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    It's the beginning of the new year, the right time to assess 
what has happened in the real estate market in 2005. While not 
all the data is in, the broad trends are clear. According to the 
National Association of Realtors pending sales, an advance indi-
cator of probable sales, showed in late 2005 that the housing 
market is slowing somewhat. NAR's index of pending sales for 
November was 2.5% below its October index and also 2.5% 
below its index of a year earlier. October's  quick drop brought 
down the whole year's index.  
   David Lereah, NAR's chief economist, writes "Although 
pending home sales are trending down from a record in August, 
the index remains well 
above a mark that is 
considered to be histori-
cally strong...We are 
clearly experiencing a 
market transition, mov-
ing from a prolonged 
boom to a more bal-
anced period of sustain-
able sales...home sales 
have been peaking for 
the last five years and 
we will land on a high 
plateau in 2006—a mar-
ket that will be healthy 
for both buyers and 
sellers." Instead of a 
significant correction, it 
looks like the real estate 
market will flatten in 
2006, in large part because the economy is generally healthy 
and interest rates, including mortgage rates, remain at histori-
cally reasonable levels, regardless of the slowly increasing Fed-
eral Funds rate.  The Federal Reserve seems to be signaling that 
future increases in this important rate will be few in number. 
   Regional differences can be considerable, however. The pend-
ing sales index in the Midwest is down 3.7% from the prior 
year; in the South it is up 1.8%; in the West it is down 4.6%; 
and in the Northeast it is off 8 percent. This last figure would 
appear alarming for the Hudson River Valley region except for 
the fact that both national and regional statistics may be mis-
leading indicators without also taking into consideration specific 
local sales figures. In New York State actual sales in November 
2005 were off only 2.9% from a year earlier, according to the 
New York State Association of Realtors. For the upper Hudson 
River Valley counties (Albany, Rensselaer, Greene, Columbia, 
Ulster and Dutchess),  reported sales dropped only 1% in No-
vember 2005 from the same month a year earlier.   
  The number of sales is, of course, but one index of market ac-
tivity. Another is the change in the median sales price of exist-

ing houses (the midpoint where half of prices are higher and 
half lower).   Nationally by late 2005 the median price of sold 
houses was $218,813, up 57% from five years before. NYSAR 
reports that New York State median prices rose from $230,000 
in November 2004 to $280,000 in November 2005, a gain of 
21.7%. In the upper Hudson River Valley counties median 
prices were up everywhere, but the prices varied considerably 
by county: Albany County at $192,500 in November 2005, up 
14% from a year earlier;  Rensselaer at $166,000, up 16%; 
Greene at $178,000, up 1%; Columbia at $238,500, up 1.5%; 
Ulster at $255,000, up 8.5%; and Dutchess at $350,000, up 
10% (NYSAR data).  
   Note that in this twelve-month period New York State as a 
whole gained more than the upper Hudson River Valley 
(which, however, had already experienced stronger gains over 
the previous four years). Across the state most of the largest 
percentage gains were in scattered rural counties with histori-

cally low house prices. It 
appears that these coun-
ties were playing "catch-
up" as people discovered 
their bargains.   
   How is it, you may ask, 
that the number of 
houses sold has gone 
down while prices have 
gone up? Wouldn't re-
duced demand for hous-
ing cause both to move 
in tandem downward? 
One likely reason is the 
inconsistent affordability 
of houses at different 
price levels. Considering 
only our own region, we 
note that the number of 
"affordable" ( lower 

priced) houses is not expanding.  Houses in this price range are 
not being built in great numbers and they have increased in 
price, making them less saleable to those who in the past could 
have afforded them. On the other hand there is fairly steady 
demand for more up-scale houses, primarily from "Big Apple 
transplants" and weekenders whose perception of price and 
value may be more generous. The result is that although fewer 
houses may be selling, higher-priced properties are selling 
more readily, at least relatively, thus lifting the median price of 
all existing houses.    
    If the number of houses sold is down, the overall rate of 
home ownership in the country is likely to be down as well.  
However, the National Association of Realtors recently re-
ported that 68.7%  was the national rate of home ownership, 
only slightly lower than the record rate of 69.4% in the second 
quarter of 2004.  Yet NAR has also reported that the ability to 
afford a home purchase declined to a 14-year low in October 
2005. How do we explain this apparent contradiction?   
   In recent years the most important factor in the real estate 
market has been remarkable, historically low interest rates 
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which have made possible and encouraged record levels of 
home purchase (and subsequent refinance). Low interest rates 
have been a product of  rapidly developing technological inno-
vation and other forces in our economy which have increased 
productivity and thereby significantly tempered cost-push infla-
tion. The importation of low cost products (especially from 
China) has done much to keep inflation in check, which of 
course has put out of business many parts of our manufacturing 
economy. We hear about the latter loud and clear in the political 
arena, but there has been scant recognition of the contribution 
made by China and other third-world nations to so many years 
of  low inflation. These nations also agreeably buy our bonds, 
further insulating us from the inflationary pressure of our huge 
national debt. For these reasons and others we have enjoyed 
very low interest rates which in turn have fueled the real estate 
"boom" we are now experiencing.    
   So how are we continuing to afford homes at prices 100% 
above where they were a mere 
five years ago, at least in the 
hotter regions of this market, 
including our own?  Table 1 
gives us a longer period 
(1980- 2005) to view the af-
fordability of housing. The 
bottom line  indicates the por-
tion of income typically re-
quired to meet mortgage pay-
ments. In the high inflation/
high interest 1980's for many 
it took as much as 26.3% of  
family income to  meet mort-
gage payments, decreasing to 
18.2% in 1995. In part this 
was a result of lower and 
lower interest rates. After the 
mid 90's interest rates contin-
ued to decline.  And yet the 
percentage of income required 
to buy a home has increased. 
What has caused this?  Ironi-
cally in large measure the cause has been the same low interest 
rates which have improved the general affordability of housing. 
    How so? Low interest rates have fueled a huge investment in 
housing. Lots of money, along with powerful generational and 
overall demographic forces, has been chasing a "housing stock" 
which has not increased nearly as rapidly, creating an imbalance 
of demand relative to supply.  This imbalance has in turn re-
sulted in much higher housing prices. It takes more  income to 
pay for (finance) those higher prices, hence affordability has 
been decreasing despite low interest rates.  
   Chart 1 shows the trend in affordability.  It is clear that in the 
last three years affordability has decreased at a rate not seen 
since the hard days of 1980. While Investor's Business Daily 
(01/06/06) trumpets the headline "Housing Affordability Shows 
Long-Term Gains," a look at the chart shows how misleading 
that headline is. Yes, compared to 1980, affordability is up, but 
the current trend is what you should focus on - a sharp, and for 
some disturbing, trend towards lower affordability. 
   Like house sales and median prices, there is wide divergence 
in affordability from region to region. While the national aver-
age is now 22%, urban areas of California are over 50%. That is, 

in those areas it takes over half the average family's income to 
afford a house. If there is a bubble in real estate, one would 
expect it to burst first in such markets. How vulnerable are we 
in our region on the affordability scale? Despite its quite hot 
real estate market, New York State overall is at 21%, about the 
average for the country. The Albany - Schenectady - Troy 
metro area is at only 15.9%, despite a relatively strong local 
market.  
   Again, as with other real estate statistics, there is wide varia-
tion from place to place, even within a state. At 8% Elmira, NY 
is one of the most affordable places in the state, in fact even 
one of the most affordable places in the country. At 37.5% the 
New York City - Long Island - Northern New Jersey metro 
area is certainly high, but less so than other hot spots in the 
country: the resort areas of Florida (40%+) and several Califor-
nia metro areas (50%+). If you are curious to know where the 
bargains are, look at http://www.nytimes.com/pages/realestate/

index.html. 
   This affordability index is a 
new tool and should be kept 
up to date by its creators. I 
believe it will become an 
important barometer of the 
housing market, especially as 
it takes into account regional 
variations in both housing 
prices and income.  Charted 
over may years it should  
make clear the points of low 
and high affordability, points 
which have historically lead 
to market  reversals as bar-
gain areas attract outside buy-
ers and relatively unafford-
able markets begin to deflate. 
Remember that as with poli-
tics, the real estate market is 
actually comprised of many 
local markets.   Responding 
to local conditions, many 

often go in their own direction, except when there is some 
overwhelming nationwide trend in the economy, exceptionally 
low or high relative interest rates, or – forbid – a calamitous 
event. 
  Lets step back and put the above data in a wider perspective. 
From 1980 to the present the number of existing one-family 
houses sold nationally increased each year except for a slight 
dip in 1989-1991. During the same period the median price of 
such houses increased every year without exception—no bust 
nationally. But unlike other regions, the northeast did have a 
more obvious retreat as sales dropped in 1898 and did not re-
cover to 1988 levels until 1997 with a maximum drop of 25%. 
Northeast median prices also dipped after 1988 by as much as 
11% before recovering to 1987 levels in 2001 when the strong 
rise in prices we have recently experienced began. If this pat-
tern repeats again, existing house prices will not decrease much 
but houses will sell more slowly for several years.  
  Northeast median price of existing houses increased from 
$60,800 in 1980 to $250,000 in 2005,  up 411%. The S&P 500 
has increased from 136 to 1248, up 918%.  Higher rewards but 
much higher volatility.  
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