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TL;DR
A stark division has formed in the US housing market as affluent luxury buyers insulate high-end builders from 
macroeconomic pressure, while entry-level developers suffer severe margin erosion to keep volume moving. 
To navigate this uneven terrain, leading builders are aggressively pruning non-core assets to fund geographic 
expansions into high-growth corridors.

The Affordability Divide in Homebuilding
The financial dividing line between luxury construction and entry-level homebuilding is widening as 
lower-income buyers struggle under the weight of borrowing costs US Homebuilder Trajectory.

"We also acknowledge that the current market conditions are causing potential homebuyers to hesitate and 
that capturing demand for the near term will require higher-than-anticipated use of incentives." — 
HousingWire

"...Lennar attributed the decline in price to weakness in the market and an increased use of sales incentives. 
Miller said sales incentives on deliveries remained elevated at 14.1% of sales..." — BuilderOnline

Affluent buyers remain highly insensitive to interest rate pressures, allowing luxury operators like Toll Brothers 
to maintain flat incentives of 8% and a low 2.9% cancellation rate https://www.theglobeandmail.com/invest- 
ing/markets/stocks/TOL/pressreleases/2044246/toll-brothers-tol-q2-2026-earnings-transcript/. Meanwhile, 
entry-level builders are trapped in an "affordability math" squeeze, sacrificing profitability to heavily subsidize 
buyer mortgages and protect their order books 
https://www.housingwire.com/articles/meritage-q1-2026-earnings/.

What to watch: Whether entry-level builders are forced to push sales incentives beyond current levels to 
sustain demand as affordability pressures persist US Homebuilder Trajectory.

Strategic Capital Reallocation to Single-Family Core
Major homebuilders are aggressively restructuring their balance sheets to exit volatile commercial segments 
and double down on high-growth residential geographies Toll Brothers’ Strategic H1 2026 Corporate Moves.

"During the six months ended April 30, 2026, we substantially completed the previously announced sale of 
approximately half of our Apartment Living portfolio, as well as our Apartment Living operating platform, to 
Kennedy Wilson for net cash proceeds of approximately $330.0 million." — /markets/TOL/2026/06/01

"In May 2026, we acquired substantially all of the assets and operations of Buffington Homes of Arkansas, a 
privately-held home builder based in Fayetteville, Arkansas." — /markets/TOL/2026/06/01



This massive shift allows builders to insulate themselves from painful multifamily joint-venture write-downs, 
which cost Toll Brothers $13.5 million in a single quarter /markets/TOL/2026/06/01. By converting these 
complex commercial real estate assets into raw cash, developers can immediately self-fund expansions into 
resilient, corporate-backed housing markets.

What to watch: How quickly Toll Brothers can leverage the acquired Buffington Homes pipeline of 
approximately 1,500 home sites to capture market share in Northwest Arkansas Toll Brothers’ Strategic H1 
2026 Corporate Moves.

What surprised us
• Toll Brothers' absolute immunity to cancellation contagion: While entry-level builders are 

experiencing double-digit cancellation rates, Toll Brothers recorded a microscopic 2.9% cancellation rate 
in its second fiscal quarter US Homebuilder Trajectory. This proves that the luxury buyer class remains 
completely detached from the affordability crisis plaguing the rest of the market.

• The rapid, clean exit from multifamily assets: Rather than slowly winding down its Apartment Living 
portfolio, Toll Brothers offloaded roughly half of the business to Kennedy Wilson in a single swoop, 
raising $330.0 million in cash Toll Brothers’ Strategic H1 2026 Corporate Moves. This decisive step 
shows zero tolerance for joint-venture drag during a volatile period.

• Meritage Homes' dramatic margin collapse: Meritage Homes watched its gross margin drop by 450 
basis points to 17.5% US Homebuilder Trajectory. For a spec-heavy builder, this sudden degradation 
highlights how quickly rising sales incentives and land costs can erode profitability when entry-level 
buyers hesitate.
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US Homebuilder Trajectory: Divergence Between 
Luxury Resilience and Entry-Level Strain
As of mid-2026, the financial performance of the major publicly traded US homebuilders reveals a 
growing divergence between luxury-focused builders and those catering to entry-level or 
first-move-up buyers. While luxury-focused builders are showing operational resilience and beating 
earnings expectations, entry-level builders are experiencing severe margin compression and 
declining orders, driven by affordability constraints, high mortgage rates, and rising sales incentives.

Luxury Resilience: Toll Brothers (TOL)

Toll Brothers demonstrated remarkable luxury resilience in its second quarter of fiscal 2026 (ended 
April 30, 2026). Despite some top-line and bottom-line compression—with quarterly revenue down 
to $2.53 billion (from $2.74 billion a year prior) and net income down to $260.6 million (from $352.4 
million)—the company beat analyst expectations with a diluted EPS of $2.72 (against a $2.59 
estimate).

Significantly, Toll Brothers' leading indicators showed a rebound:

• Net Signed Contracts: Increased 7% in units to 2,834 homes and 8% in value to $2.81 billion 
compared to Q2 2025.

• Incentives: Average incentives held flat at 8% of the gross sales price for the fourth 
consecutive quarter.

• Cancellations: The cancellation rate was a remarkably low 2.9% of beginning quarter backlog, 
reflecting the financial strength and low price-sensitivity of its affluent buyer base.

Entry-Level and Spec-Heavy Strain: Meritage Homes, Lennar, and D.R. Horton

In contrast, builders targeting entry-level buyers are facing intense pressure. They have been forced 
to rely heavily on expensive sales incentives (such as mortgage rate buydowns) to qualify buyers 
and close sales, resulting in severe margin erosion.

1. Meritage Homes (MTH) — Q1 2026 (ended March 31, 2026)

Meritage Homes' spec-heavy, entry-level model saw significant degradation in the spring of 2026:



• Closings & Revenue: Closings fell 13% and home closing revenue dropped 17% 
year-over-year.

• Margins: Gross margin collapsed by 450 basis points to 17.5%, heavily impacted by rising 
sales incentives and higher lot costs.

• EPS: Diluted EPS plummeted 51% to $0.82 (or $0.86 reported in other statements), missing the 
$0.98 analyst estimate.

2. Lennar (LEN) — Q1 2026 (ended February 28, 2026)

Lennar reported a similar contraction:

• Home Sales Revenue: Decreased 13% year-over-year to $6.3 billion, driven by an 8% drop in 
average sales prices to $374,000 and a 5% decline in home deliveries to 16,863 units.

• Incentives: Sales incentives on deliveries remained highly elevated at 14.1% of sales.
• Profit: Net earnings fell sharply to $229 million ($0.93 per share), down from $520 million 

($1.96 per share) in Q1 2025.

3. D.R. Horton (DHI) — Q2 2026 (ended March 31, 2026)

D.R. Horton, the nation's largest builder, compressed margins to keep volume moving:

• Revenues & Profits: Homebuilding revenue decreased 2% to $7.1 billion, while net income fell 
20% to $647.9 million. Diluted EPS fell 13% to $2.24 (though it beat the $2.14 estimate).

• Incentives & Cancellations: Sales incentives are expected to remain elevated throughout 
fiscal 2026. The cancellation rate held stable at 16%, while net sales orders increased 11% to 
24,992 homes ($9.2 billion in value).

What It Means

The mid-2026 housing landscape shows that "affordability math" is dictating builder performance. 
Toll Brothers' affluent customers—who often have significant accumulated wealth and are less 
dependent on mortgage financing—allow the luxury builder to maintain stable pricing, low incentives 
(8%), and negligible cancellations (2.9%).

Conversely, entry-level buyers are highly sensitive to mortgage rate volatility and cost-of-living 
strains. To keep production moving, entry-level builders like Lennar and Meritage are heavily 
subsidizing buyers' borrowing costs through double-digit incentives (up to 14.1% at Lennar), 
severely punishing their gross margins and profitability.

Sources

• Toll Brothers (TOL) Q2 2026 Earnings Transcript
• Meritage Q1 2026 shows why incentives are the new battlefield
• Challenging Market Weighs Down Q1 Closings for Lennar
• D.R. Horton Sees Orders Rise as Affordability Pressures Weigh on Q2 Profits
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Toll Brothers’ Strategic H1 2026 Corporate Moves: 
Arkansas Expansion and Multifamily Divestiture
During the first half of 2026, luxury homebuilder Toll Brothers (NYSE: TOL) executed two major 
strategic corporate transactions. First, it expanded its geographic footprint in the Southeast through 
the acquisition of Buffington Homes of Arkansas. Second, it substantially completed the divestiture 
of approximately half of its multifamily development platform and portfolio to Kennedy Wilson, 
allowing the company to concentrate capital on its highly profitable, core for-sale luxury housing 
business.

1. Geographic Expansion: Acquisition of Buffington Homes of Arkansas

In May 2026, Toll Brothers acquired substantially all of the assets and operations of Buffington 
Homes of Arkansas, a privately held homebuilder based in Fayetteville, Arkansas.

This acquisition marks Toll Brothers' entry into the Northwest Arkansas market, a high-growth region 
supported by major corporate headquarters (such as Walmart, Tyson Foods, and J.B. Hunt). The 
transaction immediately bolsters Toll Brothers' active community pipeline:

• Inventory & Lots: The acquisition includes inventory for nine active or "coming soon" 
communities.

• Home Sites: It adds approximately 1,500 home sites that are either owned or controlled 
through land purchase agreements.

2. Strategic Divestiture: $330 Million Apartment Living Portfolio Sale

In a simultaneous move to streamline its balance sheet, Toll Brothers substantially completed the 
sale of approximately half of its Apartment Living (multifamily rental) portfolio and its operating 
platform to Kennedy Wilson.

• Cash Proceeds: The transaction generated net cash proceeds of approximately $330.0 million 
during the six months ended April 30, 2026.

• Platform Transfer: Kennedy Wilson agreed to assume management responsibilities for Toll's 
retained interests in for-rent properties. Toll Brothers expects to sell down its remaining interests 
in these retained assets over time.

• Financial Impact: Due to the sale, Toll Brothers accelerated and recognized $10.0 million of 
previously deferred management fees in its ancillary businesses. On the balance sheet, the 
transaction successfully eliminated $421.0 million in real estate assets held for sale and $172.2 
million in associated liabilities that had been carried at fiscal year-end (October 31, 25).

What It Means



These two moves highlight a deliberate capital reallocation strategy by Toll Brothers. By divesting a 
massive portion of its capital-intensive multifamily rental portfolio (Apartment Living) to Kennedy 
Wilson, Toll Brothers unlocked $330 million in cash. It is immediately redeploying this capital into its 
core, high-margin for-sale residential business, as exemplified by the acquisition of Buffington 
Homes in Arkansas. This shift reduces Toll's exposure to commercial real estate and apartment 
rental joint-venture impairments (which cost the company $13.5 million in rental JV write-downs in 
Q2 2026 alone) and focuses its resources on the highly resilient luxury single-family sector, where 
Toll Brothers continues to enjoy structural demand-supply advantages.


