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Housing Prices: Up Or Down? Recovery ... Or
Artificial Housing Bubble Which Is About to Pop?

Part 1 will discuss what’s really going on in the housing market. Part 2
explains why.
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CBS News noted in February:

Many of those real estate buyers aren’t your everyday bargain-hunters.
They're Wall Street and international investors. While the fast money is
boosting the housing market, it also poses risks in a key sector of the economy
that is just getting back on its feet.

Data show that investment trusts, private equity firms and other institutional
investors are purchasing thousands of single-family homes. The idea is to fix
them up, rent them out and, when prices rise, sell them.
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Even at the peak of the bubble in 2005, only 11.5 percent of homes in Los
Angeles were purchased by absentee buyers — now 25 percent are.

The next month, CBS News reported:

[Economist Dean Baker notes]: “The rate of increase is alarming. Certainly this
cannot be sustained for any substantial period of time. At the moment it is
being driven in most of these markets by investor purchases. With
rents in no way keeping pace, the fundamentals in these markets will not
support much higher prices. This could end badly for homeowners who may
again be buying into a bubble.”
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Much of the rebound in prices is attributable to institutional investors piling
into housing — such players make up a much larger share of buyers than they
did years ago, or should in a normal market.

Bloomberg point out:

Blackstone Group LP, the country’s biggest real estate investor-which has
already invested $3.5 billion to buy 20,000 single-family homes - has
obtained a credit line of $2.1 billion to buy even more. Meanwhile KKR &
Co. just raised a $500 million fund for real estate investments. There seems to
be no shortage of folks willing to provide money to invest in a housing upturn.
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This latest report helps unravel a paradox of the current housing economy:
With all the real estate investment action, you'd expect the number of new
mortgage loans to be shooting upwards. No such luck. Look at the chart below,
which shows new purchase mortgages through the 3rd quarter of 2012,
using data from the Mortgage Bankers Association. For that quarter, buyers
took out $129 billion in purchase loans. Not only is that much lower than the
numbers from the boom, but it’s less the post-crash levels of 2009. You need
to go back to the mid-1990s to get back to numbers like those (and
they’re not adjusted for inflation).
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[Indeed, mortgage applications are plunging.]

Forbes wrote:

Wall Street bulls have been helping fuel the home price surge in some of the
hottest housing markets across the U.S.

The March MarketPulse report from CorelLogic examines the rise of institutional
investors and the effects they are having on distressed inventory. The analysis,
compiled by CoreLogic deputy chief economist Sam Khater, looked at 16 major
U.S. housing markets where bank-owned inventory (REOs) have been relatively
high since the housing bubble burst. He assessed whether local activity was
comprised of mom-and-pop individual investors or institutional investors,
defined as either entities that have purchased five-plus properties a year under
the same name or under an incorporated name.

Here's what Khater found: institutional investors have been targeting specific
markets and then accelerating purchases of REOs in those markets, driving
down distressed inventories and leading to notable increases in REO prices
that have in turn led to larger market upticks. Institutional investors have
focused buying efforts strongly on south and southwestern cities that were hit
hardest by the foreclosure crisis. The cities where investors activity has been
particularly robust in the past year are Atlanta, Ga., Detroit, Mich., Las Vegas,
Nev., Phoenix, Ariz., and Calif.’s Los Angeles, Riverside and Sacramento.

Interestingly, many of these areas have welcomed notable year-over-year price
increases as well — though none quite as much as Phoenix, which welcomed a
nearly 23% uptick in prices throughout 2012, amid reports of frenzied bidding
wars. The share of institutional investors in the desert metropolis was 16% in
2011; it jumped to 26% in 2012. Not surprisingly inventory levels plummeted
as demand increased, putting upward pressure on prices that have created a
ripple effect. Explains Khater:

“In Q4 2012, Phoenix REO prices were 37% higher than a year ago, followed by
Las Vegas (30%) and several California markets. All six markets with rising
shares of institutional investors experienced double-digit increases and were
among the top nine for REO price appreciation.

“More importantly, the ripple effects are greatly impacting the broader
market. Lower-end home prices in markets with rising shares of institutional
investors are up 15% from a year ago, compared to only 6% for the remaining
markets.”
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Institutions are most active in five states: Florida, Georgia, Arizona, Nevada
and California. Interestingly the metro area that welcomed the most
institutional activity in 2012 was Miami, Fla., with firms funding 30% of all
sales. Single-family home prices for the Miami metro area rose about 11% in
2012 (including distressed homes), according to CorelLogic.

Institutional investors accounted for 21% of all sales in Charlotte, N.C., 19% in
Las Vegas, and 18% in Orlando.

Major investment firms have been setting aside billions of dollars for large
scale acquisitions in single family housing since the downturn, with activity
jumping in 2012 as analysts called a market bottom. The strategy: snap up
dozens, hundreds, even thousands, of distressed homes, fix them up and rent
them out for robust returns. JPMorgan Chase recently estimated that
institutional investors had amassed a combined $10 billion for single
family rentals.
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JPMorgan Chase, which also offers its wealthiest clients the opportunity to
invest directly in a rental portfolio of about 5,000 homes, says its clients can
expect annual returns as high as 8%, according to Bloomberg. Colony Capital,
a real estate equity company privately owned by billionaire Thomas Barrack,
has allocated $2 billion for investments nationwide. It plans to sink more than
$150 million per month this year into rental homes, including an anticipated
1,000 units in South Florida, after snapping up 5,000 across the country in
2012.

Waypoint Homes expects to own 10,000 homes by year’s end; it has already
amassed upward of 3,300 properties. Other investors include BlackRock, which
is making housing plays both stateside and in the E.U., Apollo Global
Management, Och-Ziff Capital Management Group, KKR& Co, and Oaktree
Capital Group — to name a few.

Even Buffett's Berkshire Hathway has been building out a residential real
estate brand called Berkshire Hathaway Home Services that it plans to
franchise with joint venture partner Brookfield Asset Management this year.
[Last year, Warren Buffett told CNBC: “If | had a way of buying a couple
hundred thousand single-family homes | would load up on them. It is a very
attractive asset class right now. | could buy them at distressed prices and find
renters.”] The venture has amassed the loan portfolio of bankrupt Residential
Capital, acquired realty firms like Prudential Real Estate and Real Living Real
Estate, and bought out several construction companies like brick maker Jenkins
Brick.

The Wall Street Journal noted:

U.S. housing recoveries almost always have been ignited by rising demand
from families and individuals looking for a place to live. This recovery is
different. Investors—including some big Wall Street players—are leading the
way, say industry executives and analysts. Their role is noteworthy given that
flippers and speculators were blamed for helping to inflate the housing bubble
of the past decade.

Today’s investors are mostly buying with the intention of holding on to the
homes and renting them out. As they pile into the housing market, they have
set off a chain reaction that has stabilized prices and changed market
psychology, industry executives and analysts say. Fear of buying homes when
prices are dropping has been replaced by the fear of missing out on cheap
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homes.
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Currently, cash buyers—largely investors—make up about 32% of sales
nationally, according to the National Association of Realtors. In Southern
California, a favorite target for investors, absentee buyers accounted for 31.4%
of purchases last month, up from an average of less than 17% between 2000
and 2010, according to DataQuick MDA, a real-estate research firm.

While some firms have focused only on Sunbelt markets with newer housing
stock, others are branching out. [Bloomberg makes the same point.] American
Residential Properties Inc., which began amassing hundreds of homes in
Phoenix four years ago, earlier this month bought 93 homes in Chicago’s
southern suburbs, bringing its total there to around 300. On Friday, the
company said it planned to raise $300 million in an initial public offering,
according to a regulatory filing.
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Colony American Homes, a subsidiary of Colony Capital. That has created “a
big opportunity to rent homes to people who for whatever reason have chosen
not to buy or can’t buy.” Colony has spent more than $1 billion on 8,000
homes in seven states, and Mr. Chang said it isn’t through buying. “In each of
the markets we're in, we think we can go deeper,” he said.

In April, the Washington Post pointed out:

Real estate executives say institutional investors — who in some cases are
bidding on hundreds of homes a day — account for as much as 70 percent of
sales in some Florida markets. Over the past two years, analysts say, they also
have accounted for a majority of purchases in other parts of the country where
housing prices are rebounding sharply.The influx of investors may explain why
home prices have been rising in parts of the country most affected by the
housing crash, despite high jobless rates and relatively few new
mortgages being issued by lenders.
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“lI don't know whether things are as good as they seem to be. A lot of
properties are being occupied by institutional investors, not the end-user,” said
Scott Kranz, co-principal of Title Capital Management, a firm that helps big
investors scout, buy and manage homes in Florida. “The end-user would need
to see a great increase in jobs, availability of mortgage money and a loosening
of the reins that have been holding them back. But all the economic indicators
are that we are not at that point.”

CNBC reported in May:

“If you think about all of the major institutions maybe owning 70,000 total
homes compared to the market size of 14 million homes, the long term
potential is enormous. Institutions are literally a fly on an elephant,” said Aaron
Edelheit, CEO of The American Home, an Atlanta-based company that owns
and manages about 2,500 homes. “We may look back and realize that the REO
[real estate owned] to rental space was only the foundation for an
exponentially larger industry with institutions owning hundreds of thousands, if
not millions, of homes.”
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The New York Times explained Monday:

The last time the housing market was this hot in Phoenix and Las Vegas, the
buyers pushing up prices were mostly small time. Nowadays, they are big time
— Wall Street big.

Large investment firms have spent billions of dollars over the last year buying
homes in some of the nation’s most depressed markets. The influx has been so
great, and the resulting price gains so big, that ordinary buyers are feeling
squeezed out. Some are already wondering if prices will slump anew if the big
money stops flowing.

“The growth is being propelled by institutional money,” said Suzanne Mistretta,
an analyst at Fitch Ratings. “The question is how much the change in prices
really reflects market demand, rather than one-off market shifts that may not
be around in a couple years.”
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With little fanfare, these and other financial companies have become
significant landlords on Main Street. Most of the firms are renting out the
homes, with the possibility of unloading them at a profit when prices rise far
enough.***

These investors ... are among the biggest buyers in struggling areas of the
country where housing prices have been increasing the fastest. Those gains, in
turn, have been at the leading edge of rising home prices nationwide.
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Nationwide, 68 percent of the damaged homes sold in April went to investors,
and only 19 percent to first-time home buyers, according to Campbell
HousingPulse.
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Joe Cusumano, a real estate agent in Riverside County, Calif., said that in
recent months 90 percent of his business had been for companies like
Invitation Homes, a Blackstone subsidiary. Home values in Riverside County
have risen by 15 percent in the last year, according to CorelLogic.

The Trend Is Not Necessarily Our Trend

The Wall Street Journal notes that investors are helping to speed the transition from a
homeowner to a rental society:

The rush of investors into the housing market follows a long push by federal
policy makers to foster the American dream of homeownership that unraveled
for some people in the housing crash. The homeownership rate fell to around
65% last year from 69% in 2005. “We're clearly at the beginning of a rental
boom,” says Christopher Thornberg of Beacon Economics. “We all saw there
had to be a shift towards renting single-family units that owners could no
longer afford. Investors played a critical role in that transformation.”
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Around 12% of all U.S. households—more than 14 million people—rented a
single-family home in 2011, up from 9% in 2004, according to the most recent
U.S. Census figures. Three-fifths of people who lost their homes to foreclosure
in the past five years ended up renting a house, said Ms. Zelman.

Similarly, the Washington Post notes:

“There is the possibility that Wall Street and the banks and the affluent
1 percent stand to gain the most from this,” said Jack McCabe, a real estate
consultant based in Deerfield Beach, Fla. “Meanwhile, lower-income Americans
will lose their opportunity for the American Dream of building wealth through
owning a home.”

Will This End Badly?

CBS News noted in February:

No matter how you slice it, investors are taking up a bigger piece of the pie
than they used to, helping to drive inventory down and push prices up. So
what happens if they suddenly step out, as home prices get more
expensive?

According to the National Association of Realtors, existing home sales rose 9.1
percent year-over-year in January. If investors exit the market altogether
in areas where they account for 10 or 15 percent of sales, that would
just about eliminate any of the substantial growth in home sales in
those neighborhoods.
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Some housing activists are crying foul over the investor-driven recovery in
housing. Under this view, investors are taking away homes from people who
otherwise would be able to buy an affordable property. Investment firms also
act as a ready buyer for banks that opt for foreclosure and short sales over
loan modifications that would keep homeowners in their homes.

Instead, these investors are setting up a new rental market, which could mean
transience where there was once stability in neighborhoods across the country.
Instead of people building equity in a home they secured at an inexpensive
price, with some of the cheapest mortgage interest rates in history, these
renters are pouring money back into the hands of investors while they struggle
to purchase a home they can call their own.

If this is the case, the housing recovery as it appears today could be nothing
more than a mirage.

In March, the Wall Street Journal pointed out:

Not everyone believes that the current level of investor activity is healthy.
Some worry that investors will eventually flee the housing market if values
erode again or if the expense of maintaining a large number of homes
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becomes onerous. “Are they going to continue to maintain them? Or are they
going to dump them into the single-family market?” said Mr. Thornberg of
Beacon Economics.

Some investors have a notorious history in the housing market. During
California’s housing bust in the late 1980s and early 1990s, the federal
government sold hundreds of homes in California’s San Bernardino and
Riverside counties, about an hour east of Los Angeles. Some homes weren't
maintained, turning entire neighborhoods into shabby rental communities.

Yahoo's Daily Ticker asked:

What happens when these investment firms leave the market?

“That’s a huge risk,” says The Daily Ticker’'s Aaron Task. “If they decide...they
don’t really want to be in this business all of a sudden you could have a ton of
new homes coming back into the market and then that supply situation will get
flipped very badly against the market itself.”

Former Budget Director and current deficit hawk David Stockman calls this
Housing Bubble part two.

In April, the Washington Post wrote:

Big investors are pouring unprecedented amounts of money into real estate
hard hit by the housing crash, bringing those moribund markets back to life but
raising the prospect of another Wall Street-fueled bubble that won’t be
sustainable.
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Hedge funds, Wall Street investors and other institutions are crowding out
individual home buyers.

If the chain of easy credit and dangerous leverage that started on Wall Street
fanned the housing bubble and eventual crash, some analysts find it disturbing
that major investors are the ones snapping up the bargains — and eventual big
profits — left in its wake.

Indeed, numerous institutional investors are starting to cash out. And there are reportedly
mass layoffs coming in the mortgage finance industry.

As the New York Times noted Monday:

In a sign of the potential peril ahead, some of the investment firms have
recently taken the first steps to cash out.

The investment fund financed by Colony Capital filed last week to go public,
the second firm to do so in May. Another early player in the business, the
Carrington Holding Company, said last week that prices had risen too far,
leading the firm to begin selling some of its holdings.

Fitch Ratings warned last Tuesday that prices for single-family homes in the
regions with the biggest housing rebounds had been outpacing the growth rate
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in the local economies and “could stall or possibly reverse” if big investors
start selling.
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