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IS THE US HOUSING BOOM NEARING AN END? 

 
by Robert F. DeLucia, CFA 

Consulting Economist 

 

Summary and Major Conclusions: 

 
▪ Despite numerous headwinds, 2021 was the best year for the housing market in decades.  

A confluence of economic, financial, and demographic factors combined to produce a boom in 

home construction and a sharp increase in house prices. 

 

▪ For the full year, housing starts increased by nearly 15%, existing home sales rose by 10%,  

and house prices surged by 18%, the fastest price gain in decades. Housing starts rose to the 

highest level since 2006. 

 

▪ Many of the same forces that affected the housing market during 2021 remain in place:  

The demand for housing units remains very strong, but the market remains tight because of a 

structural long-term shortage of housing units. 

 

▪ Construction of single-family homes is in a strong uptrend but has been limited by shortages of 

building materials, labor, and buildable lots. House prices continue to rise at a rapid clip, 

although slightly slower than during 2021. 

 

▪ The surge in real estate prices over the past 18 months can be explained by a combination of 

unique supply and demand factors. Of greatest importance is the exceptionally low inventory of 

existing homes for sale nationwide, which at less than one million is the lowest since records 

began in 1999. 

 

▪ Rising house prices can also be explained by the relentless increase in construction costs, 

including those for building materials, labor, and land. Construction costs increased by 18% 

last year, exerting upward pressure on existing house prices. 

 

▪ While the 18% increase in house prices in 2021 was the fastest in decades, it does not 

necessarily qualify as a bubble. The rapid increase in real estate prices can also be attributed 

to an extreme shortfall in supply relative to demand. 

 

▪ The housing market is currently in a massive supply/demand imbalance. Robust growth in 

housing demand can be explained by historically low mortgage rates, favorable demographic 

factors, and lifestyle changes emanating from the pandemic.  

 

▪ The most notable aspect of the current real estate market is the extraordinary shortage of 

housing units. According to housing experts, the US housing market is four million short of the 

number of single-family homes needed to meet underlying demand, as defined by household 

formation. 

 

▪ While a rising trend in mortgage rates is almost certain to affect the demand for housing, the 

key question is the likely timing and magnitude of rate increases. The extent of the slowdown 

will also depend upon the strength in employment, growth in household incomes, and rise in 

inflation. 

 

 

 

 

Housing market activity will 

fluctuate on an interim 

basis in response to 

changes in mortgage rates 

and the availability of 

materials and labor. 

However, longer-term 

structural forces strongly 

suggest that single-family 

home construction should 

remain in a rising trend 

over the next several years. 

There exists an extreme 

shortage of housing units 

relative to underlying 

demand because of 

massive under-building 

during the decade ending 

in 2018. Construction will 

remain strong in coming 

years until the supply of 

homes reaches the level of 

demand determined by 

household formation and 

lifestyle changes. 
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▪ The wild card in the outlook is the interaction between the extraordinary shortage of housing 

units and rising mortgage rates. Residential construction could remain stronger than otherwise 

in the face of rising mortgage rates as builders strive to meet the acute long-term shortage of 

housing units. 

 

▪ Residential construction could also benefit from favorable demographic factors pertaining to 

household formation and the millennial generation — currently the largest segment of the US 

population — and the primary age for first-time home purchases.  

 

▪ This generation accounted for a staggering two-thirds of first-time mortgage applications last 

year and nearly 40% of repeat-purchase applications in 2021. The single largest cohort of 

millennials turns 30 this year, slightly below the median age of 33 for entry-level homebuyers. 

 

▪ The fastest growth in household income in many years should support the housing market.  

For the first time in many years, both personal income and wages are rising at a pace that 

exceeds 30-year mortgage rates. 

 

▪ Inflation could become a significant variable in the outlook by blunting the effects of rising 

nominal mortgage rates. In addition, higher inflation could increase the demand for housing as 

an inflation hedge. 

 

▪ The major conclusion is that residential construction will fluctuate in the short term in response 

to changes in mortgage rates. In the long term, construction should remain in a solid uptrend 

until the supply of homes climbs to a level equal to the underlying demand for homes.  

 

 

 

 

 

The US housing market has been in a boom over the past 18 months, as measured 

by rapid growth in existing home sales and new construction along with a surge in 

real estate prices. This week’s Economic Perspective provides answers to questions 

regarding the sustainability of the current housing boom.  

 

COULD YOU SUMMARIZE THE HOUSING MARKET IN 2021? 

 

Despite numerous headwinds, 2021 was the best year for the housing market in 

many years. A confluence of economic, financial, and demographic factors 

combined to produce a boom in home construction and a sharp increase in house 

prices. For the full year, housing starts increased by nearly 15%, existing home 

sales rose by 10%, and prices surged by 18%, the fastest price gain in decades 

(see chart 1).  

 

At the same time, the housing market faced enormous challenges throughout the 

year, including the lowest inventory of unsold homes on record; significant  

supply-chain bottlenecks; and rapid increases in the cost of building materials, 

land, and labor.   
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HOW WOULD YOU CHARACTERIZE CURRENT HOUSING MARKET CONDITIONS? 

 

Many of the same forces that affected the housing market during 2021 remain in 

place: 

 

▪ The demand for housing units remains exceptionally strong. 

 

▪ The market continues to be constrained by a long-term structural shortage of 

housing units. 

 

▪ Construction of single-family homes remains in a strong uptrend but has been 

limited by shortages of building materials, labor, and buildable lots. 

 

▪ House prices continue to rise rapidly, although slightly slower than during 

2021. 

 

▪ The primary contrast with 2021 is mortgage rates. Compared with only 

3.25% at the end of last year, the current rate on a 30-year fixed-rate 

mortgages exceeds 4%. 

 

COULD YOU QUANTIFY THESE TRENDS? 

 

Single-family housing starts rose by 5% over the past three months; in the absence 

of supply-chain bottlenecks, the rate of gain would have been much faster.  

House prices are rising at an annual rate of 18%, down slightly from 20% in 

2021. Existing home inventories are only 880,000, the lowest level on record, and 

down from the all-time high of 4.2 million in 2006. On an inventory-to-sales basis, 

the number of unsold homes represents only 1.6 months of supply, down from 

nearly five months in years prior to the pandemic (see chart 2). 

Chart 1: House Price Inflation Has Peaked 

Annual Percentage Rise in Existing Home Prices 

Source: Federal Housing Finance Agency 
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WHAT EXPLAINS THE SPIKE IN HOUSE PRICES? 

 

The surge in real estate prices over the past 18 months can be explained by a 

combination of unique supply and demand factors. Of greatest importance is the 

exceptionally low inventory of existing homes for sale nationwide, which at only 

860 thousand units is the lowest since records began in 1999.  

 

Robust growth in housing demand can be explained by historically low mortgage 

rates, favorable demographic factors, and lifestyle changes emanating from the 

pandemic. The contract rate for conventional 30-year mortgage loans fell to an  

all-time low of 2.5% during the first half of last year. Even at 4%, current 

mortgage rates are still quite low in a historical context. Finally, the first-time 

buyer segment of the population has entered a rapid-growth phase that could 

persist for the next five years.  

 

Superimposed on these traditional demand factors, the pandemic unleashed an 

unprecedented migration phenomenon, with families moving from big-city 

apartments in the north to smaller cities, suburbs, and towns in the south and 

southwest. A disproportionately large portion of new construction is occurring in 

sunbelt states such as Arizona, Florida, and Texas. 

 

Finally, rising home prices can also be explained by the relentless increase in 

construction costs, including those for building materials, labor, and land. 

According to the National Association of Home Builders, the cost of construction 

increased by 18% last year, exerting upward pressure on existing house prices. 

 

 

 

Chart 2: Record-Low Inventory of Unsold Homes 

Existing Homes For Sale (Millions) 

Source: National Association of Realtors  
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IS THE HOUSING MARKET IN A BUBBLE? 

 

An asset bubble is defined as a rise in market prices that extends far beyond the 

underlying fundamentals in the real economy. While the 18% increase in house 

prices in 2021 was the fastest in decades, it does not necessarily qualify as a 

bubble, for two reasons: (1) The cost of construction of a single-family home also 

rose by 18% last year; and (2) As discussed above, there exists a massive 

imbalance between the demand for homes and the supply of homes available for 

sale. The housing bubble of the early 2000s was the result of a spike in demand 

for homes when the inventory of homes for sale was already excessive. 

 

HOW WORRISOME IS THE OUTLOOK FOR HIGHER MORTGAGE RATES? 

 

While a rising trend in mortgage rates is almost certain to affect the demand for 

housing, the key question is the likely magnitude. The extent of the slowdown will 

depend upon the level of interest rates, the strength in employment, the rise in 

household incomes, the inflation rate, the severity of the shortage of housing units, 

and lifestyle changes resulting from the pandemic. 

 

▪ Mortgage Rates: It is important to place the current rise in mortgage rates 

into historical perspective. While rates have jumped from an all-time low of 

2.5% to nearly 4.25%, current borrowing costs are still relatively low. 

However, a further rise in mortgage rates to 6% or more could reduce housing 

demand (see chart 3). 

 

▪ Employment: Continued strong job creation would support further growth in 

the housing market and partially offset the negative effects of rising mortgage 

rates. Job security is a positive for consumer confidence. 

Chart 3: Mortgage Rates Still Depressed in a Historical Context 

Borrowing Rate on 30-Year Fixed-Rate Mortgages 

Source: Freddie Mac 
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▪ Household Income: The fastest growth in household income in many years 

should also support the housing market.  

 

▪ All-Cash Buyers: A relatively large share of home sales are currently made by 

all-cash buyers and purchasers of second homes, suggesting mortgage rates 

might be somewhat less important in the current environment.  

 

WHY DO YOU EXPECT RESIDENTIAL CONSTRUCTION TO GROW THIS YEAR? 

 

There are at least five unusual factors that could support new housing construction 

in this year. Strength in construction is likely to be concentrated in single-family 

homes, whereas apartment construction could experience a modest decline.  

 

▪ Acute Shortage of Houses: The single-family segment of the market is in a 

unique position because of the extreme shortage of housing units nationwide. 

The homeowner vacancy rate recently dipped below one percent to the lowest 

level in 45 years (see chart 4). 

 

▪ Massive Backlogs: Homebuilders have not been able to keep up with surging 

demand, partially because of supply bottlenecks. Lead times between 

purchases of new homes and housing completions are the longest in many 

years. As a result, the number of homes currently under construction is at a 

multiyear high, with most of these likely to be completed this year  

(see chart 5).  

Chart 4: Extreme Tightness in the Single-Family-Home Market 

The Homeowner (%) Vacancy Rate 

Source: US Census Bureau 
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Total Single-Family Homes Under Construction (Thousands) 

Source: US Census Bureau
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▪ Lifestyle Changes: The pandemic has proven to be a powerful catalyst for 

changing lifestyles. The trend toward remote work has allowed families to 

migrate to warmer locations, which also tend to have more favorable tax rates 

and lower crime rates.   

 

▪ Real Mortgage Rates: The future trend in inflation could become a significant 

variable in the outlook, as higher inflation blunts the effects of rising nominal 

mortgage rates. For one of the few times in financial market history, inflation 
has accelerated to a rate that exceeds mortgage rates (see chart 6). 

 

▪ Inflation Hedge: Real estate has traditionally been viewed as an inflation 

hedge. A sustained level of inflationary expectations could increase the 

demand for housing as an investment.   

 

The key point is that the only way to meet the country’s desperate need for 

additional housing supply is for new construction to grow at an above-average rate 

for the next several years, at a minimum. 

 

WHAT EXPLAINS THE EXCEPTIONAL SHORTAGE OF HOUSING UNITS?  

 

According to research by mortgage-finance company Fannie Mae, the US housing 

market is four million short of the number of single-family homes needed to meet 

underlying demand. A shortfall of this magnitude can be best understood by 

studying the housing bust from 2008 through 2015, when new housing starts 

averaged fewer than 800 thousand units per year, nearly 45% below the 

underlying demand based upon household formation.  

Chart 6: Mortgage Rates Exceed the Consumer Inflation Rate 

     Mortgage Rates: 30-Year Conventional Fixed Rate ———— 

     The Core Consumer Inflation Rate ———— 

Source: Freddie Mac; Bureau of Labor Statistics 

 

0

1

2

3

4

5

6

7

2016 2017 2018 2019 2020 2021 2022

30-Year 

Conventional

Fixed Rate

%

Core Consumer

Inflation Rate



 

1001317-00237-00           Available for Participant Use 
 

8 

March 14, 2022 

 

In addition, rapid consolidation of the homebuilding industry has resulted in a 

more stable and orderly market, wherein episodes of excess construction are less 

likely. The top ten nationwide homebuilders currently comprise one-third of the 

market, up from 24% in 2012. Consequently, these industry leaders have 

deliberately proceeded cautiously in their production schedules in meeting the 

demand of new homebuyers.  

 

COULD YOU DISCUSS THE KEY DEMOGRAPHIC TRENDS? 

 

There are several demographic trends. Large numbers of the baby boom generation 

are choosing to remain in their homes as they age, thereby increasing the demand 

for housing and reducing the supply of resales. But the most important trend 

pertains to the millennial generation, young adults born between 1982 and 1998. 

This is the largest segment of the population, which is currently the prime age 

range for making first-time home purchases.  

 

Unsurprisingly, this generation accounted for a staggering two-thirds of first-time 

mortgage applications last year and 37% of repeat-purchase applications.  

The single largest cohort of millennials turns 30 this year, slightly below the 

median age of 33 for entry-level homebuyers, implying continued demographic 

tailwinds for the housing market in coming years. A recent survey by housing-

research firm Zonda found that one-third of millennials plan to buy a home in the 

next one to three years. Only 7% indicated that they never plan to own a home. 

 

WHAT IS YOUR FORECAST FOR 2022? 

 

My forecast assumes that the housing market will stabilize during the year and 

normalize in several respects: 

 

▪ Supply-chain disruptions should diminish as the year unfolds 

▪ Construction costs should moderate later in the year and in 2023 

▪ House price inflation could return to a more normal pace near 5% by yearend 

▪ Mortgage rates are likely to remain in a cyclical uptrend, but not reach 

prohibitive levels until 2023 and 2024 

▪ Housing starts could rise by 5%, led by construction of single-family homes 

▪ Home sales could decline by 5% because of affordability and a record-low 

availability of homes for sale 

 

The bottom line is that housing market activity will fluctuate on an interim  

short-term basis in response to changes in mortgage rates, credit availability, and 

shortages of materials and labor. However, longer-term structural forces strongly 

suggest that single-family home construction should remain in a rising trend on a 

multi-year basis until the supply of homes climbs to the level of fundamental 

demand, determined by household formation and lifestyle changes.  
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This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement 
savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need 
investment advice, please consult with a qualified professional. 
 
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding 
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned 
herein, the recipient(s) of this report must make its own independent decisions. 
 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory 
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or 
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No 
representation or warranty is made as to future performance or such forward-looking statements. 
 
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has not been independently verified. 

Bloomberg US Aggregate Bond Index: is a broad base, market capitalization-weighted bond market index representing intermediate term investment 
grade bonds traded in the United States. Investors frequently use the index as a stand-in for measuring the performance of the US bond market. 

Dow Jones Industrial Average: is a stock market index that measures the stock performance of 30 large companies listed on stock exchanges in the 

United States. 
 
MSCI World Excluding US Equity Index: is a stock market index comprising of non-U.S. stocks from 23 developed markets and 26 emerging markets. 

The index is calculated with a methodology that focuses on liquidity, investability, and replicability.  
 
NASDAQ: is an American stock exchange at One Liberty Plaza in New York City. It is ranked second on the list of stock exchanges by market capitalization 
of shares traded, behind the New York Stock. 
 
Russell 2000 Index: is a small-cap stock market index of the smallest 2,000 stocks in the Russell 3000 Index. It was started by the Frank Russell 
Company in 1984. The index is maintained by FTSE Russell, a subsidiary of the London Stock Exchange Group. 
 
Russell 3000 Growth Index: is a market capitalization-weighted index based on the Russell 3000 index. The Russell 3000 Growth Index includes 
companies that display signs of above-average growth. The index is used to provide a gauge of the performance of growth stocks in the United States. 
 
Russell 3000 Value Index: : is a market-capitalization weighted equity index maintained by the Russell Investment Group and based on the Russell 3000 
Index, which measures how U.S. stocks in the equity value segment perform by including only value stocks. 
 
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index 
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since 
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted. 
 
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is 
not a guarantee or reliable indicator of future results. 

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential 
Financial or any of its subsidiaries.     
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