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“A Beginning to the End (of the Housing Recession)”                

By Fred Flick, Ph.D., Consultant/Housing Economist

Maryland Real Estate Sales Overview
The figures for Maryland show an improving sales market, but prices are still down slightly from a year ago. Maryland home sales statistics for the first two months totaled 5,706 sales, which were up 25% from the same time in 2009.  The average price in February came in at $280,103, which was down 6.6% from a year before.  The median price of $237,446 declined just over 6% from February 2009.  

There was also good news on the supply side. The February active listing inventory totaled 39,414 units statewide, down 12 percent from a year before. These levels of inventory were below the over-40,000 levels in 2009 and will help stabilize prices in the future. However, at the February sales pace, there was a 14 month inventory, which indicates that some markets have been very slow to adjust. 

Montgomery County Single-Family Homes


For Montgomery County, the March stats showed reason for considerable optimism.  Sales are up and the rate of price decline is slowing. For unit sales in the first quarter, single-family homes experienced an 18% jump in contracts and a 21% bump in settlements.  In March, there were 577 settlements (up 15%) and 1,173 contracts (up 31%).  With the spring market heating up, new March listings jumped 34% over a year ago to total 1,643 homes. However, looking at the total inventory compared to a year ago, total active listings dropped by 31% to only 2,241 properties. Accordingly, at the March contracts pace there was only about a 2-months supply available. The tightening of inventory has helped slow the fall in prices.  


The most recent data show that the pace of sales price declines has dropped by almost half. Although the February price statistics were slightly higher than those for March, it looks like we should hit the price bottom sometime soon and possibly see some positive appreciation by year-end.  For single-family homes in March, the average price of $451,08 was down 6% from the average for 2009.  And, the median price of $355,000 was almost 8% below the comparable figure for 2009.  Annual price declines from 2008 to 2009 averaged 13% and 11% for the average and median.  

Montgomery County Condo/Coops


The market for condominiums and cooperatives delivered an even more impressive first quarter than did single-family homes.  Through March, settlements (445) leaped by 58% and contracts (728) vaulted 72% above the first quarter of 2009.  In fact, for the month 173 settlements were 56% above the levels of a year ago and March contracts were up a whopping 79%.  Paralleling the single-family market, condo/coop listing inventory dropped substantially from a year ago. Total actives (926) declined 14%, although new March inventory (472) jumped 52% over the pace of a year before.  At the March contracts rate, total actives equated to a 2.6 months supply, considerably under the “normal” 6-month benchmark. 

Tightness in the supply of listings has helped support prices and slow the rate of price slippage. In March, a condo/coop unit in Montgomery County sold for an average price of $240,648, with the median price at $195,500.  These respective price measures were down 5% and 8% from levels in 2009.  However, from 2008 to 2009 condo/coop average and median prices dropped 19% and 18%, respectively.  As with single-family homes, we are now seeing a slowing in the rate of price declines and we expect prices to bottom soon.  Improvement in the local economy should help as well.

The Economy Is Getting Well 
Economists are now saying that the general recession was over about nine months ago, and the economy is starting to grow at a positive sustainable rate. It appears the possibility of a double dip recession is low to nil. In 2009, the change in real GDP was a negative (- ) 2.4%. That is, the overall economy shrunk by 2.4% from 2008 (adjusting for price changes). The recession lasted a year from the second half of 2008 through the first half of 2009. But, the 2009 fourth quarter real GDP grew at an astonishing 5.6% rate, and significantly above the third quarter figure of 2.2%. However, much of that increase was devoted to replenishing inventories. We do not yet have an estimate for the first quarter of this year, but it is expected to be around 2.5%.  However, with the unemployment rate still high for most of the country, it doesn’t feel like the end of a recession. 

Now, the problem for policy makers is jobs and that will be a much tougher task than getting the GDP to stay in positive growth mode. But, much of the economic data are still mixed. For example, the month-by-month data are still ambiguous as to whether consumers will be able to carry the economy – historically about 70% of GDP.  Spending and income are up but consumers’ saving rates are up as well. Consumer confidence and attitudes have been varying from month to month. The most recent labor market data shows some new job creation, but so far it is not enough to lower the unemployment rate from the high 9% range. Also, the financial sector crisis seems over, but that is mostly because of the Fed interest rate intervention. If rates rise, will the banks be solvent?    

Not surprisingly, the big companies have got their costs down, have a lot of cash on the books, and are facing much lower labor costs. But incentives to make major domestic investments are still weak, as everybody is waiting to figure out what the “next big thing” is. Is it advanced technology, alternative energy, or what?  Will we get increased investment to help provide jobs and drive the economy?  These are the big questions and they will be answered in a global economic context.  Managing the U.S. economy is much more complicated in the 21st century.

Local Jobs and Unemployment

Overall, the Montgomery County economy is doing much better than the state and better than the rest of the country.  In February, the most recent period for which data is available, the Montgomery County unemployment rate was 5.9%. This figure compares favorably with the 7.7% rate for Maryland overall and 11.9% in the District of Columbia. For the same period, the national rate was 9.7% and it was over 10% at the end of 2009.   However, across the Potomac in Virginia, Fairfax County logged 5.5%, with Loudoun at 5.4%, and Arlington at 4.7%.  Virginia registered a 7.2% rate overall.   

Consumer Prices and Energy Costs


In general, inflation remains modest and it is not likely to force monetary policy to change in the near term. The February Consumer Price Index (all urban consumers) was up 2.1% from the year before. So, we still have modest inflation, but these figures should not scare anyone. Furthermore, when we exclude food and energy, prices were up only 1.3%. Among the various components, compared to a year ago: food prices decreased 0.2%; housing shelter declined 0.4%; apparel prices were flat; energy commodities rose 34.4% with energy services down 4.2%; transportation services rose 3.3%; and, medical care services rose 3.7% with medical care commodities up 3.5%.  
How Will the Fed Impact Mortgage Rates?


The Fed continues to signal that it will keep short-term interest rates near zero for the foreseeable future. But it has wound down its mortgage security purchase programs. Over the past year, the below 5% fixed rates were helped by these purchases. We do expect mortgage rates to rise, especially if the economy continues to improve and the demand for finance increases. But growth is expected to be slow and housing demand is still weak. 


Freddie Mac’s just released survey of national mortgage lending showed rates on traditional fixed rate loans jumped significantly above the 5% mark.  The 30-year rate was 5.21%, up from 5.08% a week ago. This is the highest since mid-August when it was 5.29%.  And they rose for the other mortgage types as well. For 1-year adjustable rate mortgages (ARMs), the rates averaged 4.14%, up from 4.05%. Fifteen year loans averaged 4.52% (up from 4.39%); and 5/1-yr. ARMs moved up to 4.25% (up from 4.1%).  

The Fed still intends to hold interest rates down for a while, but mortgage rates will move with the 10-year Treasury yields. Recently, the 10-year hit 4% mid-day, a first in over two years. Another factor that could adversely influence future rates is the effect of the elimination of the Fed purchases of mortgage-backed securities.  We will have to see how that progresses. There are some countervailing forces emanating from the international financial system. With difficulties in the Euro zone, especially with Greece, there seems to be an international flight to the safety of U.S. bonds.  This can help keep Treasury yields lower and support mortgage rates.


On the wealth and investment front, the stock market has staged a strong rally over the several months, but has not been able to crack the Dow 11,000 mark.  You may remember that the Dow hit 11,700 in 2000, dropped that year, and then again in 2001. It then recovered to hit 14,000 in October 2007, and then gradually roller-coastered down to 6,600 by March 2009. The Dow and other stock indexes are up over 60% from the lows but the rally may be running out of steam. The Fed’s low interest rates have also pumped the bond market. So, both stocks and bonds have seen big run-ups over the past year and higher interest rates may adversely affect both.    


There are also storm clouds on the horizon involving local community banks and commercial real estate. Many smaller, local banks are at significant risk of bankruptcy.  They are the primary lenders for local commercial real estate and the recession has really hurt retail. We are setting records for small bank bankruptcies.   All the while, the biggest banks had record profits in 2009 and were again paying big bonuses. Mostly the banks made easy profits borrowing from one part of the government and lending to the other.  Another factor was that the balance sheets of the banks improved because their risky mortgage securities are being carried at face value on the books, a change sanctioned by the Fed and other bank regulators.  Accordingly, the financial sector is not as strong as the profit and bonus numbers suggest. The truth is we are just barely getting out of this financial recession and it will be a while before the economy is showing strong balanced growth -- possibly, as long as two to three years.

The Bottom Line
The County’s unit sales are on the rise and prices should bottom out this year and start rising. However, it will take a while before the housing market shows strong growth. There are many risks to the market. There is the problem that the homebuyer tax credit has expired and the Fed has stopped buying mortgage securities. The administration is trying to put a floor under foreclosures by pressuring lenders to forgive principal and re-mortgage properties. We will have to see how these efforts work out. The earlier FHA program did not turn out so well as production volume was very low. 

While the local housing markets are improving, the national housing market is still weak.  Prices are flattening, but could still fall some more if the financial situation  and foreclosures worsen.  The overall economy is fragile, but it is out of the recession with no double dip likely. The Fed is being very careful and it looks like a slow growth recovery is underway. Nevertheless, it will still take several more years to get rid of the foreclosed residential real estate inventory. Some experts feel we have seen the highest peak in the rate of residential forclosures, but they will continue for some years.  It will be a while before we see strong upward moves in housing sales, starts, or prices.

