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Personal Note:
It’s that time again to wish you all “Season’s Greetings” 
Please note, if you do happen to need any Real Estate services between December 13th and January 1st, either send me an e-mail (MyDreamSpot@Gmail.com) or contact my business partner, Daniel Martinez, at (505) 610-7827. I will be in London visiting with my folks once again, while the sands of time still allow!
Below, I provide an overview of our own relatively healthy local housing market within the uncertain national context, some comments on housing insurance, and a glimpse at the 2007 Cost vs. Value Report.
Thank you.

Reviving the US Housing Market:
To former U.S. Federal Reserve Chairman, Alan Greenspan, the most important global financial issue right now is to dispose of perhaps 200,000-300,000 units of excess in the US housing inventory.
So, the Federal Reserve is expected to continue to cut rates, perhaps to 3.5% (bringing the 30yr mortgage rate down to around 5%-5.5%) in a desperate yet ordered attempt to slow down the rate of mortgage foreclosures in 2008.
Meanwhile, mortgage companies are trying to work with those having a hard time meeting their payments, knowing that each new foreclosure added to an already weak market negatively impacts the eventual sales price of all the other foreclosures already on their books.
At the same time, as mortgage companies work to modify the terms and reduce the rates on those loans that are turning sour, they are concerned about being bombarded with rate-reduction requests from borrowers fully capable of meeting their loan obligations & simply trying to take advantage of the current situation. So, they tend not to take such requests seriously until a borrower has missed at least two or three payments, and then they take a look at the borrower’s income to expense ratios to determine whether there is a clear signal that the applicant’s self-reported payment difficulties are indeed genuine. There are suggestions that by the end of 2008 modified loans could account for as many as 5-10% of all loans outstanding – up from the present 2%.
And at long last, in response to the crisis, the Department of the Treasury and the Department of Housing & Urban Development have encouraged lenders, investors, mortgage service agents, and credit & homeowners’ counselors to create a unified alliance, called HOPE NOW, to come up with a coordinated plan to help as many homeowners as possible who are experiencing difficulties meeting their mortgage obligations. The members of this alliance recognize that by working together, they will be more effective than by working independently. In mid-November, they began a nationwide mail campaign to get their message heard & reach out to those who are most likely to default.  Please visit www.HopeNow.com for more information. Then, on December 6th Pres. Bush made his bold announcement that, in addition to the refinancing option, borrowers with sub-prime adjustable rate loans written between Jan 1, 2005 and July 30th, 2007 and scheduled to adjust anytime from Jan 1st 2008 to July 31st 2010, would be able to lock in at their initial low “teaser” rates for five years. Left out of this equation are those whose rates have already adjusted upwards and those with credit scores above 660 who might also be struggling to make payments. Also unaddressed, are the prepayment penalties many may experience if they decide to pursue the refinance option!
Despite this bleak picture, in the third quarter 93 out of 150 metropolitan statistical areas showed year-over-year price increases, against just 54 showing price declines. In fact, it was only the declines in the higher-priced markets that turned the overall averages down from their year-ago levels.
The NAR’s (National Association of Realtor’s) new Chief Economist, Lawrence Yun, is quite sanguine about the market. He notes that US economic fundamentals remain strong and that, after the vigorous price increases of recent years, an average drop in prices from 2006 to 2007 of a mere 1.5% is nothing to get upset about, especially when one stops to consider that total sales in 2007 are running level with 2002, which, itself, was a record-breaking year. He expects that the current “crisis” will soon be well behind us and that 2008 will shape up to be a good year for serious Buyers even if not for speculative investors. He anticipates GDP growth of 2.8%, job growth of 1.1%, and an inflation rate contained under 3%, even as the Fed continues to lowers rates. Overall, this ought to result in a firming of the market as the underlying demand for housing remains strong.
How now Albuquerque & Rio Rancho?
To offer a glimpse of what has been happening in our own local market over the past 24 months, I thought I would provide these five separate charts for the 1) Rio Rancho, 2) East Albuquerque, and then three separate areas within East Albuquerque: 3) S.UNM plus UNM, 4) Northeast Heights, & 5) the Far NE Heights - showing the average price per square foot and the average length of time on the market (before sale). And I thought I would then follow these charts with a single chart comparing the average price per square foot appreciation in these five area areas over that time period (- again, noting that three areas are located within the East Albuquerque region). I think you will find that these graphs offer quite an interesting perspective. Whereas, for all these areas, the average days on market has been increasing fairly steadily since Nov ’05 and prices are higher than they were then, the average price per square foot in the general Rio Rancho region started curling over at the beginning of the year, whereas average prices on Albuquerque’s east side prices only began to soften in June or July this year - at a time when the US mortgage debacle began hitting the headlines, alarming financial markets worldwide. But, looking within this east side market, it can be seen that in some areas such as the Far Northeast Heights prices have gone virtually nowhere since August 2006, whereas in the UNM and NE Heights areas price appreciation has been far more resilient and persistent until only the past few months.
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[image: image2.emf]East Albuquerque Sales Since Nov '05
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[image: image3.emf]UNM & S.UNM Sales Since Nov '05
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[image: image4.emf]N.E. Heights Sales Since Nov '05
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[image: image5.emf]Sales in the Far NE Heights Since Nov '05
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Insurance You Can Count On?

Insurance companies, trying to protect themselves from losses, especially those caused by windstorms and other natural events, have been moving away from traditional fixed flat-dollar deductibles (of perhaps $1,000 or so) to those based upon a percentage of the property’s market value – typically between 1% & 5%; even higher in earthquake zones. Inevitably, with rapidly escalating property prices, this has left many homeowners paying for thousands of dollars in repairs while their insurance company pays little if anything at all.

Percentage deductibles were first widely incorporated into earthquake insurance policies in the West during the early ‘90s, later spreading to hurricane and windstorm coverage in the South, then to wind damage in the Northeast and to hail & tornado damage in the Midwest.

Many insurance companies are now choosing to extend this practice into the standard home hazard insurance policy arena. It can give them a powerful competitive edge when consumers simply shop around looking for the lowest possible quote, little realizing what they are taking on. After all, it makes sense that coverage should be cheaper if the deductible is so high that the insurance company itself is protected from most losses.

Meanwhile, Federal legislators have been trying to eliminate the subsidies offered by the National Flood Insurance Program. HR 3121 would phase out subsidies on all non-primary residences and nonresidential property beginning in January 2011, while HR 3959 seeks to phase out subsidies starting January 2011 on primary residences purchased after the date of enactment at a price of $600,000 or more. In the end, only primary residences purchased prior to the date of enactment and those purchased after enactment at a price below $600,000 will continue to receive a subsidy. 

However, at the same time & in a somewhat a schizophrenic move, HR 3355 would require the federal government to lend billions of dollars to states supposedly to help pay for the recovery of homes & businesses after a natural disaster. If the experience of Hurricane Katrina is anything to go by, this money may never work its way down to the grass-roots level, to homeowners denied compensation by their insurance companies &/or faced with prohibitively high deductibles. Instead, unless these states have planned ahead for disaster, we might expect much of it to go to those well connected few with their own ideas of how social & economic recovery ought to proceed and their own pet projects on which to spend the money. 
Uncovering potential toxic conditions in your neighborhood:
Search Envirofacts ( http://www.epa.gov/enviro/ ), a free database from the Environmental Protection Agency, searchable by ZIP Code, that contains regional information about environmental conditions, such as chemicals, radiation, and hazardous waste. Also visit Scorecard, ( www.scorecard.org ), a free service that integrates environmental information from hundreds of databases and compares the safety of communities with others in the U.S. 

A handful of home inspectors have signed up with Environmental Data Resources Inc. in Milford, Conn., and will have access to its Neighborhood Environmental Reports (priced at around $100 to $150 each - www.edrnet.com ) which include environmental details from federal, state and local public records. 

The Caveat: Many environmental databases are at least one year behind and not all incidents are reported to authorities. So, search your local newspapers and ask residents about current events.
The Relative Economic Merits of Various Home Improvement Projects:

In general, with the property market in the doldrums, now is no time to be taking on major home-improvement projects expecting a positive net return from an immediate sale.  Instead, homeowners might consider more practical projects that reduce home-maintenance needs, increase energy efficiency, or improve curb-appeal.

Remodeling magazine's 2007 annual Cost vs. Value Report found that seven out of the top 11 projects that paid off the most at resale were replacement projects, including window and siding replacements. 

Also, minor room remodeling projects paid off more than major ones. For example, a minor kitchen remodel will recover 83% of its cost, while a midrange major kitchen remodel will recover 78.1% of its cost, and an upscale major kitchen remodel pays back just 74.1% at resale

Inevitably, this year’s returns are more modest than those during the hot market of the recent past. From 2004 through 2006, some projects returned between 90% and 100% or more of their costs, with some only undertaken because of the net profit they would return. That is far less likely to happen today.

Copyright agreements prohibit me from providing the full statistics for the Albuquerque area, but I can relate that once again this year the Cost vs. Value figures for Albuquerque proved much healthier than those across the nation as a whole. Whereas the average return for all the projects analyzed was just over 73% for the nation, it was just over 78% for Albuquerque. In our market, midrange basement and minor midrange kitchen remodeling projects scored in the 90%s, while midrange attic bedroom, midrange bathroom, midrange major & upscale major kitchen remodeling projects, plus midrange & upscale wood window and upscale vinyl window & upscale fiber-cement siding replacements and midrange deck additions all brought more than an 80% return. 
Homeowner spending on home-improvement projects is on track to decline for the first time since late 2003, down some 3% from 2006 levels. 

One reason for the slowdown is that the tougher loan underwriting guidelines are making it harder for many to finance their home improvements even though rates on home-equity lines of credit have declined. Still, for many there is a reluctance to invest in home improvement projects while there is still some uncertainty about the future of the market. 

Fewer home sales also contribute to a decline in remodeling projects, since some homeowners never get around to them until they think about putting their house on the market, and some projects are initiated only out of necessity when a problem is discovered during an inspection.
As ever, these Cost vs. Value figures are only a guideline. Each project needs to be addressed on its own merits for the particular property in question. And anyway, most homeowner’s spend money on home improvements for the extra enjoyment, satisfaction, and comfort they bring, not for economic return – though it’s nice to think that they make some economic sense!
God Bless and Season’s Greetings to you all.

- Michael
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