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The Housing Market: 
Another Bubble?
 
During my elementary school years, it was popular for science 
classes to maintain an ant farm, which is a plexiglass structure 
that provides the opportunity to observe the behavior of an 
ant colony. The pandemic has been somewhat analogous to a 
science experiment in that many of us watched from isolation 
as a set of fascinating and unprecedented social, economic, and 
political developments unfolded. I am happy to allow others to 
comment on social and health issues and will therefore confine 
my discussion to the business and economic arena. Just to name 
a few, many businesses were devastated while others thrived. 
The nature of work changed, perhaps in a permanent way. 
Many people are rethinking where and how they live and are 
reordering their priorities. Both of these raise many questions 
regarding the future of cities, office real estate investment, the 
working environment at many corporations, and the outlook for 
the businesses that support them. 
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Changing consumer tastes helped create new businesses, such as the 
provision of pre-made meals. Lockdowns increased the demand for 
many products, including wine and spirits, and resulted in surges in the 
purchase of home athletic equipment and the construction of pools. 
There are shortages of some consumer goods as well, as key industrial 
components, such as computer chips, causing many to question the 
wisdom of global manufacturing and supply chains. And following a 
brief crash, financial markets soared with some associated behavior 
that could be characterized as speculative. This is just a sampling of 
pandemic phenomena and the key point is that none of this could have 
been reasonably anticipated.

Perhaps the most interesting of all of these trends is the incredible burst 
of activity in the housing market that has seen dramatic price increases 
and frantic behavior on the part of prospective buyers. By the way, a 
similar phenomenon is occurring in many countries around the world. I 
provide a snapshot of the U.S. housing market and discuss many of the 
factors influencing the frenzy. I also want to consider some of the societal 
implications of the boom and finish with a few thoughts on whether there 
really is a bubble in housing as has been suggested by some pundits.

Housing Market Gone Berserk?
Both the mainstream and financial media are replete with stories of 
disappointed buyers and the frustrating efforts of first timers to break 
into the housing market. The Wall Street Journal chronicled the woes of 
a couple in Pennsylvania who made twenty cash offers above the listing 
price only to be outbid in every instance. A May 2021 article in The New 
York Times discussed a housing development in California that was 
conducting a lottery in which the winners were offered the opportunity 
to purchase a new home under construction. Vox.com reports that the 
sales price of more than one-half of homes sold this year exceeds the 
asking price, and the same article indicated that two-thirds of the people 
who purchased a home in 2020 did so sight-unseen. Some buyers are 
foregoing inspections and there are many reports of no-contingency cash 
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According to the S&P Corelogic Case Shiller Index, prices rose 14.6% over the past twelve months. This 
acceleration in prices is highlighted by the fact that the median price in June of 2020 was 5.1% above 
the June 2019 level. 

While every state has enjoyed overall increases in home prices, Bankrate maintains an index of the 
underlying factors that drive property values including job growth, unemployment, the tax burden, 
and delinquent mortgages. Based on this analysis, they expect that the weakest housing markets will 
be located in Illinois, New York, Washington D.C, and Louisiana. 

How does the current situation compare with the housing boom of 2000 through 2006?     The five years 
prior to the peak in 2006 were characterized by 10% annual growth in prices. When the bubble burst, 
prices fell more than 27% and did not reach previous levels until 2017. Today, the national average 
price is about 30% above the 2006 peak. For longer term perspective, housing prices increased at an 
average annual rate of 5% over the past fifty years. 

Most people are understandably interested in the value of their own home as opposed to national 
averages, so here are some statistics for the markets in which we maintain offices. One note of caution: 
there is considerable variation in the data reported by various organizations, such as the National 

offers. Finally, some open houses create traffic jams that require the assistance of police to maintain 
some semblance of order. 

How has all of this activity impacted prices?
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Association of Realtors, Realtor.com, and Redfin.com. So these statistics should be viewed as providing 
an order of magnitude rather than precise figures.

There is a large number of commonalities, which is not really surprising given the increasing popularity 
of what were formerly known as second-tier cities in the South. Prices have risen between 15% and 
20% over the past year, which moderately exceeds the national average. Demand is quite strong as 
demonstrated by days on the market of twenty to forty. Sales prices are generally in line with list prices. 
And most importantly, the inventory of homes for sale has plunged, declining 55% to 70%. 

Consistent with our local markets, the following chart indicates that the national monthly supply 
(based on the current level of sales) is near a twenty-year low. Another sign of strong demand  is the 
fact that the average time on the market is currently 17 days nationally, which is an all-time low and 
32 days shorter than at the same time last year. 

In summary, it is much too early to make definitive judgments regarding the magnitude and duration 
of the current boom. Existing home sales fell for the fourth straight month in May, which could suggest 
that high prices are beginning to dampen enthusiasm on the part of buyers. The low inventory of homes 
depicted in the previous chart may also be a factor. However, the overall strength in housing leads me to 
believe that this four-month decline in sales could well be a temporary blip that is followed by renewed 
growth. The next section details a number of financial and demographic factors that support my position.

HOUSING STATISTICS - DIVERSIFIED TRUST COMPANY OFFICE LOCATIONS
Median Sales 

Price YOY Change Days on  
Market

Homes  
for Sale

Sales Price/ 
List Price

Atlanta $405,000 17% 21 -55% -5%

Greensboro $221,500 15% 41 -58% 1%

Memphis $192,000 19% 25 -60% 6%

Nashville $415,000 17% 31 -71% 1%
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What Is Behind the Hot Housing Market?
As is the case with most economic trends, the strength in housing defies 
simple sound-bite explanations that dominate the headlines. Several 
sources of demand have been well-documented in the mainstream 
media: at least a temporary exodus from urban areas to suburbs and 
exurbs, work from home, which seems likely to be a permanent change 
in the modus operandi for a portion of the workforce, and strong demand 
for second homes. Another obvious stimulant is the fact that mortgage 
interest rates are at or near all-time lows. The remaining factors are less 
obvious and have not generated the same level of coverage.

First, the Millennial generation was particularly hard-hit by the Great 
Financial Crisis, forcing many to return to their parents’ homes. This 
resulted in a significant decline in household formation, which is a 
key driver of the demand for housing. That trend is now reversing as 
Millennials became the largest generation in 2020. They are getting 
married, starting families, and slowly rebuilding their finances, which 
naturally leads to home ownership. In fact, this generation now accounts 
for 37% of all home purchases. So there is a very strong demographic 
impetus to home ownership. 

A second factor relates to consumer finances. While a portion of the 
population remains in a very precarious financial state due to the 
pandemic, a large swath has actually prospered. During the five years 
preceding the onset of Covid-19, the personal savings rate hovered 
around 7.5%, whereas it has averaged 18.3% since March of 2020. 
Partially as a result of various government stimulus packages, disposable 
personal income has grown by almost 14% during the same period. 
Combining these two trends, many individuals are flush with cash. 
Additionally, with very low interest rates, debt service payments as 
a percentage of income have fallen from 12.5% in the early 2000s to 
roughly 9% today. Finally, those who owned either financial assets or 
homes have benefited from material appreciation. With regard to home 
ownership, there was $10 trillion in home equity in 2007 but more than 
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$9 trillion in mortgage debt. Today, home equity of $21 trillion is more than double mortgage debt 
of $10 trillion. The bottom line is that many potential buyers are in excellent financial shape.

A very important factor that has not generated much discussion is the fact that the supply of homes 
is very constrained.

As depicted in this chart, housing starts declined 79% as the bubble burst in 2006. Despite the recent 
recovery, they remain about 30% below the peak level. When combined with strong demand, this lack 
of new construction results in the relatively modest supply of homes that is depicted in the previous 
chart. The reasons for the comparatively low level of housing starts are the subject of considerable 
debate. Many builders have understandably been reluctant to take on much risk having suffered 
through the Great Financial Crisis, although that will likely change if strong demand and low interest 
rates persist. Some point the finger at municipalities that have actively limited new development. 
A third hindrance is the lack of affordable and available land in many suburban areas. And a very 
recent issue has been shortages of appliances and other durable goods, as well as the surge in the 
price of materials such as lumber.

A final source of demand is the purchase of single family homes by large corporate buyers. Historically, 
many individual investors owned one or a small number of homes, which were rented out in order 
to generate current income and potential appreciation. In fact, individuals still own about 88% of all 
single-family homes for rent. (SFR) However, private equity firms, private REITs, and publicly-traded 
REITs, such as Invitation Homes and American Homes 4 Rent are now large purchasers of existing 
single-family homes and some of these organizations also develop new properties. The two publicly-
traded REITs own a total of 135,000 homes, primarily in Sunbelt states. One indication of their impact 
on the housing market is Invitation Home’s announced goal of purchasing $1 billion in new properties 
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during 2021. Institutional SFR ownership is somewhat controversial. On the one hand, SFRs provide a 
number of attractive benefits to consumers:

• They provide families with more space and amenities than typically found in urban apartments

• SFR rents are generally moderate and affordable

• They provide families with flexibility as compared to the long-term commitment of home 
ownership

• They allow families to enjoy the benefits of a home, while accumulating funds for eventual 
purchase

The controversy stems from the belief that these companies are bidding up prices and crowding out 
individual buyers. Moreover, there have been suggestions of collusion between real estate agents and 
SFR companies in which they get first looks at homes that never actually reach the market. A final 
allegation is that some predatory purchasers are using high-pressure tactics to convince uninformed 
homeowners to sell at below-market prices. For whatever it is worth, my own point of view is that 
institutionally owned SFRs have a very legitimate role in the overall housing market but there is no 
doubt that they add to already robust demand.

To summarize, limited supply, substantial demand induced by demographics, and strong consumer 
finances suggest a favorable outlook for home ownership, which represents 78% of the net worth of 
the average American family.

Societal Issues
Many, if not most, economic trends result in winners and losers and the boom in housing is no exception. 
The winners include existing homeowners and those businesses associated with housing such as real 
estate agents, lenders, builders, developers and durable goods manufacturers. The primary losers 
are those who are not already owners. First, they have not participated in the price appreciation of 
homes and rising prices make it more difficult for them to get in the game. Second, rising home prices 
frequently stimulate growth in apartment rents. Specifically, Apartment List reports that rents grew 
2.3% in May capping three months of all-time record rent increases. Year after year, apartment rents 
have increased 5.4% nationally. In the aftermath of the 2006 housing crash, banks became much more 
credit conscious, making it difficult for lower income individuals to qualify for mortgages. The median 
FICO score for purchasing a home is 45 points higher today than it was before the crash. All of these 
factors add to many other unfortunate realities exacerbating income and wealth inequality. 

A second concern is that the lack of available and affordable land in many suburbs is forcing development 
into exurbs and rural areas. This trend has several downsides. First is the loss of agricultural and rural 



land. Second, longer distances perpetuate car-centric lifestyles, resulting 
in increased gas consumption, pollution, and unproductive commuting 
time. It will be interesting to see if Millennials once again find urban life 
appealing as the pandemic recedes. 

Is There a Bubble in Housing?
One important characteristic of bubbles is that they are only recognizable 
in hindsight, so the honest answer is that we do not really know. 
However, a review of past bubbles suggests that all of the following 
are generally present:

• Rapid and accelerating price increases (Until the bubble bursts)

• Loose credit standards and the widespread use of leverage

• Mania-like behavior fed by media and popular buzz

Prices have certainly increased in the past year but the time frame is 
relatively short and the curve is not yet exponential; consequently, I 
would classify this requirement a wait and see. Second, there certainly is 
frenzied activity and a great deal of media coverage. However, 65.6% of 
Americans already own a home so the melee seems confined to a portion 
of the population rather than a broad-based mania. 

Most importantly, the current boom is very different from the 2000-
2006 experience in many ways. As discussed above, there are powerful 
demographic forces stimulating the demand for housing, which contrasts 
with the previous period that was dominated by speculative buyers. 
Second, both current owners and many prospective buyers are in excellent 
financial shape. The following chart portrays the credit scores of mortgage 
originations dating back to 2003.
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Important notes  
and dIsclosures

This White Paper is being made 

available for educational purposes only 

and should not be used for any other 

purpose. Certain information contained 

herein concerning economic trends and 

performance is based on or derived from 

information provided by independent 

third-party sources. Diversified Trust 

Company, Inc. believes that the sources 

from which such information has 

been obtained are reliable; however, it 

cannot guarantee the accuracy of such 

information and has not independently 

verified the accuracy or completeness of 

such information or the assumptions on 

which such information is based.

Opinions expressed in these materials 

are current only as of the date appearing 

herein and are subject to change without 

notice. The information herein is 

presented for illustration and discussion 

purposes only and is not intended to be, 

nor should it be construed as, investment 

advice or an offer to sell, or a solicitation 

of an offer to buy securities of any type 

of description. Nothing in these materials 

is intended to be tax or legal advice, and 

clients are urged to consult with their 

own legal advisors in this regard.
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ATLANTA

400 Galleria Parkway, Suite 1400 
 Atlanta, GA 30339

Phone: 770.226.5333

■

GREENSBORO

701 Green Valley Road, Suite 300 
Greensboro, NC 27408

Phone: 336.217.0151

■

MEMPHIS

6075 Poplar Avenue, Suite 850 
 Memphis, TN 38119

Phone: 901.761.7979

■

NASHVILLE

3102 West End Avenue, Suite 600 
 Nashville, TN 37203

Phone: 615.386.7302

Note that the great majority of loans today are associated with FICO 
scores in excess of 760 (Shown in light blue) As a point of reference, the 
average FICO score in the U.S. is 711. 

Average loan-to-value ratios are just under 80%, whereas the boom of the 
early 2000s saw down payments of only 5-10% in some cases. Moreover, I 
have not been able to find any evidence of large numbers of homeowners 
withdrawing accumulated equity for current consumption as was the 
case during the last boom. 

For all of these reasons, I conclude that developments in the housing 
market merit continued scrutiny; however, strong fundamentals of supply 
and demand and widespread financial strength are highly supportive of 
continued market health. Prices may well slow from their current rate of 
ascent and there will certainly be regional differences, but I am hopeful 
that we are not in a bubble that will burst painfully and that the American 
Dream will remain very much intact.

MORTGAGE ORIGINATIONS BY CREDIT SCORE*


