
 
 

3 Big Red Flags for Real Estate Investors 
Low mortgage rates should push demand higher. Yeah, that's not happening. 
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Why worry? If you look only at the hard data, you'd think the real estate market is booming! A warm 
winter kept sales strong in the usually slow months of January and February. Average prices are up. 
Mortgage rates are at record lows. It's a recipe for success. 

Well...not quite. 

See, that data mostly predates the coronavirus pandemic. We're just starting to see ominous signs that 
the real estate market may be headed for tough times ahead. 

That would hit companies that depend on a strong real estate market, like home improvement retailers 
Home Depot (NYSE:HD) and Lowe's (NYSE:LOW), homebuilder NVR (NYSE:NVR), REIT Annaly Capital 
Management (NYSE:NLY), and realty app/online realtor Zillow Group (NASDAQ:Z) (NASDAQ:ZG).  

Here are three big red flags that suggest the real estate market is in a tough spot. 
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Red flag #1: Case-Shiller tops 200 
 
When it comes to evaluating housing prices, Standard & Poor's Case-Shiller Home Price Index is the gold 
standard. Developed by economists Karl Case and Robert Shiller, the index measures nationwide home 
prices going back to 1890, as well as prices in 20 different metropolitan areas. 

The January 2000 value of the Index was pegged at 100. During the entire 20th century, it had never risen 
above 140 or below 60, and it always reverted back to about 100. But here's what it's done since then: 

 

 

CASE-SHILLER HOME PRICE INDEX: NATIONAL DATA BY YCHARTS 

The Index today is at 213.8, 15.8% higher than it was at the peak of the housing bubble in February 2007. 
Not only is that an all-time high, it's the first time the nationwide Index has ever risen above 200 (some 
individual markets like Miami, Phoenix, and Chicago are still below their 2007 highs; others, like Dallas, 
are stunningly higher): 
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The last time the Index was even close to these levels, it fell by 26%. Shiller saw it coming, expressing 
concern in his 2005 book, Irrational Exuberance, that home prices were rising much faster than 
household incomes. 

Well, guess what? 

 

CASE-SHILLER HOME PRICE INDEX: NATIONAL DATA BY YCHARTS 

https://ycharts.com/indicators/case_shiller_home_price_index_phoenix
https://ycharts.com/
https://ycharts.com/indicators/case_shiller_home_price_index_national
https://ycharts.com/
https://ycharts.com/indicators/case_shiller_home_price_index_phoenix/chart/
https://ycharts.com/indicators/case_shiller_home_price_index_national/chart/


Home prices aren't on as steep an uptrend as they were in the mid-2000s, but they have certainly 
outpaced wage growth. And if the coronavirus causes mass layoffs and high unemployment, wage growth 
is likely to grind to a halt. That sets home prices up for a big fall. 

Oh, and speaking of coronavirus... 

Red flag #2: everyone's stuck at (their current) home 
 
Well, not exactly everyone (big shoutout to healthcare professionals, police and fire departments, and 
delivery drivers), but two-thirds of everyone.  

You read that right: according to census estimates of the 21 states, 14 cities, and 47 counties (and 
counting) that are currently under "shelter in place," "stay at home," or similar orders from their 
governments, more than 200 million Americans -- roughly two-thirds of the U.S. population of 327 
million -- have been told not to leave their homes. 

Being confined in your home...with your kids...24/7...for weeks? Well, that'll probably spark your interest 
in moving into a bigger place (say, one with a soundproof playroom), but until you can leave your house 
to take a look at a model home or visit a realtor's office, you're probably not going to buy. And if those 
weeks (or months) of sitting at home have drained your savings, you may not be able to buy for quite a 
while. 

The states and cities in which people are homebound include some of the hottest real estate markets in 
the country, including the largest metro areas in Texas (Houston, Dallas-Fort Worth, San Antonio, Austin), 
Miami-Dade and Orange Counties in Florida, and the entire state of California. But will they still count as 
"hot" markets when buying grinds to a halt? 
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Red flag #3: demand's already waning 
 
The National Association of Realtors surveyed buyers' and sellers' agents on March 9 and again on March 
19. Between the two surveys, a lot happened: major sports leagues cancelled their 2020 seasons, 
numerous states closed schools and businesses, and the largest ever one-day point drop in the Dow 
Jones Industrial Average occurred on March 16.  

Realtors were fairly sanguine in the first survey on March 9: just 16% of survey respondents reported a 
decrease in interest among buyers due to economic conditions, and only 19% reported having sellers 
interested in removing their homes from the market. But by March 19, the number reporting a decrease 
in interest among buyers had tripled to 48%, while the number reporting sellers thinking about pulling 
their homes off the market more than doubled to 39%. 

Remember, too, that March 19 was before many states had issued their shelter in place/stay at home 
orders.  

What's an investor to do 
 
First of all, don't panic, even if you're invested in real estate companies like NVR and Annaly Capital 
Management, or related companies like Home Depot and Lowe's. 

Remember that while all of their stock prices fell hard during the Great Recession, they not only 
recovered all of their losses, but went on to handily outperform the market in the years since (once you 
factor in REIT Annaly's substantial dividends). 

But don't ignore the red flags, either. Now's a good time to reevaluate your thesis for holding these or 
other real estate companies. If one of your holdings had a shaky balance sheet or iffy prospects prior to 
the current crisis, it might be too risky to hold onto now. 

As for investing new money, do you even need to ask? This is probably a sector to avoid until things 
shake out.  
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