
Charts of the Month: Understanding the Dynamics of Today’s Housing Market 

Much has been written recently about the “death” of Housing Boom 2.0 which began in 2012, about 5 

years after the end of Housing Boom 1.0.  In fact, more has been written about its demise than about its 

development over the last 6+ years.  To understand Housing Boom 2.0, one must consider that it has 

been driven by two punchbowls—one monetary and the other leverage. With diminished monetary 

easing, the housing market has become even more reliant on housing agency-provided leverage.  Since, 

by policy, the leverage punch bowl is largely reserved for first-time buyers, the entry-level price tiers are 

most effected, leaving them susceptible to unsustainable increases in home prices.   

Our analysis shows a bifurcation of market conditions based on geography, home price tiers*, quality 

trade-offs, month’s inventory, and access to leverage.  This is the result of supply and demand 

responding to access to the punch bowls featuring low interest rates or high leverage.   

 On a constant-quality basis and market price basis, prices of low and low-medium priced homes 

have increased much faster than medium-high and high priced homes (left and center panels in 

the chart below).   

 The difference in constant-quality and market price trends is explained by a quality shift.  

Quality adjustments on low and low-medium priced homes are much smaller than for medium-

high and high priced homes (right panel below).  This is likely the result of widely available 

leverage in the lower tiers that is helping borrowers offset constant quality price increases, 

thereby obviating the need to take much of a reduction in quality when purchasing their homes.  

At the other end of the price spectrum, high end buyers are making quality adjustments that 

nearly offset all of the increase in constant quality prices (right panel chart in the charts below). 

 
 

* Price tiers are based on price points that are defined by the availability of leverage to borrowers.  Because these 

tiers vary by the availability of access to the leverage punch bowl, there are differences in supply and demand. 

The impact of the varying level of quality adjustments is demonstrated by the next chart.   



 The leverage punch bowl, primarily available to the low- and low-medium price tiers both with 

high percentages of first-time buyers (top two panels), keeps demand high and quality trade-

offs low, notwithstanding burgeoning constant quality house prices and rising rates.  As a result, 

virtually all 100 metros for both price tiers continue to be strong seller’s markets. 

 Limited access to the leverage punch bowl makes it harder for buyers in the medium-high price 

tier (predominantly repeat buyers) to offset higher home prices and interest rates.  As a result, 

while 95 of 100 metros are seller’s markets, many are just moderately so and five are buyer’s 

markets. 

 Minimal access to the leverage punch bowl makes difficult for buyers in high price tier (almost 

exclusively repeat buyers) to offset higher home prices and interest rates.  As noted earlier, 

these buyers have been using quality trade-offs to offset rising constant quality home prices. As 

a result, 40 of 100 metros are buyer’s markets, while many others are just moderate seller’s 

markets. 

 

 

 

 



The final chart shows that in 2018:Q3, while home sales overall were little changed, they started to 

decrease significantly in the largest 50 markets, held steady in mid-size markets (top 51-100), and 

expanded significantly in smaller metros/more rural areas (these last two groups accounted for 45% of 

homes sales).  

This indicates a further bifurcation of the market which may be generally explained as follows: 

 For the largest 50 markets representing 55% of sales:  

o Higher prices combined with higher rates relative to an owner’s current rate, and the 

tendency of buyers of higher priced homes to make downward quality offsets lead some 

borrowers to stay in their current home, thereby reducing demand, particularly for 

higher priced markets and price tiers. 

o For the same reasons, remodeling becomes a more attractive alternative than moving. 

o Finally, these downward quality adjustments at the high end push demand downward 

to somewhat lower priced homes.  However, there is a limit to this effect as many 

potential buyers would not reduce quality to such an extent that the new home does 

not result in a sufficient increase in quality, unless they decide to increase quality by 

moving to a lower cost metro. 

o Down-sizing buyers have a similar effect of pushing high-end demand downward. 

 For the rest of the markets representing 45% of sales, greater housing affordability and 

transferees from higher cost areas are keeping demand high and purchases  growing. 

 

 
 

Housing Boom 2.0, now into its 7th year, continues, particularly in smaller, less expensive markets and 

for entry-level price points (the low- and low-median price tiers). 


