
Townhome Construction Faces Setback 
Daily Real Estate News | Friday, May 19, 2017  

Many in the real estate market are looking to the townhome market to help fill the 
demand for greater entry-level homes for buyers. But the wait will be longer. 

Townhouse construction starts continued to increase on a year-over-year basis, but 
the growth rate has showed signs of slowing recently, according to an analysis by 
the National Association of Home Builders. 

Townhouse starts totaled 98,000 in the fourth quarter of 2016, a 4 percent increase 
year over year. For the start of 2017, however, single-family attached starts totaled 
23,000. Until recently, townhouse construction had been outpacing the growth 
rates of single-family starts. 

For the fourth quarter of 2016, the market share of new townhomes was 12.4 
percent of all single-family starts, which is close to a cycle high, the NAHB 
reports. The peak market share for townhouse construction was 14.6 percent of 
total single-family construction, reached in the first quarter of 2008. 

Still, “the long-run prospects for townhouse construction are positive given the 
large numbers of home buyers looking for medium density residential 
neighborhoods, such as urban villages that offer walkable environments and other 
amenities,” writes Robert Dietz, the NAHB’s chief economist, at the builder trade 
group’s Eye on Housing blog. 

Source: “Townhouse Construction Growth Slowed at Start of 2017,” National 
Association of Home Builders’ Eye on Housing blog (May 18, 2017) 

 
 

Millennials to Blame for Housing Shortage? 
Daily Real Estate News | Wednesday, May 24, 2017  

First, an Australian millionaire tells millennials they might be better able to afford 
a house if they just spent less money on luxury items such as avocado toast. Now 
millennials are getting flack for driving up housing prices. 

http://eyeonhousing.org/2017/05/townhouse-construction-growth-slowed-at-start-of-2017/
http://www.nytimes.com/2017/05/15/business/avocado-toast-millennials.html


A report released this week by BuildZoom, a website for construction contractors, 
finds that fewer homes for sale meet the preferences of millennials. The report 
found young adults have been increasingly flocking to U.S. cities, which has 
prompted builders to focus on construction there. That has also made housing 
pricier, since the suburbs tend to have more modestly priced homes. 

New-home sales within five miles of urban centers in 10 of the nation’s most 
expensive and densely populated metro areas have surpassed levels from the year 
2000. However, new-home sales remain more than 50 percent below where they 
were in 2000 in areas more than 10 miles out from the urban centers, according to 
the report. 

Young people’s desire to live closer to transit, restaurants, and their workplaces 
has caused a renewed focus on urban areas. For instance, the share of young, 
educated adults living in Washington, D.C., rose 8.6 percentage points between 
2000 and 2014. Portland, Ore., and Chicago both saw increases of 6.4 percentage 
points, according to Jed Kolko, chief economist at the Terner Center for Housing 
Innovation at the University of California in Berkeley. 

"The expensive cities tend to be shifting toward a paradigm that says having a 
better location is better than having a fresher, greener, newer place," says Issi 
Romem, chief economist at BuildZoom. 

But the focus on construction in urban areas has meant less new housing in the 
suburbs. Further, higher land costs in urban areas have prompted developers to 
focus on higher-end housing, which has made it difficult for less affluent adults 
who want to branch out on their own.  

Romem says that where land is less expensive and where there are fewer land-use 
restrictions, starter homes are showing signs of gradually making a comeback. That 
will help provide millennials with more housing options, but they’ll have to be 
willing to leave city life behind. 

Source: “Why Millennials Are (Partly) to Blame for the Housing Shortage,” The 
Wall Street Journal (May 22, 2017) [Log-in required.] 
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Highest and Lowest Risk U.S. Housing 
Markets as of Q1 2017 
Market Health Indicator Flags Nine Markets As High Risk, 
Six in Florida Alone 
Bin He    |    Housing Trends, Property Valuation  

 

Home prices have continued to rise, though for many markets, at a slower pace. 
Most markets are still healthy or have relatively low risk, according to the 
CoreLogic Market Health Indicator. However, nine of the top 100 metro markets – 
six in Florida alone – have been identified as high-risk markets. 

The CoreLogic Market Health Indicator evaluates whether individual markets have 
high, normal or low risk by analyzing several economic factors. First, it compares 
home prices, using the CoreLogic Home Price Index (HPI) against the long-run 
sustainable levels that can be supported by local market fundamentals, such as 
disposable income. Because most homeowners use their income to pay for home 
mortgages, there is an established long-term relationship between income levels 
and home prices. Second, it looks at the appreciation of home prices relative to 
rents. Renting is an obvious alternative to home ownership, and over the long run, 
market forces should equalize the cost and benefits of home ownership and renting. 
If home prices deviate too far from rents, then it is due for a correction sooner or 
later. Besides the fundamental drivers that justify the level of home prices 
mentioned above, the analysis also accounts for speculative belief measured by the 
CoreLogic Flipping Index and CoreLogic Fraud Index. If the flipping index is too 

http://www.corelogic.com/blog/authors/bin-he/default.aspx
http://www.corelogic.com/blog/categories/housing-trends.aspx
http://www.corelogic.com/blog/categories/property-valuation.aspx
http://www.corelogic.com/imgs/blog/2017/201705/he_fig1_large_high-market.png


high, then people are speculating on short-term home price gains. On the other 
hand, housing bubbles are always accompanied by widespread mortgage fraud 1. 

 

Table 1 shows the nine high-risk markets of the top 100 metro areas analyzed, six 
of which are from Florida and the rest are from California 2. Home prices have 
appreciated more than 50 percent since January 2012 in these metro areas with the 
exception of Tampa. Meanwhile, rent appreciated less than half of the home price 
growth. Regardless of whether it is price-to-income measures or price-to-rent 
measures, all nine markets are overvalued. Table 1 also shows the national ranking 
for flipping and fraud risk in these metro areas. As we can see, most of them have 
flipping and fraud ranked in the top quantile, indicating short-term speculation as 
well as high mortgage fraud, which might lead to another bubble in those areas. 

Table 2 shows the 14 low-risk markets identified, in which the price-to-income and 
price-to-rent are reasonable and the flipping and fraud activities are low. Although 
in some of the metro areas home prices have appreciated more than 30 percent 
since Jan 2012, i.e. Boston and Charlotte, rents have sizeable increases too, 
indicating that price and rent growth are backed up by fundamentals such as 
disposable income. Meanwhile, most of them have national flipping and fraud 
ranked in the bottom quantile, suggesting low bubble risk. 

1. For more information on how the Market Health Indicator is constructed, 
please see previous blogs, Health of the Housing Market in the Top 100 
Cities, Part I and Part II. 

2. CoreLogic HPI tier 11, Rental Trends, Flipping Index and Fraud Index were 
used in the analysis. 

© 2017 CoreLogic, Inc. All rights reserved. 
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Comp Prices Often Exceed Subject Property 
Prices in Appraisals 
Price Adjustment on Higher-Valued Comps Are Frequently 
Small and Downwardly Rigid 
Yanling Mayer    |    Housing Trends  

 

A previous blog reported that appraisals are often identical to or exceed the 
contract price. In it, the analysis showed that nine out of 10 appraisals were either 
at the contract price (30 percent) or above it (60 percent). If the appraisal’s role is 
to justify the loan or the sale price, then this valuation pattern may be quite 
understandable. However, that is not the institutional role prescribed to the 
appraisal; rather, it is supposed to provide a credible, independent third-party 
valuation.  What might contribute to appraisal valuations commonly exceeding the 
subject property’s price? 

A review of 750,000 purchase-loan appraisals conducted in 2015 and 2016 showed 
that 69.1 percent of comps had a price – averaging 12 percent – above the subject 

http://www.corelogic.com/blog/authors/yanling-mayer/default.aspx
http://www.corelogic.com/blog/categories/housing-trends.aspx
http://www.corelogic.com/blog/authors/yanling-mayer/2016/11/collateral-issues-are-third-most-likely-cause-of-mortgage-loan-denial.aspx


property’s price, and 30.9 percent were below at about 6.4 percent on average. [1] 
See Figure 1. 

While a more frequent use of higher-valued comps could lead to higher appraisals, 
value adjustments made by the appraiser to the comp in order to make the comp 
‘similar to’ the subject property could negate this effect. However, if the 
adjustments to the comp property’s value are potentially inadequate or 
inconsistent, then this could partly explain why appraisal valuations tend to be 
reported above the subject property’s sales price. 

In Figure 2, comparable sales are first separated into higher- and lower-priced 
comps (relative to the subject property’s contract price). Then, these comps are 
grouped according to their price difference with the subject property: 0-5 percent, 
5-10 percent, 10-20 percent, 20-30 percent, 30-40 percent, and more than 40 
percent. These six price brackets are intended to provide an indication of potential 
underlying characteristic differences between the subject property and the comp. 
The larger the price gap, the more likely there are greater physical and economic 
dis-similarities between the two, thus requiring a larger price adjustment. The 
Initial Price Difference percent is the average price difference, and Average 
Adjustment percent summarizes the average price adjustment received by each 
group. 

There are two distinct patterns. First, when the Average Adjustment percent is 
compared between higher and lower comps, value adjustments received by lower 
comps are typically much larger than those received by higher comps. For 
instance, at a 20-30 percent subject-comp price differential, downward adjustments 
on higher comps average 8.1 percent, compared to 19.9 percent upward adjustment 
on lower comps. While a 19.1 percent upward adjustment on lower comps appears 
to track with the 23.4 percent pre-adjustment price differential, an 8.1 percent 
downward adjustment on higher comps is much less than the 24.2 percent average 
price difference pre-adjustment. Similar disparate adjustments between lower and 
higher comps hold true for other groups. 

file://infosolco.net/citg-ent/HomeDir01/nkantaria/Documents/Marketing%20Operations/Blog%20Posts/Yanling%20Mayer/2017/Comp%20Prices%20Often%20Exceed%20Subject%20Property%20Prices%20in%20Appraisals/May%2015%20Appraisal%20blog%20-%20Appraisal%20development%20-%20to%20legal.docx#_ftn1


 

Second, if one looks at changes in the Average Adjustment percent as the subject-
comp price differential widens, one notices another important asymmetry. For 
instance, moving from a 20-30 percent price difference to 30-40 percent, Average 
Adjustment on higher comps only increases from 8.1 percent to 10.1 percent. In 
contrast, adjustment on lower comps goes up correspondingly to the category, from 
19.9 percent to 29.2 percent, to reflect potentially widening underlying 
characteristic differences between the subject and comp properties. A 29.2 percent 
upward price adjustment on lower comps seems roughly consistent with an initial 
30-40 percent price difference, but a 10.1 percent adjustment on higher comps does 
not.[2] 

By themselves, these patterns alone are not sufficient to directly link to the 
appraisal outcome at the loan level, and more research is needed. However, they do 
reveal aspects of underlying inconsistency in the appraisal development, for which 
more sophisticated data analytics techniques are likely better suited. Undoubtedly, 
as the industry continues to embrace the opportunities that new data and 
technology have presented, traditional appraisal will likely incorporate big data 
techniques to position itself as a superior, unique alternative to automated 
valuation models. 

 
 

 

[1] The years 2015-2016 mark a period of geographically broad and relatively fast 
appreciation in home prices across the U.S. Appraisers may have selected higher-
priced superior comps rather than make a time adjustment of market trends. 
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[2] Figure 1 uses net adjustments; although not reported, gross adjustments 
exhibited similar asymmetrical patterns. While the net adjustment adds up all 
itemized adjustments to result in an adjusted price, the gross adjustment is used to 
assess the frequency (as well as size) of itemized adjustments. Gross adjustment 
sums the absolute value of all adjustments and then divides it by the initial comp 
price. 

© 2017 CoreLogic, Inc. All rights reserved. 
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