins 
to unravel.  Temporary hiring and the number 
of hours worked weekly in manufacturing has 
surged above the important 40-hour thresh-
old to a new multiyear high, with the strength 
driven in large part by improving prospects 
for high-tech industries. Phoenix will also see 
stronger performance due to the fact that it 
will be getting 1,000 new jobs as a result of 
the America West/US Airways merger, with 
relocating employees coming in from the 
East.  There is speculation that the combined 
company will move an additional 800 jobs to 
the area once the merger is complete. Tucson 
is set to benefit from stronger trade flows.

Further west in California, housing mar-
kets remain on watch. For the most part, 
price gains remain strong and evidence that 
housing markets are becoming weary is 
slim—mostly seen in rising inventories of 
homes for sale and longer average periods 
on the market prior to sale.   Northern Cali-
fornia is of greatest concern, with the San 
Francisco Bay area highly overpriced and 
oversupplied.  Excess supply conditions are 
improving, as the region’s economy is solidly 
expanding.  For the first time since the 2001 
recession, the entire Bay Area now shows 
some improvement, with San Francisco, 
Oakland and San Jose each exhibiting job 
growth near or above the U.S. average.  

A very positive sign is emanating from the 
San Jose metro area.  Profits are up across 
nearly all Silicon Valley headline employ-
ers, both hardware and IT service providers.  
Firms like Google and e-Bay are hiring and 
Intel and AMD are boosting R&D spending, 
helped in part by repatriated profits and by 
stable demand for electronics and telecom 
equipment globally.  Google’s global payroll 
rose by 700 in the second quarter and the 
third quarter is expected to be similar.  Unlike 
many other Silicon Valley tech firms, however, 
many of Google’s new hires are located locally.  
To accommodate plans for growth at their 
headquarters, Google has announced plans 

to build a new corporate headquarters at the 
NASA Ames Research Center in Mountain 
View.  This confirms our view that the local 
tech economy will be driven in the future not 
by manufacturing activity, but by IT services 
and research and development activities.  
Moreover, early indications from the Quarterly 
Census of Employment and Wages suggest 
that the Census will revise up San Jose’s em-
ployment figures for 2005.  

Biotech industries also are expanding, sup-
porting the San Francisco and Oakland 
metro divisions as well as San Jose.  South 
San Francisco’s Genentech is pushing a 
number of products through the FDA ap-
proval process and has accelerated R&D 
spending to $329 million in the second 
quarter, compared with $234 million a 
year earlier.  Finally, financial services 
are fueling job growth and office space 
demand in the Bay Area.  The Oakland 
metro area attracts most of the industry’s 
jobs with its large office campuses along 
the I-680 corridor.  But gains are also seen 
in San Francisco as private equity firms 
and small regional banks join the area’s 
regional and national banks, all of whom 
are attracted by renewed economic growth 
and the extraordinary wealth concentrated 
in the Bay Area and rising financial con-
nections to Asia.  Because the single-family 
housing supply imbalances are still large 
and the economic outlook is soft for San 
Francisco, however, this market remains 
one to watch.  

Vallejo is appearing in the at risk quadrant for 
the first time as the new excess supply calcula-
tions put it in the oversupplied category.  Miti-
gating the risk for Vallejo, however, is its rela-
tive affordability.  Another one of Vallejo’s ma-
jor comparative advantages lies in its location. 
It has an inviting mix of rural and suburban 
lifestyles and easy access to urban amenities, 
and is situated midway between two dynamic 
metro areas, San Francisco and Sacramento. 
Vallejo benefits from much lower living costs 
than San Francisco, largely because of less 
expensive housing, although living costs are 
higher than in Sacramento. Because of these 
advantages, Vallejo will see above average 
population growth, compared to both the 
U.S. and California, over the forecast horizon. 
The area is also increasingly popular among 
retirees. Although the share of population in 

Vallejo that is age 65 and over is still below 
the state and national shares, it has increased 
rapidly over the past two decades, and the 
area will continue to attract retirees in the fu-
ture. The area’s strong population growth will 
drive demand for consumer-related industries, 
while its growing retiree population will create 
opportunities in healthcare.

San Diego is also a housing market to 
watch, although a strong economic out-
look mitigates some of the concerns.  
The pace of construction has exceeded 
demand over the past few years, and 
excess supply is building up in this mar-
ket.  The impact can be seen already, 
with house price growth slowing in each 
of the last five quarters.  Year-over-year 
appreciation has declined from 38% in 
the second quarter of last year to 6% 
currently.  The area retains strong po-
tential with expanding biotech, defense, 
and tourism industries.  Biotech will 
be supported by rising venture capital 
and funding from the state’s stem-cell 
research program.  Defense spending, 
particularly on telecom and systems sup-
port, should remain strong.  Visitations 
and shopping among Mexican visitors 
should remain strong given the strength 
of the peso.  

Slower price appreciation is also evident 
in other southern California metro areas. 
In particular, appreciation is falling off in 
Orange County.  Appreciation is off peak 
in Riverside-San Bernardino and Los An-
geles, but remains strong—in the double 
digits for Riverside. Supply constraints, 
however, will help defuse a price correc-
tion in these areas. Los Angeles, for ex-
ample, is among the most undersupplied 
markets.  This degree of supply imbalance 
will help mitigate tendencies for price cor-
rections to turn into a free fall.  Moreover, 
the economic outlook is strong for parts of 
southern California, another force that will 
help support the housing markets.  River-
side, in particular will continue to be a top 
performer in coming years. Transportation 
and logistics, manufacturing, financial 
services, retailing and tourism to desert 
resorts are some of the industries that will 
continue to drive the economy. Education 
and healthcare will expand rapidly to meet 
the needs of a burgeoning population.  Los 
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Angeles is a large and mature economy, 
and as such has a softer outlook.    

Other metro areas that are highly over-
priced but with consistently tight sup-
ply conditions are in the Northeast.  In 
the Northeast, the broad Washington 
DC area, including Bethesda MD and 
Baltimore MD stands out.  Not only are 
these metro areas highly overpriced and 
undersupplied, but the economic pros-
pects in this region are among the best in 
the Northeast’s larger metro areas. Even 
with the strong underlying fundamen-
tals, slowing in housing demand is also 
observable in this region, where local 
realtors are also reporting a substantial 
slowdown in existing home sales and 
lengthening days on market. The underly-
ing tightness in supply will help prevent 
the slower housing activity from turning 
into a free fall in house prices.  

The presence of the federal government, 
a highly educated workforce, solid popu-
lation trends and the development of 

the local technology hub will enable the 
Washington metro area to maintain above 
average growth over the forecast horizon. 
Growth in federal activity and spending 
will begin to slow this year, while con-
sumer and business demand for tourism, 
services and retail will continue to recover. 
Longer term, growing high-tech industries 
will reduce the metro area’s reliance on 
the federal government, although it will 
always remain an important component 
of the Washington’s economy.  Similarly, 
Bethesda’s dependence on the federal gov-
ernment and gains from BRAC will sup-
port the economy over the next few years. 
Homeland security concerns and interna-
tional military action will result in more 
defense research and procurement spend-
ing. Also, increased linkages between the 
Baltimore and Washington DC economies 
will maintain strong population growth 
and real estate demand. Longer term, 
Bethesda’s above average performance will 
be increasingly determined by private high-
tech industries, such as biotech, pharma-
ceuticals and medical research.

Providence RI looks less risky with the new 
calculations of the index of excess supply.  
Recent trends in household formation are 
stronger than previously estimated.  The 
data are likely reflecting the strong migra-
tion trends from the Boston area to Provi-
dence that has been in place for the last 
several years.  Boston commuters have been 
helping to bolster Providence’s hot hous-
ing markets.  Despite the runup in prices, 
Providence remains a more affordable op-
tion to Boston. Although the metro area 
looks to be better balanced compared to 
the last report, the outlook for Providence 
remains weak.  Slower housing demand 
would also soften the Boston market and 
lessen this migration trend south. Moreover, 
Providence’s economy continues to face 
significant limiting factors, including slow 
population growth and heavy exposure to 
secularly declining manufacturing from 
growing global competition. Consequently, 
some correction is likely in its housing mar-
kets, although the severity of a correction 
has been downgraded with the new infor-
mation on its supply-demand balance.  
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Metropolitan Area Code Metropolitan Area Code Metropolitan Area Code
Akron, OH AKR Gary, IN Div. GAR Portland-Vancouver-Beaverton, OR-WA POT
Albany-Schenectady-Troy, NY ALA Grand Rapids-Wyoming, MI GRA Poughkeepsie-Newburgh-Middletown, NY POU
Albuquerque, NM ALB Greensboro-High Point, NC GRN Providence-New Bedford-Fall River, RI-MA PRO
Allentown-Bethlehem-Easton, PA-NJ ALL Greenville, SC GRV Provo-Orem, UT PRV
Asheville, NC ASH Harrisburg-Carlisle, PA HAI Raleigh-Cary, NC RAL
Atlanta-Sandy Springs-Marietta, GA ATL Hartford-West Hartford-East Hartford, CT HAR Reading, PA REA
Augusta-Richmond County, GA-SC AUG Honolulu, HI HON Reno-Sparks, NV REN
Austin-Round Rock, TX AUS Houston-Sugar Land-Baytown, TX HOU Richmond, VA RIC
Bakersfield, CA BAK Indianapolis, IN IND Riverside-San Bernardino-Ontario, CA RIV
Baltimore-Towson, MD BAL Jackson, MS JAM Rochester, NY ROH
Baton Rouge, LA BAT Jacksonville, FL JAC Rockingham County-Strafford County, NH Div. RKI
Beaumont-Port Arthur, TX BEA Kansas City, MO-KS KAN Sacramento--Arden-Arcade--Roseville, CA SAC
Bethesda-Gaithersburg-Frederick, MD Div. BET Knoxville, TN KNO Salem, OR SAE
Birmingham-Hoover, AL BIR Lake County-Kenosha County, IL-WI Div. LEC Salinas, CA SAL
Boise City-Nampa, ID BOI Lakeland, FL LAE Salt Lake City, UT SAY
Boston-Quincy, MA Div. BOS Lancaster, PA LAC San Antonio, TX SAZ
Bridgeport-Stamford-Norwalk, CT BRP Lansing-East Lansing, MI LAN San Diego-Carlsbad-San Marcos, CA SAN
Brownsville-Harlingen, TX BRW Las Vegas-Paradise, NV LAS San Francisco-San Mateo-Redwood City, CA Div. SAF
Buffalo-Niagara Falls, NY BUF Lexington-Fayette, KY LEX San Jose-Sunnyvale-Santa Clara, CA SAJ
Cambridge-Newton-Framingham, MA Div. CAB Little Rock-North Little Rock, AR LIT Santa Ana-Anaheim-Irvine, CA Div. SNT
Camden, NJ Div. CAM Los Angeles-Long Beach-Glendale, CA Div. LOS Santa Barbara-Santa Maria, CA SAT
Canton-Massillon, OH CAN Louisville, KY-IN LOU Santa Rosa-Petaluma, CA SAA
Cape Coral-Fort Myers, FL CCF Madison, WI MAD Sarasota-Bradenton-Venice, FL SAR
Charleston-North Charleston, SC CHS Manchester-Nashua, NH MNC Scranton--Wilkes-Barre, PA SWB
Charlotte-Gastonia-Concord, NC-SC CHR McAllen-Edinburg-Mission, TX MCA Seattle-Bellevue-Everett, WA Div. SEA
Chattanooga, TN-GA CHT Memphis, TN-MS-AR MEM Shreveport-Bossier City, LA SHR
Chicago-Naperville-Joliet, IL Div. CHI Miami-Miami Beach-Kendall, FL Div. MIA Spokane, WA SPO
Cincinnati-Middletown, OH-KY-IN CIN Milwaukee-Waukesha-West Allis, WI MIL Springfield, MA SPI
Cleveland-Elyria-Mentor, OH CLE Minneapolis-St. Paul-Bloomington, MN-WI MIN Springfield, MO SPM
Colorado Springs, CO COO Mobile, AL MOB St. Louis, MO-IL STL
Columbia, SC COS Modesto, CA MOD Stockton, CA STO
Columbus, OH COU Nashville-Davidson--Murfreesboro, TN NAH Syracuse, NY SYR
Corpus Christi, TX COR Nassau-Suffolk, NY Div. NAS Tacoma, WA Div. TAC
Dallas-Plano-Irving, TX Div. DAL New Haven-Milford, CT NEH Tampa-St. Petersburg-Clearwater, FL TAM
Davenport-Moline-Rock Island, IA-IL DAV New Orleans-Metairie-Kenner, LA NEO Toledo, OH TOL
Dayton, OH DAY New York-White Plains-Wayne, NY-NJ Div. NEY Trenton-Ewing, NJ TRE
Deltona-Daytona Beach-Ormond Beach, FL DEL Newark-Union, NJ-PA Div. NEA Tucson, AZ TUC
Denver-Aurora, CO DEN Oakland-Fremont-Hayward, CA Div. OAK Tulsa, OK TUL
Des Moines, IA DES Ogden-Clearfield, UT OGD Vallejo-Fairfield, CA VAL
Detroit-Livonia-Dearborn, MI Div. DET Oklahoma City, OK OKL Virginia Beach-Norfolk-Newport News, VA-NC VIR
Durham, NC DUR Omaha-Council Bluffs, NE-IA OMA Visalia-Porterville, CA VIS
Edison, NJ Div. EDI Orlando-Kissimmee, FL ORL Warren-Farmington Hills-Troy, MI Div. WRE
El Paso, TX ELP Oxnard-Thousand Oaks-Ventura, CA OXN Washington-Arlington-Alexandria, DC-VA-MD-WV Div. WAS
Essex County, MA Div. ESS Palm Bay-Melbourne-Titusville, FL PAL West Palm Beach-Boca Raton-Boynton Beach, FL Div. WES
Fayetteville-Springdale-Rogers, AR-MO FAY Pensacola-Ferry Pass-Brent, FL PEN Wichita, KS WIC
Flint, MI FLI Peoria, IL PEO Wilmington, DE-MD-NJ Div. WIL
Fort Lauderdale-Pompano Beach-Deerfield Beach, FL Div. FOT Philadelphia, PA Div. PHI Winston-Salem, NC WIS
Fort Wayne, IN FOW Phoenix-Mesa-Scottsdale, AZ PHO Worcester, MA WOR
Fort Worth-Arlington, TX Div. FTW Pittsburgh, PA PIT York-Hanover, PA YOR
Fresno, CA FRE Portland-South Portland-Biddeford, ME POR Youngstown-Warren-Boardman, OH-PA YOU

Appendix A:  
Metro Area Key
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Balance Ranking
House Price Months of (1=most overpriced, Changes in Balance

 Balance Excess Supply 150=most underpriced) Quarter Ago Year Ago
Bethesda, MD highly overpriced -2.3 1 overpriced
Washington, DC highly overpriced -0.7 2 overpriced
Fresno, CA highly overpriced -1.6 3 overpriced
Santa Barbara, CA highly overpriced 8.7 4 overpriced
West Palm Beach, FL highly overpriced -1.1 5 overpriced
Fort Lauderdale, FL highly overpriced -5.0 6
Miami, FL highly overpriced 1.0 7
Sacramento, CA highly overpriced 1.6 8 overpriced
Bakersfield, CA highly overpriced -1.2 9 overpriced
Riverside, CA highly overpriced -2.0 10 overpriced
Vallejo, CA highly overpriced 12.1 11 overpriced
Stockton, CA highly overpriced 0.6 12 overpriced balanced
Santa Rosa, CA highly overpriced 2.6 13
San Diego, CA highly overpriced 5.0 14
Edison, NJ highly overpriced -1.3 15 overpriced
Salinas, CA highly overpriced 0.6 16
Sarasota, FL highly overpriced 0.6 17 overpriced
Visalia, CA highly overpriced -2.7 18
Baltimore, MD highly overpriced -1.3 19
Santa Ana, CA highly overpriced -2.8 20
Nassau, NY highly overpriced -0.9 21
Wilmington, DE highly overpriced -0.3 22 balanced underpriced
Cape Coral, FL highly overpriced 0.3 23 balanced
Lake County, IL highly overpriced 0.5 24
Oxnard, CA highly overpriced -2.5 25 overpriced
Providence, RI highly overpriced 0.6 26 overpriced
New York, NY highly overpriced 7.0 27 overpriced
San Jose, CA highly overpriced 4.5 28 overpriced
San Francisco, CA highly overpriced 15.9 29
Los Angeles, CA highly overpriced -5.9 30
Oakland, CA highly overpriced 10.0 31 overpriced
Newark, NJ highly overpriced -0.3 32 overpriced
Milwaukee, WI highly overpriced 7.9 33 balanced
Modesto, CA highly overpriced 1.2 34 balanced
Seattle, WA highly overpriced 4.1 35 overpriced overpriced
Chicago, IL highly overpriced 1.7 36 overpriced
Minneapolis, MN highly overpriced 5.4 37 overpriced
Denver, CO highly overpriced 4.6 38
Asheville, NC highly overpriced 1.8 39 overpriced overpriced
Boston, MA highly overpriced 11.9 40 overpriced
Worcester, MA highly overpriced 4.9 41 overpriced
Cambridge, MA highly overpriced 12.4 42 overpriced
Portland, OR highly overpriced 1.4 43 overpriced
Phoenix, AZ highly overpriced 1.2 44 balanced
Allentown, PA highly overpriced -1.2 45 balanced underpriced
Reno, NV highly overpriced 1.5 46 overpriced balanced
Las Vegas, NV highly overpriced 0.9 47 overpriced
Tucson, AZ highly overpriced 1.2 48 balanced
Essex County, MA highly overpriced 5.2 49 overpriced
Honolulu, HI highly overpriced 0.2 50 overpriced balanced
Salem, OR highly overpriced -0.7 51 overpriced overpriced
Deltona, FL overpriced -0.1 52 balanced balanced
Orlando, FL overpriced 0.8 53 balanced
Madison, WI overpriced 3.6 54 balanced balanced
Davenport, IA overpriced 5.5 55 balanced underpriced
Tacoma, WA overpriced 3.9 56
Lansing, MI overpriced 8.9 57 highly overpriced balanced
Tampa, FL overpriced -0.4 58
Detroit, MI overpriced 8.8 59 balanced
Portland, ME overpriced 1.2 60 balanced balanced
Charleston, SC overpriced 3.9 61
Grand Rapids, MI overpriced 1.7 62 balanced balanced
Warren, MI overpriced 2.7 63 balanced
New Haven, CT overpriced -2.9 64 balanced underpriced
Palm Bay, FL balanced 1.2 65 overpriced underpriced
Atlanta, GA balanced 2.8 66
Colorado Springs, CO balanced 6.0 67
Mobile, AL balanced 5.0 68
Flint, MI balanced 8.9 69
Durham, NC balanced 5.9 70 underpriced
Trenton, NJ balanced -3.6 71
Knoxville, TN balanced 1.2 72 highly underpriced
Greenville, SC balanced 3.0 73
Hartford, CT balanced 1.1 74
Richmond, VA balanced 1.3 75 underpriced underpriced
Louisville, KY balanced 4.2 76 underpriced
Rockingham County, NH balanced 4.9 77 highly overpriced overpriced
Gary, IN balanced 2.3 78
Austin, TX balanced -0.0 79
Philadelphia, PA balanced 3.5 80 underpriced

Appendix B:   
Table 1: Housing Market Risk Ranking
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Housing Market Risk Ranking (Continued)

Balance Ranking
House Price Months of (1=most overpriced, Changes in Balance

 Balance Excess Supply 150=most underpriced) Quarter Ago Year Ago
Houston, TX balanced 2.4 81
San Antonio, TX balanced -1.4 82
New Orleans, LA balanced 9.1 83 underpriced
Kansas City, MO balanced 4.7 84
Jacksonville, FL balanced 2.4 85
Poughkeepsie, NY balanced -2.4 86 underpriced
Provo, UT balanced 7.2 87
Pensacola, FL balanced 2.0 88
Bridgeport, CT balanced -0.3 89
Virginia Beach, VA balanced -0.9 90 underpriced
Tulsa, OK balanced 7.5 91 underpriced
Baton Rouge, LA balanced 3.3 92
Spokane, WA balanced 1.5 93 underpriced underpriced
Springfield, MA balanced 7.3 94 underpriced
Jackson, MS balanced 5.9 95
Dallas, TX balanced 0.4 96
Memphis, TN balanced 2.7 97 underpriced underpriced
Raleigh, NC balanced 0.9 98
Fayetteville, AR balanced -1.0 99
Lexington, KY balanced 2.2 100
Camden, NJ balanced -1.7 101 underpriced
Ogden, UT balanced 3.8 102
Manchester, NH balanced 6.9 103 highly overpriced overpriced
Omaha, NE balanced 2.6 104 underpriced
Fort Worth, TX balanced -0.3 105 underpriced
Canton, OH balanced 6.4 106 underpriced underpriced
Charlotte, NC balanced 2.8 107 underpriced
Akron, OH balanced 6.9 108 underpriced highly 
Brownsville, TX underpriced 0.7 109 balanced
McAllen, TX underpriced 1.6 110 balanced
Columbus, OH underpriced 5.8 111
Nashville, TN underpriced 2.0 112
El Paso, TX underpriced 1.1 113
Oklahoma City, OK underpriced 5.8 114
Albany, NY underpriced 2.8 115 balanced
Shreveport, LA underpriced 10.9 116
Reading, PA underpriced -1.3 117
Des Moines, IA underpriced 3.2 118 balanced
Little Rock, AR underpriced 0.9 119
Toledo, OH underpriced 18.1 120
Columbia, SC underpriced 5.6 121
Albuquerque, NM underpriced 3.3 122
Peoria, IL underpriced 7.0 123
Corpus Christi, TX underpriced 2.4 124
Youngstown, OH underpriced 24.3 125
Salt Lake City, UT underpriced 3.3 126
Greensboro, NC underpriced 9.6 127
Chattanooga, TN underpriced 10.3 128
Winston, NC underpriced 5.0 129 balanced
Birmingham, AL underpriced 7.2 130
Wichita, KS underpriced 4.0 131
Rochester, NY underpriced 11.4 132
Cleveland, OH underpriced 15.2 133 balanced balanced
Beaumont, TX underpriced -0.7 134
Syracuse, NY underpriced 11.8 135 highly underpriced
Lakeland, FL underpriced 1.4 136
St. Louis, MO underpriced 5.4 137
Pittsburgh, PA underpriced 18.7 138
Dayton, OH underpriced 12.9 139
Springfield, MO underpriced 2.8 140 highly underpriced
Augusta, GA underpriced 4.8 141
Boise City, ID underpriced 4.8 142 highly underpriced
Fort Wayne, IN underpriced 3.8 143 highly underpriced
Cincinnati, OH underpriced 6.6 144 highly underpriced highly 
Lancaster, PA highly underpriced 2.2 145
Buffalo, NY highly underpriced 23.6 146 underpriced
Indianapolis, IN highly underpriced 5.1 147 underpriced
Scranton, PA highly underpriced 26.8 148 underpriced
York, PA highly underpriced 1.0 149 underpriced
Harrisburg, PA highly underpriced 4.7 150 underpriced

Notes:
Highly overpriced indicates that the current house price is more than 2 standard deviations above its historical relationship with the equilibrium price.
Overpriced indicates that the current market house price is between 1 and 2 standard deviations above its historical relationship with the equilibrium price.
Balanced indicates that the current market house price is between -1 and 1 standard deviations around its historical relationship with the equilibrium price.
Underpriced indicates that the current market house price is between 1 and 2 standard deviations below its historical relationship with the equilibrium price.
Highly underpriced indicates that the current market house price is more than 2 standard deviations below its historical relationship with the equilibrium price.
Months of Excess Supply equals the level of excess supply of single-family units  divided by annual demand.
Changes in Balance lists the balance indicator reading from previous Single-family Housing Monitor reports if it differs from the current reading. 
NA appears when the metro area was not covered in the previous reports.
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Percent Over Equilibrium Price Balance Ranking
Current Historical Standard (1=most overpriced, Balance Changes in Balance
Quarter Average Deviation 150=most underpriced) Current Quarter One Quarter Ago One Year Ago

Akron, OH -13.1 0.9 9.1 108 balanced underpriced highly underpriced
Albany, NY -11.9 2.3 13.7 115 underpriced balanced
Albuquerque, NM -7.7 0.8 10.6 122 underpriced
Allentown, PA 26.3 1.4 13.0 45 highly overpriced balanced underpriced
Asheville, NC 12.6 -0.5 6.1 39 highly overpriced overpriced overpriced
Atlanta, GA 7.1 0.6 7.4 66 balanced
Augusta, GA -12.4 1.0 9.7 141 underpriced
Austin, TX 1.2 2.3 22.5 79 balanced
Bakersfield, CA 30.8 -0.8 11.4 9 highly overpriced overpriced
Baltimore, MD 47.7 -0.5 13.3 19 highly overpriced
Baton Rouge, LA -5.6 1.6 18.3 92 balanced
Beaumont, TX -8.3 -2.8 14.8 134 underpriced
Bethesda, MD 44.8 -0.2 11.1 1 highly overpriced overpriced
Birmingham, AL -12.0 0.6 8.3 130 underpriced
Boise City, ID -6.2 0.5 7.9 142 underpriced highly underpriced
Boston, MA 26.7 -1.0 15.1 40 highly overpriced overpriced
Bridgeport, CT -2.1 -0.6 12.6 89 balanced
Brownsville, TX -16.3 4.8 30.2 109 underpriced balanced
Buffalo, NY -29.7 2.6 18.3 146 highly underpriced underpriced
Cambridge, MA 18.3 -0.8 10.7 42 highly overpriced overpriced
Camden, NJ -3.4 1.5 12.8 101 balanced underpriced
Canton, OH -2.3 0.7 8.5 106 balanced underpriced underpriced
Cape Coral, FL 31.2 -0.4 10.8 23 highly overpriced balanced
Charleston, SC 6.2 -0.3 5.9 61 overpriced
Charlotte, NC -2.3 0.7 6.8 107 balanced underpriced
Chattanooga, TN -8.9 0.9 9.9 128 underpriced
Chicago, IL 23.1 0.4 9.6 36 highly overpriced overpriced
Cincinnati, OH -5.5 0.3 4.2 144 underpriced highly underpriced highly underpriced
Cleveland, OH -6.7 0.3 6.1 133 underpriced balanced balanced
Colorado Springs, CO 6.1 0.0 9.5 67 balanced
Columbia, SC -7.2 0.9 8.6 121 underpriced
Columbus, OH -4.4 0.5 6.5 111 underpriced
Corpus Christi, TX -12.4 2.9 22.0 124 underpriced
Dallas, TX -8.3 1.4 19.2 96 balanced
Davenport, IA 11.2 0.7 9.8 55 overpriced balanced underpriced
Dayton, OH -13.6 0.8 8.5 139 underpriced
Deltona, FL 25.4 0.3 8.3 52 overpriced balanced balanced
Denver, CO 17.9 -0.8 7.9 38 highly overpriced
Des Moines, IA -5.7 0.6 8.3 118 underpriced balanced
Detroit, MI 9.6 0.8 9.3 59 overpriced balanced
Durham, NC 0.8 0.0 7.3 70 balanced underpriced
Edison, NJ 42.0 0.4 12.4 15 highly overpriced overpriced
El Paso, TX -12.1 2.7 19.4 113 underpriced
Essex County, MA 16.5 -0.5 10.8 49 highly overpriced overpriced
Fayetteville, AR -3.5 0.3 7.8 99 balanced
Flint, MI 6.2 1.1 11.0 69 balanced
Fort Lauderdale, FL 62.0 -1.6 18.1 6 highly overpriced
Fort Wayne, IN -17.2 0.8 11.2 143 underpriced highly underpriced
Fort Worth, TX -11.8 1.6 20.8 105 balanced underpriced
Fresno, CA 52.8 -1.5 14.5 3 highly overpriced overpriced
Gary, IN -0.9 0.7 7.3 78 balanced
Grand Rapids, MI 6.1 0.4 5.9 62 overpriced balanced balanced
Greensboro, NC -5.7 0.3 6.6 127 underpriced
Greenville, SC 4.0 0.1 6.5 73 balanced
Harrisburg, PA -15.9 0.8 10.8 150 highly underpriced underpriced
Hartford, CT 3.8 0.4 12.6 74 balanced
Honolulu, HI 30.2 0.5 12.4 50 highly overpriced overpriced balanced
Houston, TX -3.5 1.4 15.1 81 balanced
Indianapolis, IN -14.6 1.1 9.9 147 highly underpriced underpriced
Jackson, MS -12.6 1.9 18.4 95 balanced
Jacksonville, FL -1.6 0.8 9.8 85 balanced
Kansas City, MO -1.5 0.6 9.0 84 balanced
Knoxville, TN 1.4 0.6 7.3 72 balanced highly underpriced
Lake County, IL 10.6 0.1 3.3 24 highly overpriced
Lakeland, FL -9.4 2.0 17.7 136 underpriced
Lancaster, PA -16.2 0.8 12.3 145 highly underpriced
Lansing, MI 2.9 0.2 6.0 57 overpriced highly overpriced balanced
Las Vegas, NV 6.0 -0.6 7.2 47 highly overpriced overpriced
Lexington, KY -5.2 0.6 10.0 100 balanced
Little Rock, AR -10.8 2.4 18.7 119 underpriced
Los Angeles, CA 27.7 -0.3 13.8 30 highly overpriced
Louisville, KY 1.3 0.2 4.9 76 balanced underpriced
Madison, WI 9.7 -0.0 7.2 54 overpriced balanced balanced
Manchester, NH -10.4 2.2 26.0 103 balanced highly overpriced overpriced
McAllen, TX -12.0 6.0 34.7 110 underpriced balanced
Memphis, TN -2.2 1.4 13.3 97 balanced underpriced underpriced
Miami, FL 46.8 -8.0 15.2 7 highly overpriced
Milwaukee, WI 11.8 -0.1 6.3 33 highly overpriced balanced
Minneapolis, MN 19.9 -0.1 7.4 37 highly overpriced overpriced

Table 2:  House Price Balance Indicator
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House Price Balance Indicator (Continued)

Percent Over Equilibrium Price Balance Ranking
Current Historical Standard (1=most overpriced, Balance Changes in Balance
Quarter Average Deviation 150=most underpriced) Current Quarter One Quarter Ago One Year Ago

Mobile, AL 11.5 0.4 10.9 68 balanced
Modesto, CA 20.4 -0.1 8.1 34 highly overpriced balanced
Nashville, TN -9.4 1.0 10.1 112 underpriced
Nassau, NY 46.3 -1.2 16.6 21 highly overpriced
New Haven, CT 12.7 0.4 14.3 64 overpriced balanced underpriced
New Orleans, LA -2.8 1.0 15.2 83 balanced underpriced
New York, NY 41.7 -0.8 15.2 27 highly overpriced overpriced
Newark, NJ 23.9 -0.3 10.4 32 highly overpriced overpriced
Oakland, CA 44.3 -0.8 17.3 31 highly overpriced overpriced
Ogden, UT -5.1 0.3 11.6 102 balanced
Oklahoma City, OK -16.7 3.4 20.8 114 underpriced
Omaha, NE -5.1 1.9 14.0 104 balanced underpriced
Orlando, FL 15.9 -0.1 8.2 53 overpriced balanced
Oxnard, CA 24.3 -0.4 10.6 25 highly overpriced overpriced
Palm Bay, FL 9.6 0.7 9.7 65 balanced overpriced underpriced
Pensacola, FL 0.2 0.7 11.0 88 balanced
Peoria, IL -7.9 0.9 9.3 123 underpriced
Philadelphia, PA -0.0 2.1 13.8 80 balanced underpriced
Phoenix, AZ 20.6 0.4 8.6 44 highly overpriced balanced
Pittsburgh, PA -21.3 2.5 15.8 138 underpriced
Portland, ME 13.1 0.5 10.8 60 overpriced balanced balanced
Portland, OR 19.5 -0.9 10.5 43 highly overpriced overpriced
Poughkeepsie, NY -0.4 0.7 14.6 86 balanced underpriced
Providence, RI 24.0 0.2 11.4 26 highly overpriced overpriced
Provo, UT -0.9 -0.2 10.6 87 balanced
Raleigh, NC -0.7 0.6 9.3 98 balanced
Reading, PA -18.9 1.3 15.6 117 underpriced
Reno, NV 19.3 -0.2 8.4 46 highly overpriced overpriced balanced
Richmond, VA 2.1 0.3 4.9 75 balanced underpriced underpriced
Riverside, CA 38.8 -0.7 12.0 10 highly overpriced overpriced
Rochester, NY -19.7 1.7 16.4 132 underpriced
Rockingham County, NH 2.3 1.1 19.4 77 balanced highly overpriced overpriced
Sacramento, CA 40.9 -0.6 14.6 8 highly overpriced overpriced
Salem, OR 26.1 -0.5 12.1 51 highly overpriced overpriced overpriced
Salinas, CA 46.9 -0.2 17.5 16 highly overpriced
Salt Lake City, UT -7.7 0.4 7.6 126 underpriced
San Antonio, TX -1.8 3.5 25.6 82 balanced
San Diego, CA 48.8 -1.1 17.6 14 highly overpriced
San Francisco, CA 35.8 -0.2 12.5 29 highly overpriced
San Jose, CA 36.1 0.1 12.3 28 highly overpriced overpriced
Santa Ana, CA 53.0 -0.9 17.6 20 highly overpriced
Santa Barbara, CA 42.1 -0.9 12.0 4 highly overpriced overpriced
Santa Rosa, CA 69.9 -0.9 20.8 13 highly overpriced
Sarasota, FL 34.2 -1.2 12.0 17 highly overpriced overpriced
Scranton, PA -18.4 3.0 16.1 148 highly underpriced underpriced
Seattle, WA 24.3 0.0 9.9 35 highly overpriced overpriced overpriced
Shreveport, LA -10.0 2.5 22.6 116 underpriced
Spokane, WA -1.0 0.2 9.7 93 balanced underpriced underpriced
Springfield, MA -5.5 1.9 14.7 94 balanced underpriced
Springfield, MO -22.9 4.1 27.5 140 underpriced highly underpriced
St. Louis, MO -10.8 1.2 12.6 137 underpriced
Stockton, CA 63.4 -0.7 19.8 12 highly overpriced overpriced balanced
Syracuse, NY -12.0 2.0 19.3 135 underpriced highly underpriced
Tacoma, WA 13.3 -0.6 7.4 56 overpriced
Tampa, FL 16.5 0.4 11.1 58 overpriced
Toledo, OH -12.2 0.8 8.9 120 underpriced
Trenton, NJ 8.2 0.9 16.4 71 balanced
Tucson, AZ 14.8 0.9 13.9 48 highly overpriced balanced
Tulsa, OK -9.5 1.5 15.6 91 balanced underpriced
Vallejo, CA 63.3 -1.4 18.7 11 highly overpriced overpriced
Virginia Beach, VA -2.6 0.7 6.9 90 balanced underpriced
Visalia, CA 30.6 -0.5 12.0 18 highly overpriced
Warren, MI 5.3 -0.0 5.0 63 overpriced balanced
Washington, DC 37.6 -0.6 10.7 2 highly overpriced overpriced
West Palm Beach, FL 32.6 -17.9 14.2 5 highly overpriced overpriced
Wichita, KS -20.6 3.2 21.1 131 underpriced
Wilmington, DE 12.0 0.2 4.7 22 highly overpriced balanced underpriced
Winston, NC -6.1 0.0 4.3 129 underpriced balanced
Worcester, MA 37.5 0.5 18.0 41 highly overpriced overpriced
York, PA -16.1 0.7 12.3 149 highly underpriced underpriced
Youngstown, OH -16.8 1.5 12.7 125 underpriced

Notes:
Highly overpriced indicates that the current house price is more than 2 standard deviations above its historical relationship with the equilibrium price.
Overpriced indicates that the current market house price is between 1 and 2 standard deviations above its historical relationship with the equilibrium price.
Balanced indicates that the current market house price is between -1 and 1 standard deviations around its historical relationship with the equilibrium price.
Underpriced indicates that the current market house price is between 1 and 2 standard deviations below its historical relationship with the equilibrium price.
Highly underpriced indicates that the current market house price is more than 2 standard deviations below its historical relationship with the equilibrium price.
Changes in Balance lists the balance indicator reading from previous Single-family Housing Monitor reports if it differs from the current reading. 
NA appears when the metro area was not covered in the previous reports.
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Excess Supply Trend of Excess Supply
Months Index Q/Q Change Y/Y Change

Akron, OH 6.9 11 no change up
Albany, NY 2.8 25 no change down
Albuquerque, NM 3.3 23 no change down
Allentown, PA -1.2 63 no change no change
Asheville, NC 1.8 33 no change no change
Atlanta, GA 2.8 25 no change no change
Augusta, GA 4.8 16 no change no change
Austin, TX -0.0 50 up up
Bakersfield, CA -1.2 63 down down
Baltimore, MD -1.3 64 no change up
Baton Rouge, LA 3.3 23 no change down
Beaumont, TX -0.7 58 up up
Bethesda, MD -2.3 76 up up
Birmingham, AL 7.2 10 no change no change
Boise City, ID 4.8 16 no change down
Boston, MA 11.9 6 no change down
Bridgeport, CT -0.3 53 no change down
Brownsville, TX 0.7 43 no change down
Buffalo, NY 23.6 2 no change no change
Cambridge, MA 12.4 5 no change no change
Camden, NJ -1.7 69 no change no change
Canton, OH 6.4 12 no change no change
Cape Coral, FL 0.3 47 no change down
Charleston, SC 3.9 20 no change no change
Charlotte, NC 2.8 25 no change no change
Chattanooga, TN 10.3 7 no change no change
Chicago, IL 1.7 33 no change no change
Cincinnati, OH 6.6 11 no change no change
Cleveland, OH 15.2 4 no change no change
Colorado Springs, CO 6.0 12 no change no change
Columbia, SC 5.6 14 no change no change
Columbus, OH 5.8 13 no change no change
Corpus Christi, TX 2.4 28 no change down
Dallas, TX 0.4 46 no change no change
Davenport, IA 5.5 14 no change no change
Dayton, OH 12.9 5 no change no change
Deltona, FL -0.1 51 no change no change
Denver, CO 4.6 16 no change up
Des Moines, IA 3.2 23 no change down
Detroit, MI 8.8 9 no change no change
Durham, NC 5.9 13 no change no change
Edison, NJ -1.3 65 no change down
El Paso, TX 1.1 39 no change up
Essex County, MA 5.2 14 no change down
Fayetteville, AR -1.0 61 no change down
Flint, MI 8.9 8 no change no change
Fort Lauderdale, FL -5.0 95 no change up
Fort Wayne, IN 3.8 20 no change no change
Fort Worth, TX -0.3 54 no change down
Fresno, CA -1.6 68 no change down
Gary, IN 2.3 29 no change no change
Grand Rapids, MI 1.7 34 no change no change
Greensboro, NC 9.6 8 no change no change
Greenville, SC 3.0 24 no change no change
Harrisburg, PA 4.7 16 no change no change
Hartford, CT 1.1 39 down down
Honolulu, HI 0.2 48 no change down
Houston, TX 2.4 28 no change down
Indianapolis, IN 5.1 15 no change no change
Jackson, MS 5.9 13 no change no change
Jacksonville, FL 2.4 28 no change down
Kansas City, MO 4.7 16 no change no change
Knoxville, TN 1.2 38 no change no change
Lake County, IL 0.5 45 no change down
Lakeland, FL 1.4 36 down down
Lancaster, PA 2.2 29 no change no change
Lansing, MI 8.9 8 no change no change
Las Vegas, NV 0.9 41 no change no change
Lexington, KY 2.2 29 no change up
Little Rock, AR 0.9 41 no change no change
Los Angeles, CA -5.9 97 no change no change
Louisville, KY 4.2 18 no change up
Madison, WI 3.6 21 no change no change
Manchester, NH 6.9 11 no change down
McAllen, TX 1.6 34 no change down
Memphis, TN 2.7 26 no change up
Miami, FL 1.0 39 down down
Milwaukee, WI 7.9 10 no change no change
Minneapolis, MN 5.4 14 no change no change
Mobile, AL 5.0 15 no change up
Modesto, CA 1.2 38 no change down
Nashville, TN 2.0 31 no change no change

Table 3:  Supply Balance Indicator
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Supply Balance Indicator (Continued)

Excess Supply Trend of Excess Supply
Months Index Q/Q Change Y/Y Change

Nassau, NY -0.9 60 no change down
New Haven, CT -2.9 82 no change down
New Orleans, LA 9.1 8 no change no change
New York, NY 7.0 11 no change down
Newark, NJ -0.3 53 no change down
Oakland, CA 10.0 7 no change no change
Ogden, UT 3.8 20 no change no change
Oklahoma City, OK 5.8 13 no change down
Omaha, NE 2.6 27 no change down
Orlando, FL 0.8 42 no change down
Oxnard, CA -2.5 78 no change up
Palm Bay, FL 1.2 38 no change no change
Pensacola, FL 2.0 31 no change down
Peoria, IL 7.0 11 no change no change
Philadelphia, PA 3.5 22 no change up
Phoenix, AZ 1.2 37 no change down
Pittsburgh, PA 18.7 3 no change no change
Portland, ME 1.2 37 up no change
Portland, OR 1.4 36 no change no change
Poughkeepsie, NY -2.4 77 no change no change
Providence, RI 0.6 44 down down
Provo, UT 7.2 10 no change no change
Raleigh, NC 0.9 41 no change no change
Reading, PA -1.3 64 no change no change
Reno, NV 1.5 35 no change no change
Richmond, VA 1.3 37 no change no change
Riverside, CA -2.0 73 no change down
Rochester, NY 11.4 6 no change no change
Rockingham County, NH 4.9 16 no change down
Sacramento, CA 1.6 34 no change down
Salem, OR -0.7 57 no change down
Salinas, CA 0.6 43 up up
Salt Lake City, UT 3.3 22 no change no change
San Antonio, TX -1.4 66 no change no change
San Diego, CA 5.0 15 no change down
San Francisco, CA 15.9 4 no change no change
San Jose, CA 4.5 17 up up
Santa Ana, CA -2.8 81 no change up
Santa Barbara, CA 8.7 9 no change up
Santa Rosa, CA 2.6 27 up up
Sarasota, FL 0.6 44 no change down
Scranton, PA 26.8 2 no change no change
Seattle, WA 4.1 18 up up
Shreveport, LA 10.9 6 no change no change
Spokane, WA 1.5 35 no change no change
Springfield, MA 7.3 10 no change down
Springfield, MO 2.8 26 no change down
St. Louis, MO 5.4 14 no change no change
Stockton, CA 0.6 44 no change down
Syracuse, NY 11.8 6 no change no change
Tacoma, WA 3.9 19 no change no change
Tampa, FL -0.4 55 no change down
Toledo, OH 18.1 3 no change no change
Trenton, NJ -3.6 88 no change up
Tucson, AZ 1.2 38 no change no change
Tulsa, OK 7.5 10 no change no change
Vallejo, CA 12.1 5 no change no change
Virginia Beach, VA -0.9 60 no change no change
Visalia, CA -2.7 80 no change down
Warren, MI 2.7 26 no change no change
Washington, DC -0.7 58 no change no change
West Palm Beach, FL -1.1 62 no change down
Wichita, KS 4.0 19 no change down
Wilmington, DE -0.3 53 no change no change
Winston, NC 5.0 15 no change no change
Worcester, MA 4.9 16 down down
York, PA 1.0 40 no change no change
Youngstown, OH 24.3 2 no change no change

Notes:
Excess Supply equals supply less demand.
Single-family housing supply is defined as the three-year annual average of single-family completions.
Single-family housing demand is defined as the three-year annual average of single-family household formations 
plus estimated obsolescence plus vacation and second home demand.
Months of Excess Supply equals the level of excess supply divided by annual demand.
Index of Excess Supply is a value from 0 to 100 indicating the current excess supply condition relative 
to conditions over the past ten years in all metros.  
A value of 0 is extreme excess supply and a value of 100 is extreme excess demand.
Trend of Excess Supply.
“Up” means Index of excess supply has risen 5 or more points in last four quarters.
“Down” means Index of excess supply has fallen 5 or more points in last four quarters.
“No Change”  Otherwise.
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Housing Supply/Demand Monitor

The development of the single-family housing 
supply/demand monitor involves three broad 
steps, including (1) estimating the supply and 
demand for single-family housing, (2) measur-
ing the long-term balance between housing 
supply and demand, and (3) constructing 
an index to quickly summarize the relation-
ship between housing supply and demand. 

Supply of Single-Family Houses

The supply of new houses is defined as single-
family completions. Completions are read-
ily available for the nation, but they are not 
available for regions.  The number of permits 
issued is available for regions, which are then 
used to estimate housing starts and then 
completions.  Housing starts are estimated 
from permits by applying the distribution of 
lag times between permit issuance and the 
start of construction, available by Census 
region. The national average lag-time between 
the construction start and completion for 
single-family homes is then utilized to arrive 
at the estimate of completions by region.

Demand for Single-Family Houses

There are three components to the demand 
for new homes: net single-family household 
formation, estimated obsolescence of exist-
ing housing stock and building for the vaca-
tion or second-home market.  

Single-family household formations are de-
fined as the increase in households residing in 
single-family homes.  Nationally, total house-
holds have increased to an average of 1.10 
million households per year over the past 
three years.  Over the same period, Moody’s 
Economy.com estimates single-family living 
has grown an average of 888,000 households 
per year.  

Estimates of total households are available at 
the national level from the Bureau of Census 

on a monthly basis, and for states on an an-
nual basis.   Total net households at the met-
ropolitan and county level are available from 
the Census Bureau for decennial years only.  
Moody’s Economy.com estimates more recent 
household levels by projecting the headship 
rate, people per household, and applying to 
them to annual Census Bureau population 
estimates. The household data reflect popula-
tion data for 2004 for states and metro areas.  

Data on the number of households resid-
ing in single-family homes are available 
for decennial years only.  To estimate and 
project more recent levels of single-family 
living, a regression model was constructed 
identifying the factors influencing the 
choice between multifamily and single-
family residences.8 

The share of households that reside in 
single-family homes is determined by: (1) 
the proportion of the population in prime 
homeowner years, ages 30 to 64 and 
half of those over 65; (2) employment 
growth relative to its three-year trend; (3) 
mortgage rates; (4) house price growth; 
(5) the proportion of recent population 
growth accounted for by international 
immigration; and (6) the median house-
hold income of domestic in-migrants rela-
tive to median income of all households.  
Ordinary least squares regression using 
1990 Census data at the state level was 
used to derive the relationship between 
the share of households that reside in 
single-family homes and these factors.  
Regression results are shown in the chart 
below (T-statistics are in parentheses).

The equation outlined above is utilized 
to construct initial estimates of single-
family and multifamily residents. When 
homeownership rates are available from 
the Census Bureau’s Annual Housing 

Appendix C:  Methodologies

Propensity to Reside in Single-Family Homes 

Percent of households residing in Single-Family Homes =  

 Constant
 + 0.9 * Percent Share of the Population in Prime Homeowner years, 
  (4.6)Ages 30 to 64 and half of those over 65. 

 + 0.02 * Employment Growth, 
  (1.8)Year-over-year growth in employment relative to three-year trend. 

 -  0.6 * Mortgage Rate, 
  (31.3)Year-to-year difference in FHFB Composite rate. 

 -  0.01 * House Price Growth,
  (2.8)Year-over-year growth of NAR Median Existing Home Sales Price. 

 -  0.06 * Immigration Impact, Percent of Five-year Population Growth 
  (2.0)derived from International  Immigration. 

 + 0.5 * Relative Income Index for Domestic In-Migrants
   (4.3) 

R-squared = 0.676

8 The smallest sector of most regional housing markets, mo-
bile homes, is also the most volatile and fastest-growing in 
many areas.  Thus, this portion of housing demand is esti-
mated first and deducted from total households before the 
single-family vs. multifamily tenure choice model is applied.
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Survey, the historical estimates are ad-
justed to coincide with the reported rate 
of homeownership.  Information from 
the 2000 Census is incorporated by 
calculating the 2000 demand applying 
the ratio of estimated demand to actual 
single-family and multifamily residents 
in 1990 to actual residents in 2000. Ap-
plying the equation to the household 
forecast from Moody’s Economy.com’s 
regional economic model then derives 
projections of single-family demand.

The obsolescence rates are the most dif-
ficult component of housing demand to 
calculate, since very few real data exist. 
We assume a fixed obsolescence rate 
for most geographies. The base data for 
our calculation of obsolescence rates are 
Year Stock Built data from the Decen-
nial Census. We use our own housing 
completions estimates, and combine 
it with Years Stock Built data from the 
Decennial Census to come up with es-
timates of obsolescence for the 1980s 
and 1990s. This is then averaged out 
to determine the obsolescence rate for 
the region. The annual obsolescence 
rate is constrained to a band, currently 
between 0.9% to 1.5%.  The national 
obsolescence rate is estimated to be 
0.3% of the existing single-family stock 
per year.  At this rate, obsolescence ac-
counts for approximately 300,000 units 
of new housing demand per year.

The smallest component of demand in 
most regions is the estimate of vacation 
and second home building.  Since there 
are no direct data measuring second 
home demand and it is a relatively small 
proportion of most metropolitan area 
housing markets, Moody’s Economy.
com has assumed long-term balance 
in the second home market and thus 
equated supply with demand.  Vacation 
and second home building is defined as 
the proportion of observed completions 
necessary to maintain a constant share of 
second homes within the existing stock of 
homes.  The share of vacation and second 
homes within the existing stock is obtain-
able from the 1990 and 2000 Census of 
Housing.  In the second quarter 2005 up-
date, we allow the share to vary by metro 
area.  Previously, the share varied by state.  

Index of Single-Family Housing 
Market Tightness

To construct an index of housing market 
tightness, the level of excess supply in the 
market is first defined as the three-year 
moving average of supply less the three-
year moving average of demand, both as 
defined above.  

A three-year period was chosen to mea-
sure the long-term average since it ap-
proximates double the response time of 
developers.  On average, there is a seven to 
eight month lag between permit authoriza-
tion and completion of new housing.  As-
suming several months’ additional time for 
zoning approval, financial arrangements, 
and other parts of the development pro-
cess, the minimum response time for resi-
dential developers who perceive a buildup 
of excess demand or supply is one to one 
and one-half years.  Thus, a complete 
building cycle, encompassing the accumu-
lation of pent-up demand and builder’s 
response, will require at least three years 
in even the most responsive markets.

To account for the different size of each 
metropolitan area market, the level of ex-
cess supply is divided by average annual 
demand (times 12) to obtain months of 
excess supply in the market, similar to 
an inventory-to-sales ratio.  Note, how-
ever, in markets where demand exceeds 
supply, a negative “excess supply” value 
will be obtained, which indicates excess 
demand in that particular market.  

To obtain an index that provides an indica-
tion of relative tightness, months of excess 
supply are ranked according to their posi-
tion within the values of excess supply 
experienced by all markets over the past 
17 years9.  The index is ordered such that 
a value of 1 indicates the most extreme 
degree of excess supply of any major met-
ropolitan area market in the past ten years, 
while a value of 100 indicates the most 
extreme degree of excess demand.  If the 
index value for the San Jose single-family 
market in the fourth quarter of 2002 is 
12, then the model projects a degree of 

excess demand that equals or exceeds 12% 
of the conditions that existed between 
1987 and 2004 in all 150 metro areas. 

House Price Bubble Index

Similar to the pricing for other goods and 
services, house prices are determined by 
the demand and supply of housing.  Pri-
mary determinants of demand include 
housing affordability, the opportunity 
cost or user cost of owning a home, and 
demographic trends.  The extent to which 
builders supply new homes depends 
on the selling price of a house and the 
costs of new construction.  The house 
price that equates housing demand 
and supply is the equilibrium price.

Unlike demand and supply for most 
goods and services, however, the supply 
of housing is effectively fixed in the short 
run. Since builders cannot immediately 
respond to changes in demand, changes 
in house price in the short run are deter-
mined by changes in demand.  The short-
run equilibrium or market price will thus 
not necessarily be the same as the long-run 
equilibrium price once builders have a 
chance to adjust to changing demand.  

When quickly falling mortgage rates sig-
nificantly lift housing demand, for example, 
observed market prices could be at least 
temporarily higher than that which would be 
consistent with the underlying long-run fun-
damentals.  This is defined as an overpriced 
housing market.  While not the same as a 
speculative bubble, since prices are grounded 
in economic realities, such an environment 
can readily engender a bubble.  Homebuy-
ers’ expectations regarding future house price 
gains can become inflated, and housing de-
mand becomes infected by overly optimistic 
expectations regarding future house price 
gains.  These optimistic expectations induce 
households to become more aggressive in 
their buying, willing to pay ever higher prices 
thinking that there is another ready and will-
ing buyer who will pay an even higher price.

Bubbles have historically been evident in the 
markets along the coasts.  Builders in these 
areas are especially constrained in responding 
to changes in demand by a combination of 

9 Currently the distribution encompasses data between 1987 
and 2004.  This represents about six full housing cycles.
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geography, density of existing residential de-
velopment, restrictive zoning, high permitting 
costs, and the high costs of construction labor.  
It could take several years to get a develop-
ment constructed from beginning to end in 
many markets in California, for example. 

Bubbles ultimately always deflate, but 
just how they deflate does vary.  If hous-
ing demand quickly declines for whatever 
reason, then the bubble will likely pop, 
and prices decline rapidly.  If markets are 
experiencing severe housing shortages, 
however, characterized by low vacancy 
rates and doubling-up by households, then 
prices may never decline, but grow slowly 
over an extended period of time.

While it is difficult to determine whether 
or not the currently robust housing de-
mand and quickly rising prices are result-
ing in the development of speculative 
bubbles, it is useful to identify overpriced 
markets.  These are the markets most 
likely to be infected by a bubble, and even 
absent a bubble, under certain circum-
stances, the adjustment of supply to meet 
demand in an overpriced market could still 
result in falling house prices.  

To help identify markets at risk of expe-
riencing significant house price declines, 
current market prices are compared to the 
equilibrium house price that is consistent 
with underlying demand and supply funda-
mentals.  Markets in which current market 
prices are well above their equilibrium price 
are deemed to be overpriced.  The equilib-
rium house price is estimated from a model 
of housing supply and demand.  This report 
uses estimates of the median existing price 
based on the NAR quarterly price data 
through the second quarter of 2005.  With 
the second quarter data, the NAR is now 
reporting under the new OMB metro area 
definitions. This report encompasses the 150 
largest metro areas ranked by population.  
Where NAR does not report data, Moody’s 
Economy.com constructs estimates for the 
median price based on housing data by Cen-
sus Region, county level price data from the 
Decennial Census and quarterly house price 
data from OFHEO.  

In the model used to determine the equi-
librium house price, housing demand is 

determined by household income, the 
price of a house, and the user cost of 
housing.  As income rises, so should a 
household’s ability and desire to purchase 
a home.  The higher the price of a home, 
the lower the demand.  The user cost of 
housing represents the costs of homeown-
ership, which includes, but is not limited 
to, the cost of mortgage credit and the ex-
pected future price of housing.  The higher 
the user cost, the weaker the demand for 
a home purchase. The price and demand 
variables come from the NAR.10  Income 
is measured by the metro area’s per capita 
real disposable personal income.  The user 
cost of housing consists of the 30-year 
fixed mortgage rate from Freddie Mac, ad-
justed by the marginal tax rate and less the 
expected future price of housing.  Expecta-
tions are proxied by a four-quarter trailing 
moving average of median existing house 
price growth in the metro area. The greater 
the expected return on housing, the lower 
the user cost.

The supply of housing is determined by 
the costs of construction for the builder, 
the price of a house, and a measure of 
excess housing supply.  The higher con-
struction costs, the lower the quantity 
supplied of housing.  The higher the price 
of a house, the higher the number of units 
builders will supply.  Construction costs 
consist of the sum of land costs and other 

building costs.  Land costs are proxied by 
real GDP per land area, since the value 
of land is related to the productivity of 
land.  Other building costs are measured 
by a local implicit deflator for fixed resi-
dential construction.  The local deflator is 
calculated using the national deflator and 
national and local construction wages per 
construction employee.

With the inclusion of the index excess sup-
ply measure in the supply equation, this 
model also attempts to capture the devel-
opers’ lagged adjustment process.  The 
measure is a long-term indicator of balance 
between the supply and demand of single-
family housing units.  It essentially mea-
sures the gap between the change in stock 
of single-family homes and the household 
demand for single-family homes and aver-
ages this measure over three years.  The 
lower this measure, the more oversupplied 
the market relative to demand.  

The following example illustrates how 
the measure of excess supply fits into the 
model.  If demand shifts upward sudden-
ly, then builders typically cannot meet the 
demand quickly.  If this condition persists 
for several years, then excess demand will 
build up in the market and builders will 
step up their construction efforts beyond 
what they would have if the markets had 
cleared perfectly to begin with.  Thus, the 
greater the buildup of excess demand, 
the higher the measure, the greater the 
current quantity supplied.  Because of 

10 Moody’s Economy.com has seasonally adjusted the data, as 
well as infilled data where missing.

   

Series Coefficient t-statistic

Costs of construction 0.08 5.18
Real per capita personal income 2.45 22.66
User costs of housing -1.22 -57.42
Index of excess supply 0.10 17.35

Adjusted R-squared 0.899

Date range 1987Q1 to 2005Q2
Dependent variable is the NAR median existing house price deflated by the metro area 
CPIU ex-shelter
150 cross sections used
Pooled least squares regression with fixed effects
Sources: Moody’s Economy.com, BEA, NAR, BOC

Table 1:  Explaining Real House Prices
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the way the excess supply measure is con-
structed, it will have a positive sign in the 
supply equation.   

Solving the supply and demand equations 
nets an equilibrium price equation that 
depends positively on construction costs, 
income and the excess supply measure.  
Price depends negatively on the user cost 
of housing.  The results of applying this 
model to updated empirical data that run 

through the second quarter of 2005 in a 
pooled time series regression with fixed 
effects are below.  

The house price balance indicator takes 
the regression equation to be the equi-
librium price equation.  If the difference 
between NAR house price and the equi-
librium price over the past year is more 
than two standard deviations above its 
historical difference, then the market is 

highly overpriced.  If it is between one 
and two standard deviations above aver-
age, then it is overpriced.  In a balanced 
market, the difference is between one 
standard deviation above and one below 
its historical average.  An underpriced 
market has a difference between one and 
two standard deviations below average.  
Where the difference is below two stan-
dard deviations, the market is consid-
ered to be highly underpriced.
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