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These notes reflect the views of the author and don't necessarily reflect the official
positions of the Federal Reserve Bank of Boston or the Federal Reserve System.
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Recent Trends in House Prices
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Rising Home Prices Raise Concerns of Overheating

Dearth of new construction and strong demand from buyers are pushing up prices.
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e House prices have returned to peak

e Relative to income,

o Well below peak

e High compared to 2000.
e Are priced overheating?
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Great boom of 2000s was in P/R ratio

Unlike P or P/Y, P/R returned to
pre-crisis level
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e Housing finance:

e Allows ownership of stock
e Payment of flow

e Gordon growth formula

Price
Rent

= r—g = Rent = (r—g) xPrice

e Example of housing finance

e 1970s — high inflation (high g)
e Reduced amortization loans
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