A Temporary Glitch In The System

August 20, 2006

Dear Dave: We can’t sell our home! What’s wrong with the market?

Answer: As late summer comes along we see a striking slowdown in the real estate market – put simply, same amount of sellers, but less buyers. This trend, which started in June, has affected real estate values, particularly at the upper end, but is it a permanent shift in the market or a temporary glitch in the system?

Across the country the language about the Real Estate market has shifted. According to RIS Media, it’s officially a ‘Buyers Market’. The National Association of Realtors reports that ‘existing-home sales are flattening, prices cooling and sellers need to be more competitive’.

The National median price for a home in June was $231,000, only $2000 up from June 2005 when it was $229,000. Total housing inventory across the nation was 3.73 million units available for sale, which represents an 8 month supply at the current sales pace. Compare 2005, when there was a tight 4.4 month supply. A 6 month supply is generally considered healthy.

Anchorage: Our home town, with population now topping 265,000 people, is seeing a similar trend. The trend, however, does vary according to price range. Properties above $1 million are the hardest hit with almost 18 months supply now available.

Take the price range between $600,000 and $800,000 on large Hillside lots. In April and May this year, 4 of this type of property sold per month. In June, 3 similar properties sold. Since January 2006, a total of 14 (or average 2 per month) sold. There are 24 similar properties now for sale in Anchorage. This would be 8 months supply at 3 per month, or 12 months supply (taking into account the traditional winter slowdown) at 2 per month.

Homes $400,000 to $600,000 are in a slightly better position. Homes under $400,000 are affected less, but still of some concern. While there is traditionally a slow down mid summer each year, sellers are having a particularly difficult time now because of the high inventory levels. Price reductions are becoming commonplace, and necessary if you are serious about selling in 2006.

Interest Rates: In June, the national average commitment rate for a 30 year conventional fixed-rate mortgage was 6.68 percent. Rates today in Anchorage are 6.5% for FHA and VA, and Conventional 6.625%. While these rates are at least 1% higher than a year ago, they are still fairly moderate by historical standards. The problem is that buyers are taking a more conservative approach to their finances and, between interest rates and world events, caution is the name of the game at present.

The FED has almost topped out raising rates and I see Home Mortgage rates leveling out around 7% for now. By June of 2007 I predict that rates will actually start to fall once more. In other words, the interest rate factor will start motivating buyers again next year, and especially given my comments to follow concerning the Alaska economy.

More Bulls than Bears in Alaska: While you will read frequently of ‘Bear’ incidents in Alaska this summer, you will hear little of ‘Economic Bears. Almost all analysts are ‘bullish’ when it comes to the local economy. In other words, irrespective of national economic trends, which show a slowdown in growth, Alaska marches to the tune of its own drummer, and the drumbeat is upbeat!

According to AEDC (Anchorage Economic Development Council), 2006 is the 18th successive year that Anchorage has grown economically.  2005 exceeded expectations, and 2560 jobs have been added in 2006, just through June alone. The next 3 years are undoubtedly growth years for Anchorage. This is with or without the Gas Pipeline.

Real Estate Impact: Your house value may have steadied out momentarily, but you can confidently remain a real estate investor in Anchorage for the next few years. What we are seeing now is a ‘temporary glitch in the system’. 2007 will bring a resurgence of considerable strength.

If you must sell your home in 2006, you are looking at a $50,000 hit (minimum) in the upper ranges, and $10,000 to $20,000 concession in the lower ranges above $200,000 value.

Even the Mayor conceded at a speech recently that the Sand Lake gravel pit was the last substantial housing development possible in Anchorage (700 homes). This leads absolutely to one conclusion, and one conclusion only. If the future expanding population wants to be in Anchorage, they will pay for the privilege. Anchorage real estate is traveling in one direction, that is UP!

Commercial: In commercial real estate activity, the trend is even more noticeable. Industrial zoned land is escalating at $1 per square foot per year. When you consider the expansion of the Airport alone, already gearing up for the giant A380 Airbus Freighter, and with its increasing logistical significance on the Planet, it’s no wonder that large international corporations are buying up the depleting supply of commercial land in the city.

Conclusion: I am holding back the incendiary word “Boom” from this article about the future of Anchorage.  However, you can take my word that Alaska’s future is as bright as any State in the nation, further given the stresses down South associated with global warming and other environmental pressures that we don’t have in Alaska.

It just becomes incumbent upon us to keep our Legislators sharp and forward thinking in developing this great City of the Future in a way that maintains financial balance, public safety, and good education for the next generation.

