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Seller’s Market Persists in 2014 
 Tight inventory and low mortgage rates support further price 

appreciation, although at a slower pace due to declining affordability. 
 Equity and net worth is up again: housing market confidence is up 

among older homeowners. 
 Home prices are outpacing income growth for first-time homebuyers 

and early-career professionals. 
Our outlook for the housing sector this year is positive, although the dynamics of the 
mortgage market will change substantially. The sector’s fundamentals have improved 
and mortgage lending appears less risky: home prices rose in all 50 states last year, 
delinquency rates have declined sharply, and the pace of foreclosures is slowing. This 
year, a low interest rate environment will support additional home sales and sustain 
new construction activity, but mortgage volume is poised to remain below trend. 

During 2013, home prices rose aggressively at a double digit pace – the best 
performance since the pre-crisis years of 2004-2005. The National Association of 
Realtors’ median sales price averaged nearly $196,000 in 2013 – an 11.5% increase 
over 2012. December’s Core Logic home price index is up 11.0% over the prior year.  
Several key demand and supply factors are behind last year’s rapid price appreciation. 
Homebuyer affordability reached all-time highs during 2H12 through 1H13 as 
mortgage rates fell to historical lows. This high affordability and an improving labor 
market expanded the set of potential homebuyers and investors; however, housing 
inventory remained exceptionally tight and market power shifted to sellers who were 
able to command higher prices. 

 Chart 1  
Core Logic Home Price Indexes and Forecast 
 YoY % Change 

Chart 2

Months’ Supply of Single Family Homes for Sale 

Source: CoreLogic / Haver, BBVA Research Source: National Assoc. of Realtors / Haver 
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Chart 3 

New Residential Private Construction 
(Year-over-Year % Change in Value)  

Chart 4 
Housing Starts, by Type, Thousands of Units, 
SAAR 

 
Source: Census / Haver, BBVA Research Source: Census, BBVA Research / Haver 

During late 2013, initial signs of stabilization in the housing market appeared. 
Declining mortgage rates during the past two years helped to stimulate homebuyer 
demand even as prices rose faster than household incomes; however, during 2H13, 
mortgage rates ticked up sharply and caused affordability to plummet. The 
consequences of lower demand were evident as home price appreciation slowed in 
tandem with the pace of existing home sales and mortgage applications. The net 
impact of these trends was a negative contribution of residential investment to GDP 
growth during 4Q13 - the first quarterly decline during the past three years. 

This recent decline, however, is not a cause for alarm, because the fundamentals that 
drive residential investment are still strong. New construction and residential 
improvement spending continue to increase, and we expect home sales to follow an 
upward trend. The market will continue to favor sellers in 2014, because housing 
inventory will remain tight. But, home price appreciation will slow due to lower 
affordability and fewer eligible potential homebuyers. We project that home prices 
will increase at a relatively slower pace of 8.5% this year. 

Single Family Home Sales to Rise in 2014, While Rental Demand Remains Elevated 
The pace of single-family existing home sales will expand by 4.2% in 2014 to 
reach 4.7 million units and new single-family home sales will rise 13.4% to reach 
approximately 490,000 units. 

In our baseline forecast, GDP will expand by 2.5% and employment will rise by more 
than 2.4 million, and this pick-up of economic activity will help to drive the residential 
market. Lower unemployment and a stronger pace of job creation translate into 
greater consumer confidence and more prospective homebuyers. Furthermore, 
household formation will increase with economic growth because both immigration 
rises and young people move out of their parents’ houses.  

By January 2016, we project that the number of households will increase by 
approximately 2.1 million. Because the homeownership rate is projected to decline 
further, however, the majority of these new households will enter the rental market. 
During the next two years, number of renting households will expand by 1.2 million, 
while the number of owner-occupied homes will rise by approximately 900,000. The 
decline in the homeownership rate is slowing, however, and thus the number of 
owner-occupied homes will actually increase this year for the first time in seven years. 
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Furthermore, burgeoning energy and technology industries spurred hiring and 
housing demand in select regional markets. For example, Texas, Colorado and North 
Dakota housing prices all rose substantially as job growth surged in these states. 
Inventory is exceptionally tight in some of these “hot” housing markets – well below 3 
months at the current sales rate. For example, the Texas A&M Real Estate Center 
estimates that the months’ supply stands at 2.1 in Dallas and 2.7 in Houston. 

Across states, the relationship between state-level job growth and home price 
appreciation was clearly positive last year, and that trend will continue. States with 
favorable employment outlooks will also see some of the largest increases in home 
prices next year as purchase demand will be relatively stronger. Nevertheless, home 
price appreciation will ease in California and Arizona, as the rapid growth in 2013 was 
due largely to a rebound from the low prices reached during the height of the housing 
crisis. Florida’s price appreciation looks to strengthen in 2014 as the inventory of 
foreclosed homes declines, and investor demand remains elevated.  

North Dakota is projected to post the strongest employment growth next year along 
with solid home price appreciation, while Utah and Oregon are projected to post 
above average growth in employment and housing prices. Washington and Michigan 
will see above average gains in home prices; however, their employment growth will 
pull back in 2014. 

 

Bottom Line 
Overall, 2014 is a positive year for the residential market as economic growth, job 
creation and household formation will all pick up in a low interest rate environment. 
The pace of home sales and new home construction will gradually increase along 
upward trends, and home prices will continue to rise, although at a softer pace than 
2013. Single and multi-family construction activity will continue to increase to satisfy 
demand, as new homes will continue to sell quickly after they are finished and rental 
demand remains elevated. Asset quality at commercial banks continues to improve, 
and banks will have to shift from refinancing activity to originating new mortgages in a 
highly competitive environment. 

Although consumer de-leveraging activity appears to have bottomed, the volume of 
new mortgage purchase originations is expected to remain low. Demand from first-
time homebuyers remains below trend, as home prices are rising faster than their 
incomes. On the other side of the market, older homeowners and late-career 
professionals are more confident in the housing market, as they are increasingly 
looking to sell their current homes and purchase new homes. Low interest rates and a 
recovery of home prices remain favorable for homeowners to borrow against their real 
estate equity to fund remodeling projects. 

Across the U.S., there is much regional heterogeneity in affordability, home price 
appreciation and growth prospects as we head into 2014. Markets with appreciable 
job growth are expected to experience the greatest price appreciation as the housing 
supply remains exceptionally tight.  
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Key Mortgage Market Indicators 

 

Housing Outlook
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Mortgage Market Indicator Units Obs. Mo. Current Prior Mo. 6-Mo. Ago

Core Logic Home Prices YoY% Change Dec 11.2% 11.5% 11.2%
Excluding Distressed YoY% Change Dec 10.0% 10.0% 9.4%

Existing Home Sales Dec 4870 4820 5060
Northeast Dec 640 650 630
Midwest Dec 1110 1160 1210
South Dec 2030 1970 2010
West Dec 1090 1040 1210

Existing Months of Supply Dec 4.6 5.1 5.1
New Home Sales Dec 414 445 450

Northeast Dec 21 33 35
Midwest Dec 60 51 56
South Dec 230 248 241
West Dec 103 113 118

New Months of Supply Dec 5.0 4.7 4.3
Affordability Index, Seasonally Adjusted Nov 167 163 186
Refinance Share, % Dec 51 56 68
Mortgage Rate (Conventional) % Jan 4.43 4.46 4.37
10-Yr Treasury (CM) % Jan 2.86 2.90 2.58
Spread bp Jan 157 156 179

Thousands 
of Units, 

SAAR

Thousands 
of Units, 

SAAR

 

Asset Quality Metrics Obs. Qtr. Current Prior Qtr. 4-Qtrs Ago

Res. Loan Delinquency Rate - 
Top 100 Banks

% Q3-13 9.6 10.5 12.0

Foreclosures Started, Per Qtr Thousands Q3-13 249 260 376
Forclosure Inventory Thousands Q3-13 1256 1355 1700
Mortgages Past Due (30 Days+ Q3-13 6.4 7.0 7.4

Alabama Q3-13 8.8 9.4 9.7
Arizona Q3-13 4.6 5.1 6.1
California Q3-13 5.0 5.4 6.4
Colorado Q3-13 4.4 4.7 4.9
Florida Q3-13 6.6 7.1 7.7
New Mexico Q3-13 5.5 5.8 6.1
Texas Q3-13 7.1 7.6 7.9

% of 
Mortgages 
Serviced, 

MBA

 

Labor Market AL AZ CA CO FL NM TX US

Dec-13 0.6% 2.0% 1.6% 1.9% 2.6% 0.4% 2.3% 1.6%
Nov-13 0.2% 1.9% 1.6% 1.9% 2.5% 0.2% 2.4% 1.7%
Dec-12 0.6% 2.4% 2.4% 2.5% 1.9% 0.6% 3.2% 1.7%

Empl. Change, 
YTD, Thousands

10.4 49.3 235.7 43.9 192.9 3.2 252.4 2186.0

Dec-13 6.1 7.6 8.3 6.2 6.2 6.4 6.0 6.7
Nov-13 6.2 7.8 8.5 6.5 6.4 6.4 6.1 7.0
Dec-12 6.4 8.2 8.7 6.8 6.7 6.6 6.2 7.2

Em ploym ent Growth (Y-o-Y % Change)

Unem ploym ent Rate (SA, %)

 
 Sources: Core Logic, NAR, Census, Mortgage Bankers Association, Freddie Mac Primary Mortgage Market 

Survey, Federal Reserve, BLS / Haver Analytics and BBVA Research 

 



Metro Area Housing Prices: Across the Sunbelt 

DISCLAIMER 
This document was prepared by Banco Bilbao Vizcaya Argentaria’s (BBVA) BBVA Research Department on behalf of itself and its affiliated companies (each BBVA Group Company) and is provided for information 
purposes only. The information, opinions, estimates and forecasts contained herein refer to the specific date and are subject to changes without notice due to market fluctuations.  
The information, opinions, estimates and forecasts contained in this document have been gathered or obtained from public sources believed to be correct by the Company concerning their accuracy, completeness, 
and/or correctness. This document is not an offer to sell or a solicitation to acquire or dispose of an interest in securities. 
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Year-over-Year % Change, by Quintile, 3Q13 
FHFA All Transactions Index (Includes Appraisals) 

 

 

-2.6% to 0.86%
0.86% to 3.89%
3.89% to 8.34%
8.34% to 12.08%
12.08% to 24.05%
No data

YoY% Change Nov-13 Prior Mo. 6-Mo. Ago 1-Year Ago

Phoenix 16.8% 18.1% 20.5% 23.0%
Denver 8.9% 9.5% 9.7% 7.8%
Los Angeles 21.7% 22.1% 19.1% 7.8%
San Diego 18.7% 19.7% 17.3% 8.1%
San Francisco 23.3% 24.6% 24.4% 12.8%
Miami 16.5% 15.8% 14.2% 10.1%
Tampa 15.8% 15.2% 10.9% 6.9%
Dallas 10.0% 9.7% 7.6% 5.9%
Source: S&P/Case Shiller / Haver Analytics and BBVA Research

S&P/Case Shiller Metro Area Home Price Indexes


