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Bubbles and Crash Cycles (?):

Is the housing market facing a bubble similar to the one the stock market endured earlier this decade? Are we in the middle of a text book case as described by Charles Kindleberger in his 1978 classic, "Manias, Panics, and Crashes."?
In early 2004, then-Fed Chairman Alan Greenspan said he thought "we don't have to worry much about the emergence of bubbles for a while because it takes a number of years for the trauma of the collapse to wear off." Back then, of course, the Fed lowered interest rates in order to stabilize the financial markets. That in turn helped to fuel the current housing boom.

Mr. Kindleberger, however, has documented that bubbles frequently come not long after a prior bust. He found that speculative bubbles tended to follow similar patterns. First, there is some "displacement" -- such as the development of the Internet or a prolonged period of ultra-low interest rates -- that radically improves the outlook for some area of the economy. People take advantage of the opportunity, which leads to a boom that is further fuelled by progressively easier access to cash. At the height of the bubble, there's "pure speculation":  assets are bought & quickly sold again at a higher price -- day-trading in 2000, tulip trading long ago, and, could it be, condo-flipping during the immediate past? 

This speculation eventually runs its course and, in the ensuing downturn, swindles come to light. That leads to "revulsion." Lines of credit dry up and regulators, Sarbanes-Oxley style, rush to shut the door on an empty barn. In the worst cases, selling panics follow.

Is it possible that “revulsion” is what now faces some housing markets across the country?

In February, the Federal Reserve reported a sharp increase in the number of banks tightening mortgage-lending standards. Freddie Mac -- whose main business is repackaging mortgages into mortgage-backed securities -- said it was tightening standards on purchases of risky, sub-prime mortgages. Then banking regulators proposed stricter mortgage guidelines.

As per Mr. Kindleberger’s scenario, financial shenanigans in housing are coming to light. A jump in "early defaults," where borrowers stop paying shortly after taking out their mortgage, stems in part from questionable lending practices.

Situations are being reported where buyers purchased a house for more than it was worth in return for a kickback from the seller.  For example, the buyer might pay $500,000 for a house that is really worth $450,000 and get $50,000 back from the seller. The Buyer then uses the $50,000 kickback to make mortgage payments until he is able to sell again for a profit. This may work well in a rising market, but it spells disaster in a falling one.

It is too early to know the extent of such gimmickry, how tough lenders and regulators will get, or whether the market is, indeed, headed for a tailspin into “revulsion”. An alternative scenario, perhaps, would be for the global economy to slow, which will then lead to declining interests rates, which will then stabilize the housing market and stem any significant decline.

Of one thing there seems little doubt: The Albuquerque housing market hasn’t experienced the kind of speculative frenzy evident in various other locations across the country; and our local real estate is still expected to do well this year. In addition, it seems unlikely that prices will fall very much during any future decline. Since 1982, the only decline we have experienced was in 1987 when the average house price declined 2% over the prior year. If you remember, that was the year when the stock market crashed on Black Monday, October 19th, following a series of aggressive rate hikes by the Fed.  From what we hear this year, however, the Fed is more likely to ease rates than tighten them. So, with luck, Albuquerque will experience a very soft landing and then resume its upward trajectory according to our own long-established cyclical pattern (please see Albuquerque Price Appreciation Chart in my last newsletter and also posted on my website) no matter what Mr. Kindleberger might have us believe.
New Demands Placed on Landlords:
The widespread use of cell phones poses new challenges for apartment owners whose structures block cell phone reception or are in a particular service provider’s dead spot. 
According to a recent survey published by the National Multi Housing Council, only 58% of apartments have a wired landline phone and 60% of renters consider their cell phone their primary phone.
The study also reported 78% of those surveyed have computers in their apartments and 85% of these are hooked to high-speed Internet. So, landlords who can’t provide broadband infrastructure may face higher vacancy rates.
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Personal Note: Working with both Buyers and Sellers, I have noticed that, as the Seller’s market has turned into a Buyer’s market, property prices in many or most areas of town are actually about 6+/-% below where they were in July of last year. However, the “Average Buyer” today is still deciding to pay as much for his/her home as the “Average Buyer” did back in July. Thus, due to the lower prices, he/she she is actually getting more for his/her money than he/she would have done back then. So, since the “Average Buyer” today is still paying as much as the “Average Buyer” in July, the “Average Price” of the “Average Purchase” hasn’t declined – which makes it look as though prices haven’t declined at all, even though they have. 
Low interest rates and our strong local economy ought to help to keep our housing market fairly stable, especially if there continues to be a net migration of new Buyers into our market. News from elsewhere in country, though, that people are becoming reluctant to relocate because of the difficulty they are experiencing selling their homes, suggests that this net migration to New Mexico might soon dry up. Failing that, however, it is perfectly possible that our local house prices might soon begin to stabilize and then head back up.
Five “Apparently” Bubble-Proof Markets:
Income trends and development restrictions have made each of these top cities safe bets for investors, according to Business 2.0 Magazine. 
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San Francisco: To protect its natural beauty of the local environment on San Francisco's Treasure Island, Presidio and the Marin Headlands across the Golden Gate Bridge, this city has one of the most anti-development political cultures in the country. As long as development is prohibited in these pristine regions, the price of housing should remain in a steady uptrend. 
Los Angeles: Along with San Francisco, Los Angeles was the first major metro in the United States to become "filled up” during the 1960s and 1970s because of geographic constraints and political restrictions on building. Three-quarters of new construction is now in-fill development, much of which is high end. Gentrification is pricing out middle and lower income families, who are moving in-land.
Seattle: The newest graduate to join this elite class of super-expensive cities, Seattle is the least likely to hold its place. New zoning laws approved by the city council this year lift restrictions on building heights in the downtown core, and promise to generate $100 million worth of affordable housing.
Boston had the strongest wage growth of these cities. Over the next five years, it will have the highest per capita income, next to San Francisco.
New York City: The force with which middle class households here are getting replaced by wealthier ones was reflected in the recent hysteria over the Tishman Speyer group's $5.4-billion acquisition of 110 apartment buildings in lower Manhattan, the largest real estate deal in recent history. The apartment blocks are home to thousands of rent-controlled tenants who should have been priced out of the city years ago - and fear they now will be by market rents under the new owner.
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A Gas fireplace that Simply Hangs on the Wall
Lennox Hearth Products (LHP) has introduced the Radium™ vent-free catalytic gas fireplace that is ideal for contemporary living spaces, high-rises, lofts or any space where venting cannot be installed.
The Radium is a slim, modern unit that hangs flat on the wall (much like a plasma TV) wherever a gas line is available.  It is easy to install and measures 35-1/4" wide by 27″tall and only 7-1/2″deep. The catalytic converter cleans the hot air as it leaves the combustion chamber (this will also assist moderately in neutralizing unwanted airborne particles and allergens in the room), so no external venting is required.
Eliminating Pet Odors
When a house you’re trying to sell smells like a pet, there are some tactics that can improve the odor situation. Tips for identifying the source of the smell and then eliminating it:

· Use a fluorescent black light (pet-supply stores sell them), to expose odor-producing spots on the carpet, couch, floorboards and even on drapes. 

· Never use ammonia, which takes on the smell of what it's supposed to be cleaning.

· Choose the best product to remove the problem. On water-safe surfaces, try Simple Solution stain and odor remover. The problem area must be thoroughly soaked and left to dry.

· Bramton's Oxy Solution Pet Stain and Odor Destroyer can remove odors and stains from surfaces that won’t withstand soaking, but test first in an inconspicuous location. 

· The most effective and safest disinfectant for use around pets is Chlorhexidine, which is sold under such names as Nolvasan, Chlorasan and Chlorhex by veterinarians and medical-supply outlets. Use these for problems that demand deep cleaning.

· When all else fails, temporarily neutralize odors using a product such as Fresh Wave.
Beef & Dairy – some of the health consequences:
Fourteen years ago the FDA approved recombinant bovine somatotrophin (rbST), a synthetic growth hormone, for injection into dairy cows to stimulate their appetites and so increase their milk production, thereby returning $100 more per year per cow to the dairy farmer. Research indicates that rbST increases the production of another hormone, insulin-like growth factor 1 (IGF-1), which is linked to increased rates of colon, breast, and prostate cancer in humans. Due to consumer complaints, these companies have decided to go rbST-free:
· Safeways in Northern California, Washington, Montana, Idaho and Texas

· Genuardi stores in Pennsylvania

· Starbucks in N. California, New England, New Mexico, Montana, Oregon, Washington, Idaho, and Alaska

· Straus Family Creamery (an organic producer)

· Clover-Stornetta Farms

· Save Mart’s brands, Sunnyside Farms & Bayview Milk

· Tillamook, a 150 farmer cooperative in Oregon

· Ben & Jerry’s Homemade Ice Cream

The European Union, Japan, Canada, and Australia have refused to approve rbST. Not so South Africa,  Brazil, Columbia, Korea, Costa Rica, Egypt, the United Arab Emirates, Honduras, Israel, Jamaica, Kenya, and Mexico.
Six growth promoting hormones are regularly used in cattle production in the US and Canada: the natural steroids estradiol, progesterone, and testosterone, plus the synthetic hormones zeranol, trenbolone acetate, and melengesterol acetate. At slaughter, not all of these hormones have been metabolized. In addition, the feed given to these cattle are polluted with pesticides and other environmental toxins. Sons born to women who eat a lot of beef during their pregnancy have a 25% below-normal sperm count and run three times the risk of fertility problems. Daughters born to such women may run a higher risk of polycystic ovarian syndrome and earlier onset puberty.
On the other hand, it has been discovered that sons born to vegetarian mothers suffer from a higher risk of both infertility and hypospadia (a malformation of the penis) compared to sons born to mothers eating a more typical omnivorous diet.
Refined Vegetable Oils and Your Health

A new study corroborates previous findings that a fatty acid imbalance in the typical American diet over the course of the last century results in an increased risk of heart disease and depression. [Psychosomatic Medicine March 30, 2007]

The more omega-6 fats compared with omega-3 fats that people had in their blood, the more likely they were to suffer from depression, and the more likely they were to have higher blood levels of inflammation-promoting compounds, such as tumor necrosis factor alpha and interleukin-6, which have been linked to heart disease, type 2 diabetes, arthritis and other ailments. 
Omega-3 fats are found in foods such as fish, flax seed oil and walnuts. Omega-6 fats are found in refined vegetable oils, which in modern times are used in many products ranging from margarine to baked goods & snack foods. The amount of omega-6 fats in the Western diet increased greatly when refined vegetable oils became part of the diet in the early 20th century. 

Diabetes from POPs in Fish: 

Korean researchers have found evidence that people who consume fish containing high levels of persistent organic pesticides (POPs) are more prone to developing insulin resistance, a precursor to diabetes. (Diabetes Care, Vol. 30, No. 3, March 2007: 622-628).        POPs are synthetic chemicals that accumulate in the fatty tissue of animals, and six of them -- including DDT and PCBs -- were implicated by this new study. Fortunately, many of these chemicals have been banned in developed countries, but they still remain in the food chain.
In a perfect world, fish would be a nearly perfect food for you to eat, because of the vital omega-3 fats and other nutrients that they contain. Numerable studies have shown that omega-3s: 
· Counteract or prevent cardiac arrhythmia 
· Prevent thrombosis (a blood clot within a blood vessel) 
· Prevent fatty deposits and fibrosis of the inner layer of the arteries from forming 
· Counteract inflammation (heat, pain, swelling, etc.) 
· Improve endothelial function, a major factor in promoting the growth of new blood vessels 
· Lower blood pressure 
· Lower triglyceride, or neutral fat, concentrations
For alternative sources of omega-3s try cold-pressed unrefined flax oil, hemp oil (which is said to have an ideal omega-6 to omega-3 ratio) and walnut oil.
To calculate your risk for Mercury poisoning based upon the type of fish you eat, the amount you eat per week and your weight, please visit the website www.gotmercury.org/
Well, I do hope that this edition of my newsletter has brought you something of interest or value.
Please remember that my livelihood depends upon the referrals you send my way. So please, do remember to mention me whenever you hear of someone thinking about making a move in the real estate market. I would be most grateful and I am sure they will be to!

.
Thanks to one & all,
- Michael (alias MSpot)
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