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Market Crash or Real Estate Stagflation? 

 
Many RE experts and advisors are foreseeing a price drop in the market, or even a Market 

Crash. Some others are still bullish on home prices and continue to recommend RE against other 
investments. Two opposite visions of the same market. Let’s try to understand what this is and figure 
out which of the two is the most probable outcome. 

 
The Fundamentals for both sides of the coin are valid and very reasonable. On one side, the 

“Market Crashers” base their analysis and conclusions on a few aspects, but mainly a) Increasing 
Interest Rates, and b) Affordability. 

 
Affordability is the cost of housing relative to the level of household income in that same area. 

Basically, how affordable a home is, relative to the income of that household. For example, in some 
areas of San Francisco CA, the Median Home Price is above $1M, but it’s more affordable to some 
areas in Miami FL (that have Median Sale Price below $600K) because the Median Household 
Income is $125K per year, versus $43K in Miami. So that makes San Francisco more affordable than 
Miami in that particular area. 

 
In many of the Cities we work on, we are seeing high ratios between Median Sale Price and 

Median Household Income, which of course is concerning, and rightfully feeding into the Market 
Crashers’ evidence. 

  

CITY Home Value HH Income P/E Ratio 

Miami, FL $456K $50K 9.2x 
Tampa Bay, FL $383K $51K 7.5x 
Orlando, FL $395K $49K 8.0x 
Raleigh, NC $463K $52K 8.9x 
Charlotte, NC $386K $54K 7.1x 
Fayetteville, NC $190K $40K 4.7x 
Atlanta, GA $381K $55K 7.0x 
Nashville, TN $452K $56K 8.1x 
Houston, TX $310K $55K 5.6x 
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So, the next logical question is why aren’t prices dropping? 
 
Especially with this threatful environment for all homeowners? The S&P Case-Shiller US Home 

Prices is still at all time high levels. And in our Markets, we are still seeing ~20% year-to-year increase 
in prices. 

 
 

 
 
 
Well, the answer is that despite these considerations, the Crash Theory has two major defects: 

 
a) The assumptions made on Price Levels (high or low) is very basic, and it’s leaving out 

a broad range of indicators that explain why prices are “too high” or “too low” against 
historical averages.  

 
b) In order for the Prices to drop dramatically, it would need a stampede of sellers willing 

to drop their prices in order the get rid of their homes, due to this affordability issue. 
And this is when the other theory kicks in: 

 
 
 
 

“In a high interest rates and high inflation environment, there is 
no incentive for a Home owner to sell a property” 
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Why should a Home Owner sell his property, and get locked in to a much higher price and 

much higher interest rate that the previous one, knowing that the only expense that is not increasing 
with inflation is his Mortgage Installment? 
 

The answer seems to be very clear: There is no reason to sell. 
 

But… if you still want to find the needle in the haystack, let’s discuss some possible reasons 
Home Owners would massively want to sell: 
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They might be out of the money on their 
Mortgage loans: It doesn’t seem like this will 
be a possible scenario. The US Owner’s Equity 
in Household RE is in record high (27.77 
trillion), meaning that never in the US history, 
the Home Owners retained this much Equity. 

 
 

Furthermore, the vast majority of the Home 
Owners purchased their home before 2020 
(Home Ownership Rate is as low as 65%). This 
means most of the Home Owners didn’t pay 
this record prices. 
 

 
 

Low Mortgage Quality (similar to 08/09): 
 
Another scenario that is very unlikely, due to 
the robust Mortgage criteria, and the Higher 
Credit Scores Percentages.  
 

 
 



 

 

 
 
 
 
 
 
 

 
 
 
 

 
 

Conclusion 
 
It seems clear that affordability is becoming a serious problem for the US Economy, and a 

broad solution needs to be found. However, the effect on Home Prices might only be mild and short-
term.  

 
Supply and Demand are still the main characters in this play. While Homeowners remain with 

a majority of robust credits, there are no apparent reasons to sell. Without a massive stampede of 
sellers, the Prices shouldn’t be affected drastically or permanently. We would continue to monitor 
Inventories, foreclosures, and price changes. 
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Furthermore, the number of new foreclosures 
Bankruptcies is very low compared to the US 
recent history. Even if we see an increase in 
the next few months, it would be very difficult 
to see a record level as we saw in 08 / 09. 

 
 

Mortgage Delinquency is also very low, and 
not even near to what we experienced in the 
last Real Estate Market Crash  
 

 
 


