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Florida real estate
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The Sunshine State’s many amenities
play a large role in the ebb and flow of
the Florida real estate market, as
many folks swarm to its coastlands
hoping to take advantage of cheaper
taxes, beachside properties and
warmer weather.

These benefits brought about in the
1920s one of the largest land booms
the country had ever seen. Again, in
the early 2000s, Florida played a
central role in the rise of the real
estate market and demand for new residential housing. However, in
both instances, the market was unable to continue its prolonged
upward trend and resulted in a slump in real estate prices.

Today, Florida reappears on the real estate stage with an exodus of
residents from across the country flocking to the Sunshine State,
resulting in a spike in home and rent prices over the past year. On
Forbes’ list of states with the highest rent hikes, Florida topped the
list at No. 1.
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These inflated prices reflect much higher demand for housing
throughout Florida, and to accommodate for this, private investors,
real estate investment trusts, pension funds and other
organizations with billions to throw around are pouring money into
new property developments across the state, hoping to capitalize
on the course of rising prices.

Historically, real estate performs better than many investments
during times of economic expansion and with inflation currently at
a 40-year high, rental prices could continue to rise. In addition, if
the Federal Reserve raises interest rates dramatically, attempting to
dampen inflation, the cost increase of new property development
may be inevitable. As a result, real estate investors would either
have to raise rental prices or settle for a lower profit on their
investment, which proves highly unlikely.

It is true that if demand for new real estate rises substantially above
supply, prices will increase. But if investors end up building too
much residential real estate, the demand may not be great enough
to fill the increased supply.

In Miami alone, new construction of multifamily projects has gone
from 5,703 in Q1 of 2020 to 10,007 in Q3 of 2021, according to a
Berkadia report.

Corporations and investment funds are building these properties
with the expectation that demand will not only stay at current
levels but will in fact increase as more people migrate to Florida.
However, if the rate of migration to Florida slows and ends up
being far less than these investors expect, they will have created an
oversupply of Florida residential real estate and investors will have
no choice but to lower prices to keep tenants from moving to
cheaper locations.

The real estate market crash in 2007 demonstrated the fragility of
the market when over-optimistic investors forecasted demand
without analyzing when that need would plateau. After the crash,
the investors who poured money into new properties in Miami,
Tampa and other parts of Florida found themselves scrambling to
fill empty offices and apartment complexes. Many went into
bankruptcy; others were forced to earn a pittance of a return on
their investment.
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It took five years before the demand started picking up enough to
meet supply, and another seven years before dramatic upticks in
residential demand became evident.

While attractions continue to invite many into this enticing state,
this trend may eventually begin to slow as it did in the past. If it
does, and developers continue to build at increasing rates, do we
face another scenario like the 1920s and early 2000s? This is
ultimately the question investors need to ask.

William Douthat is the director of corporate distribution and
development at Riverton Insurance Agency. He has a master's in
business administration and has years of experience in financial
services and investing.


