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Most home builders see shortage of lots to build 

By Ruth Mantell, MarketWatch  

 

WASHINGTON (MarketWatch) — Families buying new homes can expect prices to continue to 

rise, as builders say there’s a low supply of developed lots and that properties suitable for new 

housing have become more expensive.  

Builders will pass along 100% of increased lot costs to homebuyers, said David Crowe, chief 

economist at the National Association of Home Builders.  

“Builders price homes based on what they are going to have to pay for all the ingredients. If they 

are starting to pay more for lots, they are going to have to pass that on right away,” he said.  

Among home builders, 59% reported last month that there is a “low” or “very low” supply of 

developed lots in their market areas, according to soon-to-be-released survey data from the 

NAHB. Developed lots are properties that a builder would be able to start construction upon 

right away.  
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Builders also reported that prices for “A” lots — these are prime locations near, for example, 

transportation corridors — are on the rise. Among respondents, 69% said prices for “A” lots are 

“substantially” or “somewhat” higher than a year ago. Most builders also said that “B” 

properties, which are in good but not prime locations, are pricier than a year ago.  

 

The lots shortage is due to two factors, Crowe said. First, lots needed today should have started 

development three or four years ago. But, at that time, people didn’t expect demand to come 

back, and so developers didn’t make the investment. Second, even among those developers with 

the foresight to invest in land, it was tough to find willing lenders a few years ago.  

“The market was so depressed,” Crowe said. “The prime source for loans of this kind are small 

community banks, and they were in their own distress.”  

NAHB fielded the survey last month because lot-supply issues appeared to be increasingly 

cropping up among members, Crowe said. Among the 387 respondents to NAHB’s survey, most 

build less than 25 homes per year. The 10 largest U.S. home builders make up about one-quarter 

of new-home sales.  

The market for new homes, which tend to be pricier than existing homes, attracts a higher-

income clientele. Still, if builders increase prices too much over too short a period customers 

won’t want or be able to buy a new home. The industry-wide median sales price for a new home 

hit a record $281,700 in March, up more than 9% from a year earlier.  
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The trade-off between sales volume and prices was seen in first-quarter earnings reports when 

many builders reported that average prices leaped higher over the past year, while annual growth 

in net orders dropped.  

 

Lot-supply conditions may be better at larger building companies.  

In a recently released quarterly-earnings report, luxury home builder Toll Brothers TOL +0.78% 

 said it owned or controlled more than 50,000 home sites at the end of April, up 11.5% from a 

year earlier. Elsewhere, D.R. Horton DHI +1.03% , a leading U.S. builder, has also improved its 

land positions.  

“[D.R. Horton ] enjoys one the broadest geographic diversity in the industry and is not dependent 

on any one market. Further, the company’s land and lot position is currently the strongest in its 

35-year history,” according to an analyst note from Zacks Investment Research .  

It may be that large builders are driving up prices for smaller companies. Among respondents to 

NAHB’s survey, 88% said that national builders buying lots have a “significantly” or 

“somewhat” negative impact on price and/or availability of lots.  
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Ruth Mantell is a MarketWatch reporter based in Washington. Follow her on Twitter 

@RuthMantell.  
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