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Land Prices Increasingly Drive
Housing Markets, Fed Study Says

By Campion Walsh 
From The Wall Street Journal Online

WASHINGTON -- Housing prices in big U.S. cities have increasingly reflected underlying
land value rather than building value since the mid-1980s, and that trend is likely to continue,
according to a Federal Reserve study released Tuesday.

In the 46 biggest metro housing markets, land's share of property prices increased on
average to 51% in 2004 from 32% in 1984, according to the study authored by Michael
Palumbo, chief economist in the Fed's flow of funds section, and Morris Davis, a former Fed
economist now at the University of Wisconsin.

The increase was especially sharp during the 1998-2004 housing boom, when land's share
of property values gained 11 percentage points, the study said.

"With residential land having appreciated so significantly over the past 20 years around the
country, the future course of land prices is expected to play an even more important role in
governing home prices -- in terms of average appreciation rates and volatility -- in the next
two decades," according to the study.

The report concludes that land's increased share of property values "could mean faster
home-price appreciation, on average, and possibly larger swings in home prices."

Even if land appreciation returns to the slower pace seen before the 1998-2004 boom,
cumulative gains in land value mean that house prices might rise more quickly on average
than they did before the boom, it said.

Regionally, relatively expensive housing markets have seen somewhat bigger increases in
land's share of prices in the 1998-2004 period, but the current housing boom has been
marked by rapid appreciation of residential land "just about everywhere," according to the
report.

The Fed study also found that at some point since 1984 most large U.S. cities have gone
through one pronounced price cycle in which residential land lost value for several years,
usually after several years of rapid appreciation.

"In real terms, land prices have generally taken several years to go from peak to trough, and
the subsequent recovery from these price declines has generally occurred at a more gradual
pace," the study said.

Email your comments to rjeditor@dowjones.com.

-- June 22, 2006
GO TO THE TOP

E-MAIL THIS ARTICLE   PRINT THIS ARTICLE
RESPOND TO THIS ARTICLE

advanced search

BUYING AND SELLING

MORTGAGES AND MORE

BUY/SELL TACTICS

TAXES & INSURANCE

AGENTS & BROKERS

RELOCATION

MARKET TRENDS

REGIONAL NEWS

OPEN HOUSE

REAL-ESTATE INDEX

BEST PLACES

RELOCATION TOOLS

FIND COMPARABLE SALES

MONEY & RATES

MORTGAGE TOOLS

FREE EMAIL NEWSLETTERS

RSS

DOW JONES NETWORK

The Wall Street Journal
CareerJournal
CollegeJournal
OpinionJournal
StartupJournal
WSJBooks
CareerJournalAsia
CareerJournalEurope
MarketWatch

HOME BUYING &
SELLING

SECOND
HOMES

BUILD &
IMPROVE

HOME &
GARDEN COLUMNISTS DISCUSSIONS



RealEstateJournal | Land Prices Increasingly Drive Housing Markets, Fe... http://www.realestatejournal.com/buysell/markettrends/20060622-walsh...

2 of 2 8/10/2006 1:30 PM

ADVERTISERS LINKS  |  WHAT'S THIS?

Free Retirement Guide
Learn ways to invest wisely and feel comfortable with your retirement plan. Get your free retirement guide today.
www.ameriprise.com

eBay Motors Listing Company Now Public
ECFL set to split. 10 for 1 forward stock split!
dailystockpix.com

Free BlackBerry 7520 Phone
We'll ship you a BlackBerry 7520 phone free-act today!
onlinerewardcenter.com

    

SUBSCRIBE TO THE WALL STREET JOURNAL OR TAKE A TOUR 
SIGN UP TODAY FOR FREE MARKETWATCH MEMBERSHIP 

Copyright © 2005 Dow Jones & Company, Inc. All Rights Reserved 
By using this site, you agree to our Privacy Policy. 


