September2005

Berkshire Home Style November 2005
The Real Estate Report Roderic H. Blackburn

New Market Trends
No doubt about it, the most frequently asked question |
hear is "How is the market doidgSo from time to time it

is well to discuss what current statistics suggest and to
explain what seems to be influencing trends in prices and
number of sales, both regionally and nationally.

Like most markets, real estate activity tends to go in cy-
cles, with an upward trend of several years followed by a
flat or occasionally downward trend for a shorter period,
or even again several years. Also like other markets, real
estate is constantly influenced by social, cultural and eco-
nomic forces. Unlike the stock market, however, it is not
possible to assess
activity on a daily or
even weekly basis in
any specifically
measurable way. It
takes time to accu-
mulate sales data at
the state and national
level from thousands
of local sources. To
draw useful conclu-
sions from anecdotal
accounts of market
action is often mis-
leading because such
conclusions are
based on the per-
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\ Real estate market trends respond to several national, regionk¢cahnd
sonal experiences of jnfluences. Locally the strongest influence is the attraction obgepty

Here is the big picture, the national scene. The number
of sales of existing houses has been rising each year: up
9.6% in 2003, 9.4% in 2004, and at about the rate of
6.5% in 2005, a slower but still strong rate of gain. This
year gains are to be found in all regions, with the North-
east at 4.5% increasing somewhat less than other regions.
An index of pending sales, which anticipates actual sales
by a month or two, shows the northeast to be the weakest
region, 2.25% down from a year before. This suggests a
somewhat weakening market after a five-year strong run.

But the number of sales is only one component; the cost
of housing is another. Nationwide the median sale price
(half sold for more, half less) has been rising for several
years. In 2003 it was up 7.6%; in 2004 $8.3%. And for
2005 it may jump to
a 19% increase.

The latter figure is
curious since, as we
have seen, the rate of
increase in sales
numbers has deceler-
ated while prices
have jumped. Why
sS0? Statistics don't
explain this. Are buy-
ers more willing and
able to pay for more
expensive houses?

Are the affluent more
likely to buy than
those who can afford
less expensive

a sales person, bro- jtself, A stylish period house, like this one, if on ample private land withhouses?
ker, or office. These landscape and/or water views, is the common weekender dream. Yet of itheur region, the
experiences may re- hundreds of houses for sale, new or old, only a small fraction have thespper Hudson River

flect “trendless” fac- qualities. To satisfy this persistent demand, expect to see a melofre

Valley counties of

tors such as market- new-puilt houses of this quality when the next real estate boom takes offlbany, Rensselaer,

ing effort, available
listings, and a certain hard-to-define randomness as to
who contacts whom to buy or sell a property.

The most up-to-date statistics are available to local mul-
tiple listing members - brokers and their associates -
whose MLS organization may choose to hold this infor-
mation as proprietary and exclusively for the benefit of

Greene, Columbia,
Ulster and Dutchess, the total number of sold single-
family homes was actually down 9.9% in 2003, but re-
bounded 15.2% in 2004. So far in 2005 the rate of in-
crease is about 5.4%. The recent trend suggests a soften-
ing of sales compared to the rest of the country. The
changes in prices over the same periods are: 2003 15.1%,

dues-paying members. State and the national Associations 2004 15.4%, and 2005 about 16.8%. Again, prices have
of Realtors, however, readily make monthly sales statistics peen very strong, and are up again this year, while sales

available to the public on their internet sites (http://

www.realtor.org/Research.nsf/Pages/EHSdata) and in the

case of the New York State Association of Realtors
(NYSAR), even for individual counties (http://
www.nysar.com/files/stats.html).

numbers are actually weakening.

Now we come to a new development, at least regionally.
One of the most dramatic recent changes in the real estate
market first became noticeable in April, when local ads
for listings in the regional sales magazines started to bulk
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up with more pages, a trend that has not only increased but
accelerated since then. Count the pages; there must be al-
most 50% more listings than just 6 months ago. New list-
ings per month are now several times what they were last
year. This is a big change in the balance of supply and de-
mand. We have already noted that sales, directly indica-
tive of demand, are down from last year. Supply/demand
imbalances naturally require re-balancing, by price de-
creases and/or increased demand. But if, as we know, sales
(demand) are down from last year, should we not be see-
ing prices decreases? In fact that is what we are now see-
ing, ads showing widespread "adjustment"” of asking

prices. What's next?

A perception of increasing supply and decreasing prices
has an influence on buyers who in this circumstance see a
wider array of choices and less competition for them. Of-
fers likely will be more modest than in frothier times and
sale prices will likely decrease, at least modestly. Is this
the end of the "bubble market" so widely presaged in the
media? Not according to Charles Staro, chief executive
officer of NYSAR, which recently proclaimed on its web-
site "The New York state housing market continues to post
exceptional numbers as affordability and inventory remain
favorable...This market is expected to remain strong as we
move into the typically slower fall and winter seasons."

Real estate industry internet sites may be reliable as to
their statistics, but | note that their pronouncements on the
market seem couched in overly optimistic terms, even
when clearly unsupported by the trends suggested by their
own statistics. Cheering on their members - and the pubic
- while accurately quantifying contradictory market condi-
tions certainly suggests at least a potential conflict of in-
terest.

So what is the bottom line on our market? Look at the
influences on real estate: interest rates are still histiyrica
low (but rising slowly), supply is up dramatically, demand
is down moderately, and the economy chugs along despite
hurricanes, high national debt, high personal debt, and low
but uncertain inflation (but watch gas prices). As they say,
markets can climb a wall of worry. Far better to know
some facts, which | have attempted to supply here as well
as directing you to internet sites, and make up your own
mind, than to follow another's opinion.

Incidentally, unpredictability and short-term inefficien-
cies are precisely why markets work. They depend as
much on a balance of ignorance and knowledge as on sup-
ply and demand to ensure orderly activity. They are, in
effect, price-finding mechanisms. If convictions are
widely held they can lead to herd mentality and thus to
volatile market behavior, often with unfortunate results. If
everyone on a sinking boat thinks it necessary to go to one
side to be saved, the boat tips over -- like markets in a
panic.



