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Property valuations have shown a steady trend of 
appreciation, with over 10% year-over-year (YoY) increases 
in the past 15 months (through April), and 8.78% in May. 
Though the growth of home prices is continuing at a 
modest pace, the forces at play within the housing market 
are changing. By means of analyzing sub-segments of 
the housing market we have been able to detail certain 
dynamics of the market that result in a disparity among 
the home price appreciation rates of lower vs. higher price 
tier properties and may affect overall price performance 
going forward. 

For the purpose of this article, lower price tier is defined 
as properties with purchase price <= 1.25x the FHLMC loan 
limit, and the higher price tier is defined as properties with 
purchase price > 1.25x of the FHLMC loan limit. 

Figure 1 shows the historical trends of national home price 
indices of both price tiers and the combined index through 
boom, bust, and recovery phases of the housing market. 
The appreciation rates during the 2005-2007 time period 
were very similar across the identified property cohorts, 
however homes within the lower price tier experienced 
higher overall drop in value when compared to higher price 
tier properties during the housing crisis. Subsequently, the 
lower valued homes observed the strongest gains following 
the trough in February 2012 (Figure 2). Many of these 
properties fell into the distressed property category and 
enjoyed the run-up in prices caused by foreign, individual 
and institutional investor demand. Large companies, 
including the Blackstone Group, American Residential Properties, Silver Bay Realty Trust, and American Homes 4 Rent took advantage 
of the depressed home valuations and purchased single-family homes in bulk, with the intent to rent them and sell once they reached 
their target return on equity. Additionally, the supply in the lower end of the market has been consistently constrained as high level 
of negative equity of many existing homeowners prevented them from putting their homes on the market. This resulted in supply 
constraints and further price increases.  It’s important to note, however that the appreciation rates in the lower price tier have been 
slowing down. YoY price gains above 10% witnessed in 2013 slipped to 7.3% in May 2014. In contrast, the national price index of 
higher price tier properties has reached new highs in 2014, with May price index level being 4.34% above the pre-recession peak in 
2007.

1The FHLMC base conforming loan limit for single-family properties is $417,000 ($625,500 for Alaska, Hawaii, Guam & U.S. Virgin Islands) for 2013-
2014. The limit for super conforming mortgages is $625,500 ($938,250 for Alaska, Hawaii, Guam & U.S. Virgin Islands).
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The recent slowdown in home price appreciation rates in lower 
tier properties vs. higher tier properties can be attributed to the 
combination of the following factors:

1.	 The shift in demand composition in the lower spectrum of 
the market as investor interest wanes and first-time home 
buyers fail to fill in the gap. 

•	 Investor share of the existing home sales averaged 
21% 	 in 2011-2012, but has declined to 19% in 2013 
and 18% in 2014. Softening of the investor demand is 
a result of higher prices and tight inventory of lower 
priced properties for sale. 

•	 Decreasing affordability for first-time home buyers 
(who traditionally purchase homes in the lower end 
of the market), coupled with limited supply of homes 
for sale and competition from the all-cash buyers 
continue to be very challenging. 

2.	 A surge of affluent buyers eager to buy in the higher price 
tier.

The reversal in pricing trends is also apparent on the State and CBSA/Metro level (Figure 3-4). California and Nevada show 
the most dramatic changes in lower price tiers when comparing data from 2013 and YTD 2014.  Among the CBSAs in 
California, Oakland has the largest decrease in lower price tier home price appreciation, while San Francisco showed the 
strongest gains in higher price tier. This suggests that factor #1 has a greater effect in Oakland housing market while factor #2 
is the main driving force in San Francisco.

Figure 4. Home Price Changes in Top CBSA/Metro Areas
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Figure 3. Home Price Change in Top 10 States
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In addition to the upward trend in home prices, the sales of higher priced properties have also been increasing since 2011 
(Figure 5). The sales of higher end properties have jumped 60% in 
2012, 45% in 2013, and 12% in 2014 (January through May), 
while the sales of lower price properties have been trending 
down (5.1%, 11%, and -4.3% for 2012, 2013 and YTD 2014, 
respectively). This once again confirms the slowing demand from 
Investors for lower priced, distressed properties.

Conclusion & Implications
Over the long-term and as the economy continues to improve, 
we expect the supply of homes for sale to gradually increase and 
first-time home buyers to replace the investor demand, both of 
which will result in normalization of home price appreciation 
across all segments of the market. In the short-term, more 
expensive homes will most likely continue to outpace price 
performance of lower valued properties given the recent market 
dynamic. 

This has major implications for holders of Subprime securities that are typically backed by homes in the lower end price 
points of the housing market.  Many investors have priced significant recovery rates for the remaining pipeline of distressed 
loans expected to liquidate through REO or Short-Sale over the next several years. Unfortunately, given the aforementioned 
factors, a substantial drop in loss severities in this market segment is unlikely.  Furthermore, given persistently tight lending 
standards, Subprime borrowers will continue to face limited refinancing opportunities, especially if their equity position does 
not improve overtime.  The fundamental challenges observed in this type of collateral will likely have an adverse effect on 
the valuations of Subprime securities.   
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Article’s chart and data sources: CoreLogic, NAR, FBC
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•BY ACCEPTING A COPY OF THIS CONFIDENTIAL PRESENTATION, THE RECIPIENT AGREES THAT NEITHER IT NOR ANY OF ITS EMPLOYEES OR ADVISORS SHALL USE THE INFORMATION 

FOR ANY PURPOSE OTHER THAN EVALUATING THE SPECIFIC TRANSACTION DESCRIBED HEREIN OR DIVULGE TO ANY OTHER PARTY SUCH INFORMATION.  THIS CONFIDENTIAL 

PRESENTATION SHALL NOT BE PHOTOCOPIED, REPRODUCED OR DISTRIBUTED TO OTHERS WITHOUT THE PRIOR WRITTEN CONSENT OF THE PRINCIPALS.

•NOTWITHSTANDING ANYTHING TO THE CONTRARY CONTAINED HEREIN, THE RECIPIENT (AND EACH EMPLOYEE, REPRESENTATIVE, OR OTHER AGENT OF THE RECIPIENT) MAY 

DISCLOSE TO ANY AND ALL PERSONS, WITHOUT LIMITATION OF ANY KIND, THE TAX TREATMENT AND TAX STRUCTURE OF THE TRANSACTIONS DESCRIBED HEREIN) AND ALL 

MATERIALS OF ANY KIND THAT ARE PROVIDED TO THE PROSPECTIVE INVESTOR RELATING TO SUCH TAX TREATMENT AND TAX STRUCTURE (AS SUCH TERMS ARE DEFINED IN TREASURY 

REGULATION SECTION 1.6011-4). THIS AUTHORIZATION OF TAX DISCLOSURE IS RETROACTIVELY EFFECTIVE TO THE COMMENCEMENT OF DISCUSSIONS WITH PROSPECTIVE INVESTORS 

REGARDING THE TRANSACTIONS CONTEMPLATED HEREIN. 

•THE FINANCIAL PROJECTIONS INCLUDED HEREIN HAVE BEEN PREPARED ON THE BASIS OF ASSUMPTIONS STATED THEREIN.  FUTURE OPERATING RESULTS ARE IMPOSSIBLE TO PREDICT 

AND NO REPRESENTATION OF ANY KIND IS MADE RESPECTING THE FUTURE ACCURACY OR COMPLETENESS OF THESE FORECASTS.

•THIS DOCUMENT AND THE RELATED ORAL PRESENTATION IS NOT AN OFFER TO SELL OR A SOLICITATION OF AN OFFER TO BUY SECURITIES. 

•THE INFORMATION INCLUDED HEREIN IS PRELIMINARY, AND WILL BE SUPERSEDED BY A DEFINITIVE PRIVATE PLACEMENT MEMORANDUM. 

•WE WILL NOT ACCEPT ANY OFFER BY YOU TO PURCHASE SECURITIES AND YOU WILL NOT HAVE ANY CONTRACTUAL COMMITMENT TO PURCHASE SECURITIES UNTIL AFTER YOU HAVE 

RECEIVED THE DEFINITIVE PRIVATE PLACEMENT MEMORANDUM. 

•DISCUSSIONS OF FEDERAL TAX ISSUES IN THIS PRESENTATION ARE NOT INTENDED TO BE RELIED UPON BY INDIVIDUAL INVESTORS. EACH INVESTOR SHOULD SEEK ADVICE BASED ON 

THEIR PARTICULAR CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR. 

•THERE CAN BE NO ASSURANCE THAT PROJECTED RETURNS WILL BE ACHIEVED OR THAT THE FUND WILL BE ABLE TO IMPLEMENT ITS INVESTMENT STRATEGY OR ACHIEVE ITS 

INVESTMENT OBJECTIVES.

•GROSS IRRs DO NOT REFLECT MANAGEMENT FEES, CARRIED INTEREST, TAXES, TRANSACTION COSTS AND OTHER EXPENSES TO BE BORNE BY INVESTORS IN THE FUNDS, WHICH WILL 

REDUCE RETURNS.

For questions or additional information, please contact: 
Guey-Mei You, Ph.D.

gyou@falconbridgecapital.com

Aga Linsky

alinsky@falconbridgecapital.com

(925) 979-4257 (925) 979-4291

 


