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Metrostudy: Home Construction, Closings Decline

(Sacramento, CA – May 5, 2008)

“There is a general consensus that the United States is in the midst of a mild recession that will be documented by the end of the summer,” said Mike Inselmann, president of Metrostudy, a national housing tracking and consulting company. “By the time it is documented, it may already be over. The homebuilding industry is working determinedly to rid itself of any excess inventory, and in many markets that process will be completed this year, giving rise to some moderate optimism for 2009.”

Much will depend on a return of some normalcy in the dysfunctional mortgage market, Inselmann said. “New credit and underwriting guidelines have disqualified many willing buyers, and others who are otherwise qualified have parked themselves on the sidelines in response to a general chorus of predictions that home prices have farther to fall. But the story varies by market. Markets with stable economies — those that avoided the speculative housing bubble, such as Texas and North Carolina — have experienced a more moderate bubble effect with a better near-term outlook. States and metropolitan areas with restrictive local jurisdictions that created an artificial shortage of housing over the past five years, and subsequently were the focus of speculative investors and subprime financing, are expecting a much longer bottoming process and more difficulty seeing an upturn in the next two years.”

Numerous economic factors have hurt the Sacramento housing market. Metrostudy’s first-quarter survey of new-home activity indicated the severity of the area’s housing downturn, said Greg Gross, director of Metrostudy’s Sacramento division. 

“Increasing foreclosure rates, tighter credit, declining sales, a stagnant economy, inflation and a loss of consumer confidence continue to have a negative impact on the housing industry,” he said. 

Job growth continued to decline in Sacramento during the first quarter of 2008. The area added only 800 jobs during the year ending March 2008, compared to an annual rate of 9,500 jobs added in March 2007. 

In March, the unemployment rate for the Sacramento MSA was 6.5 percent, compared to California’s seasonally adjusted unemployment rate of 6.2 percent and the national rate of 5.1 percent. The unemployment rate is a lagging indicator; therefore, a rate of 6.7 percent is projected for Sacramento in the second quarter of 2008, Gross said. Economists generally consider a 5 to 5.5 percent unemployment rate as full employment. 

The resale housing market improved somewhat during the first quarter, Gross said. The Sacramento Association of Realtors reported a 9-month supply of existing-home inventory and an average of 75 days on the market in March 2008. This compares to an 8-month supply of existing-home inventory and an average of 74 days on the market in March 2007. The median price of an existing home has declined 24 percent since March 2007, to $328,000, which is about the same as the median price recorded in March 2004. Annualized MLS sales have declined 53 percent, from a high of 37,000 in May 2005 to 17,266 in March 2008.

The average offer-to-build price for new single-family homes declined to $394,000 at the end of the first quarter of 2008, a 16 percent drop from the first quarter of 2007.
New single-family home starts declined from 1,973 units in the first quarter of 2007 to 924 units in the first quarter of 2008. Annual starts have decreased 32 percent, to 4,995 units, compared to the previous year. 

First-quarter closings of new single-family detached homes declined 3 percent from the first quarter of 2007, to 1,286 units. 

Annual closings have declined 27 percent since the first quarter of 2007 to 6,664 units. This level of annual closings is 53 percent fewer than in the first quarter of 2006, when annual closings peaked.  

Single-family inventory, which is composed of units under construction, finished vacant units and model homes, totaled 3,936 units at the end of the first quarter of 2008, a 7-month supply, and a decline of 28 percent compared to the previous year. The under-construction category dropped 54 percent during the past year, with 1,558 units reported at the end of the first quarter.

Metrostudy uses finished vacant inventory as a fundamental indicator of the health of the new housing market. At the end of the first quarter, finished vacant inventory increased 16 percent to 1,594 units, nearly a 3-month supply. (Closer to 2 months would be equilibrium.) However, builders are reducing production appropriately, which is preventing inventory from rising to a problematic level, Gross said. Finished, vacant homes comprised 41 percent of total housing inventory at the end of the first quarter. Ideally, a 30 percent ratio would be considered equilibrium. 

Through re-pricing of existing and new projects, the availability of housing priced below $350,000 has increased. However, in this economic environment, it is difficult to move inventory in any price range, Gross said. 

“The tightening of mortgage lending practices will continue to make it difficult for all Sacramento buyers to purchase a home, even though there is more affordable product available,” Gross said. “Move-up buyers also will be affected, as equity in their homes shrinks.

“In the first quarter of 2008, lot deliveries slowed dramatically, and the market absorbed more than were delivered,” Gross said. “That has not happened since mid-2005. Vacant developed lot inventory totaled 18,600 (detached single-family) lots, a 45-month supply, at the current rate of home starts.  

“Sacramento is poised for further economic distress through the end of the year. Existing residential projects will continue to perform below expectations, more builders will leave the market, and there will be more lots for sale. Home inventory, while improving, remains high, and demand will continue to be weak as potential buyers wait until they sense the market has reached bottom,” Gross said. 
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