Market Trend Is Psychological

August 12, 2007

Dear Dave: I read you article stating that it was a buyer’s market right now. How much of this is psychological?

Answer: I love your question, because you are spot on! Markets, whether it be the New York Stock Exchange or Real Estate, are largely psychological.

I actually received both compliments and complaints over the statement that it was a “Buyer’s Market”. Some readers asked for a strict definition of a Buyer’s Market. In support of the ‘B.M.’ diagnosis, I can categorically state that I have heard no buyer saying this year, “There are not enough houses for sale. Unless you make a fast bid, you miss out altogether”. I have equally heard no seller saying, “Prices are going up, I stood fast on my price, and had multiple offers that exceeded my expectations”.  Definition or not, this tells me it is a Buyer’s market at this time. 
In short, this is the real estate mood, across America and locally, fed by daily doses of media coverage telling you there are credit problems and excess inventory. National mood swings are part of the fabric of life. Within Alaska, I think it would be fair to say that the economic future of the State is not only sound but very positive. The Mayor of Anchorage stated as such recently at an economic update luncheon I attended, and I agree with him. 

Anchorage Economic Development Council (AEDC) statistics also support this prognosis. In fact, 2007 stands to be the 19th consecutive year of growth for Anchorage with a 1.7% increase in jobs, and 2008 should continue the trend. This expectation will alone guarantee support for real estate in the years ahead once the current doldrums are overcome.

Yes, the real estate market is psychological. Buyers and lenders have been holding back this year, but it won’t last for long. Indeed, this Fall and Winter could provide the best buying opportunity for years to come. Great prices for buyers will feed the reverse swing of the psychological market pendulum and, by this time next year, optimism and value appreciation will again be the story.

Furthermore, the FED will absolutely not allow the housing market slowdown to last very long, as it is an essential core of the U.S. economy. It is my view that the next interest rate move, sooner or later, will be down, not up. The FED was subdued in its comments last Tuesday, and left rates alone, but mortgage rates are regulated by the Bond market which, in turn, operates on expectations of future FED policy. Provided inflation (acute price rises) does not occur in what is a very healthy US economy, the Federal Funds Rate will remain at 5.25%, and any whisper of a quarter point reduction of this underlying ‘Bank to Bank’ lending rate will fan the real estate market embers back into flame. Remember, it’s psychological. After 17 consecutive quarter-point raises in a row, ending in June 2006, everyone is waiting for Ben Bernanke to show his cards.
In fact, rates today are still at a highly attractive 6.625% for an FHA, VA or Conventional 30 year mortgage. This alone should be driving buyers but, after all, it is still a psychological thriller, not a fact driven documentary.

Dear Dave: We just finalized the sale of our house after numerous delays in closing. We were told that the buyer’s loan was approved, only to find that it was ‘subject to conditions.’ Finally, after the conditions were met, the person preparing closing documents said there was a problem with the as-built survey. Another delay, and finally we closed, though very upset by this time. Is there any way you can count on a deal closing on time?

Answer: Have you heard the saying, “Don’t count your chickens before they are hatched?” Whilst about 95% of transactions close smoothly, you can never guarantee your deal is done until your Realtor says it recorded.

Unfortunately, human error (or neglect) can creep into a transaction, and cause delays, from any party involved, be it a real estate licensee, lender, buyer, or even seller. I cannot overemphasize how important it is to have a diligent and experienced Realtor to assist you with your transaction. Your representative in a real estate transaction can save you a great deal of heartache by monitoring both the lender and the other parties in the contract.

I too have experienced your situation with transactions of my own. Just last week a lender told me that a buyer’s loan was ‘approved’ when even the appraisal had not yet been ordered. It turned out that there were a total of 6 contingencies yet to be removed before closing could be considered imminent.

When a mortgage application is processed it is up to the ‘underwriter’ of the particular institution to put the final stamp of approval on the loan, and you would think this is the end of the process but, low and behold, your question proves that it is not. The person preparing closing documents can, as in your case, find another ‘red flag’, such as on the as-built survey, and hold up closing.

To proceed to the final insult to injury, you can even ‘close’, signing documents, and the lender still determine a new oversight, which really reflects negligence in the loan processing.

You ask if there is anything that can be done to guarantee closing on time, and the answer is “No.” Whilst human error is ‘human’ and, therefore, universal by definition, you can minimize the pain by choosing the best real estate agents, the best lenders and the best closing agents available.

