The Current U.S. Housing Market
Where to Invest & Where to Use Caution

The Thinking Man’s
Approach

As the price of U.S. housing reaches historic highs and continues to climb,
financial experts and investors alike are questioning the reasons behind
this continuous growth. Have we reached a peak, signifying a future
decline? Is another housing crisis on the horizon?
We believe the answer to both of these questions is no, at least in the
short-term. Throughout 2016, the U.S. housing market experienced steady
growth in home sales. In Q1 of 2017, prices remained stagnant, yet growth
persists. This uptick is just one indicator signaling that the U.S. housing
market remains in a period of recovery, albeit slow.
In this Thinking Man, we will be providing our thoughts on key
demographic trends, supply & demand expectations, and investment
views & considerations for navigating this U.S. housing market.
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Demographic Trends
The demand for existing and new-construction homes is picking up all
over the country due to several factors. Two main trends which play a
significant role include a demographically changing population driven by
increased immigration and the millennial generation. Current data
projections indicate these numbers will continue to rise.

•

•
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Increased Immigration
Immigration trends continue to grow after hitting a low in 2011. As a whole,
the attitude in America towards immigration has not changed significantly
since President Trump's campaign promises – the general desire to
decrease immigration is near its historic low in Gallup's trend over more
than half a century. We expect immigration trends to continue benefitting
the U.S. housing market.
According to the United States Census Bureau, Hispanics are the largest
minority in the United States (56.5 million in 2015), comprising 17.6% of
the total U.S. population. The Hispanic population is the second-fastest
growing, with a 60% increase between 2000 and 2015.
The U.S. Asian population grew 72% between 2000 and 2015 (from 11.9
million to 20.4 million), making it the fastest growing amongst any major
racial or ethnic group, according to the same source.
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U.S. housing market will enjoy
further growth as it continues its
slow recovery
Demand for existing and new
homes is picking up due to
demographic factors
Supply is low for existing singlefamily homes and new projects
However, new and existing home
sales are expected to increase into
2018 as supply slowly catches up
We recommend clients to be
cautious on the oversaturated
high-end segment of the market
In most markets, overall demand
continues to grow faster than the
supply. We don’t expect this trend
to change anytime soon
Investment opportunities can be
found in rental properties,
particularly in middle-to-lower
income areas with a supply-anddemand imbalance

For more on how we are positioning
our portfolios, please contact your
investment
advisor
or
email:
ideas@bigsurpartners.com

According to the Joint Center
for Housing Studies of Harvard
University, “In 2014, foreignborn Asian households aged
25-44 had a median income of
$82,000 – more than twice the
$38,000 median of similar
aged, foreign-born Hispanic
households.”
Source: Pew Research Center / U.S. Census Bureau

Millennials
The growing presence of Millennials (the largest cohort in history) in the U.S. housing marketplace
has also had a strong impact on the face of demand. Millennials are coming of home-buying age as
this generation reaches their thirties. In 2016, there were an estimated 79.8 million Millennials (ages
18 to 35 in that year) compared with 74.1 million Baby Boomers (ages 52 to 70), according to the
U.S. Census Bureau. Additionally, the Millennial population is expected to continue growing until
2036 as a result of immigration.
Projected to make up 75%
of the global workforce by
2025, Millennials will be
finally striking out on their
own over the next ten
years, moving out of their
parents’ households and
into

the

home-buying

market.
Homeownership amongst
millennials

has

come

Source: U.S. Census Bureau

down significantly, and
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this has translated into strong rental demand. We expect this tendency to persist for a couple of
years before the homeownership rate stabilizes.
Baby Boomers
Baby boomers are hanging onto their homes longer, and as their generation hits retirement age,
they are driving down inventory. This low inventory is squeezing the market. Although the
retirement markets of Florida and Arizona are not seeing the same inventory shortages because
they are typically construction hotspots, the baby-boomer factor could certainly impact future
inventory.
So, while low inventory
pushes

up

prices

U.S. National Home Price Index

–

presenting a barrier to
first-time home ownership
for both Immigrants and
Millennials – both new and
existing home sales are

Source: S&P/Case-Shiller U.S. National Home Price Index

still expected to increase into 2018 as supply catches up (slowly but surely). This lack of
homebuilding in metropolitan areas is the strongest factor behind any lag in the market’s pace.
Furthermore, home price appreciation is expected to remain at 5% or higher for 2017.

Supply & Demand Expectations
We believe that there will be a robust demand going forward, but that supply is low for both existing
single-family homes and new projects. Why the low supply? After reaching a peak of 2,000,000
new housing permits in 2005, new construction in the U.S. has drastically dropped due to the
aftermath of the 2007-2008 financial crisis. Although the pace of new construction has picked up
again since 2010, it remains well below the historical average, thus pushing supply levels lower.
In the Southern, Western and Midwestern U.S., particularly in urban centers, the inventory of new
homes simply isn’t meeting demand. The only areas of supply oversaturation can be found in highend condominiums and single-family dwellings in pockets of slower economic growth. This can
especially be noticed in suburban areas with new construction.
Since builders aren’t building a greater number of new homes, they are creating higher-priced
properties in dense, metropolitan areas to compensate for their inability to increase sales revenues.
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Resulting in some oversaturation in the high-end segment of the market. This is particularly true in
areas that are in periods of economic recovery and growth, where builders have swooped in to meet
the growing market.
The resulting over-bidding and under planning has caused an upsurge in luxury condos and large
single-family homes – pricing them out of executive and upper middle-class price ranges. According
to Barron’s, 54% of new home sales in the last two years have been priced at or above the $300,000
level, supported by historically low mortgage interest rates, economic recovery and solid job
growth.
Unfortunately, in certain areas, there’s simply an excess of luxury units that have outpaced demand.
Excess supply in certain submarkets has caused a decrease in both home prices as well as rental
rates. Even though buyer’s appetite is increasing, it’s still advisable to proceed with caution in the
higher-end real estate markets.

Investment Views & Considerations
In most markets, the overall demand continues to grow faster than the supply – and we don’t expect
this trend to change anytime soon. Buyers should use caution when investing in high-end
condominiums and single-family homes, particularly in areas with an excess of new construction,
which may quickly outpace demand.
Opportunities to invest in rental properties may arise, particularly in middle-to-lower income areas
where the balance of supply and demand continues to be askew. Over the last few years, BigSur
clients have had the opportunity to get exposure to multifamily properties in secondary markets
with compelling fundamentals. The growth of these submarkets has resulted in a stable tenant base.
Additionally, BigSur clients have invested in Freddie Mac K-Notes, securities backed by recentlyoriginated multifamily mortgage loans with strong collateral and credit qualities. We continue to
seek investment opportunities in these areas and will present them to our clients once we find a
suitable one.
Overall, the U.S. housing market has stabilized. As capitalization rates are compressed and property
prices are reaching new heights, it is important to be extremely selective. There are pockets of
concern, but also areas with strong fundamentals as long as demand continues to outpace supply.
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Important Disclosures
This material is distributed for informational purposes only. The discussions and opinions in this article are for general information
only, and are not intended to provide investment advice. While taken from sources deemed to be accurate, BigSur Wealth
Management, LLC (“BigSur” or the “Adviser”) makes no representations about the accuracy of the information in the article or
its appropriateness for any given situation. Certain information included in this article was based on third-party sources and,
although believed to be reliable, it has not been independently verified and its accuracy or completeness cannot be guaranteed.
Any statements regarding future events constitute only subjective views or beliefs, are not guarantees or projections of
performance, should not be relied on, are subject to change due to a variety of factors, including fluctuating market conditions,
and involve inherent risks and uncertainties, both general and specific, many of which cannot be predicted or quantified and are
beyond our control. Future results could differ materially and no assurance is given that these statements are now or will prove
to be accurate or complete in any way. This article may include forward-looking statements. All statements other than statements
of historical fact are forward-looking statements (including words such as “believe,” “estimate,” “anticipate,” “may,” “will,”
“should,” and “expect”). Although we believe that the expectations reflected in such forward-looking statements are reasonable,
we can give no assurance that such expectations will prove to be correct. Various factors could cause actual results or
performance to differ materially from those discussed in such forward-looking statements. BigSur shall not be responsible for the
consequences of reliance upon any opinion or statements contained herein, and expressly disclaim any liability, including
incidental or consequential damages, arising from any errors or omissions.
The companies discussed herein, are for illustrative purposes only and do not represent past or current recommendations by
BigSur. This article is not intended to provide personal investment advice and it does not take into account the specific investment
objectives, financial situation and the particular needs of any specific investor. Views regarding the economy, securities markets
or other specialized areas, like all predictors of future events, cannot be guaranteed to be accurate and may result in economic
loss to the investor. Any securities or products referenced BigSur believes may present opportunities for appreciation over the
subsequent time periods. BigSur closely monitors securities discussed and client portfolios and may make changes when
warranted as a result of evolving market conditions. There can be no assurance that the securities and performance included or
referenced in the article will remain the same and investment strategies, philosophies and allocation are subject to change without
prior notice. Specific securities or companies identified and described may or may not be held in portfolios managed by the
Adviser and do not represent all of the securities purchased, sold, or recommended for advisory clients. The reader should not
assume that investments in the securities identified and discussed were or will be profitable. BigSur may change its views on
these securities at any time. There is no guarantee that, should market conditions repeat, these securities will perform in the same
way in the future. Any referenced securities and their respective returns reflect the reinvestment of income and dividends, but
do not take into account trading costs, management fees, and any other applicable fees, expenses, and various factors including
account restrictions, guidelines, the timing of investments, and cash flows that may affect the investor’s actual return and
performance. Please refer to Part 2A of BigSur’s Form ADV for a complete description of fees and expenses. Hypothetical
performance results may have inherent limitations.
The returns and references to the S&P 500 index are provided for informational purposes only. The S&P 500 Index is a marketcapitalization weighted index containing the 500 most widely held companies chosen with respect to market size, liquidity, and
industry. The index is calculated on a total return basis with dividends reinvested. In addition, the volatility and securities of the
index may be materially different from an investor’s. The S&P 500 Index was selected and is referenced to allow for comparison
of the performance of any referenced securities or overall market to that of a well-known and widely recognized index.
Comparisons to indexes in this material have limitations because indexes have volatility and other material characteristics that
may differ from the referenced strategy or security. Therefore, actual performance may differ substantially from the performance
of any referenced index). Investors should be aware that the referenced benchmark funds may have a different composition,
volatility, risk, investment philosophy, holding times, and/or other investment-related factors that may affect the benchmark
funds’ ultimate performance results. Due to these differences, indexes should not be relied upon as an accurate measure of
comparison and are for informational purposes only. Unless noted otherwise, all index returns are denominated in U.S. dollars.
Target exposures included in this article may differ between clients based upon their investment objectives, financial situations
and risk tolerances. Investments in general involve numerous risks, including, among others, market risk, default risk and liquidity
risk. No security or financial instrument is suitable for all investors. Securities and other financial instruments discussed in this
article, are not insured by the Federal Deposit Insurance Corporation (“FDIC”). The income and market values of the securities
stated on this article may fluctuate and, in some cases, investors may lose their entire principal investment. Past performance is
not indicative of future results.
This information is highly confidential and intended for review by the recipient only. The information should not be disseminated
or be made available for public use or to any other source without the express written authorization of BigSur. Such distribution
is prohibited in any jurisdiction dissemination may be unlawful. Please contact your investment adviser for advice appropriate to
your specific situation.
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