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Denver Area Market Update for January 2008, data from Metrolist, January 4, 2008

So, How’s the Market?
In reviewing the past 24 months statistics or listening to the media, most real estate prognosticators can agree the market has taken a downturn from the heights of 2004 and 2005 in the Denver metropolitan area.  Some people claim it is because of sub prime mortgages given to buyers who should not have been offered loans, while predictors of the market claim the builders overbuilt many sub-markets depressing the total inventory to the current homeowners.
However, the reality of real estate is that markets do tend to go up and down like any other commodity in the world; it’s just not as volatile.  Here’s a chart on the sold data for the last four years, which illustrates the Denver market has seen a reduction in the number of properties sold and closed shrinking to a four year low, which seems to indicate that we have hit bottom and should see more sales in 2008 than we did in 2007.
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The number of properties closed in 2004 was 52316 and in 2007 were 45616 or a reduction of 12.81% over four years.  This might seem like a large decrease in sales, however if you consider the increase in the number of properties closed in the year 2000 in the Denver market place, the year registered approximately 40,000 units.  So from looking at the bigger picture of sales going from 40000+ to 45616 over a 7 year period, the Denver market placed has backed off from its high, but has still outdistanced other industries when it comes to protecting your personal investments. 
To put these housing numbers in perspective in relationship to other indexes, let’s take a look at the stock market.   In the chart below supplied by Yahoo, you can see the extremes of the Dow Jones Industrial Average just in 2007, alone.  These ups and downs in values reflect a much more volatile market than housing and nobody is claiming a stock market crash, as of this writing.  
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The stock market has made nice returns if you were to consider the growth from January of 2004 to today.  The DJ average went from 10575 to 13197 as of this writing or a 24.99% increase.  This increase is an investment that if you picked the right stocks you would have outperformed the market.  
The housing market is a different product than stocks or cars and any other type of commodity and the return on housing seems lower until you factor into the benefit of tax deductions for housing.

On a typical $300,000 home with a mortgage of $200,000 at 6% interest rates, a typical tax payer may save as much as $4500 in tax relief for interest deductions and another $3000 in tax relief from property taxes.  These create an additional 7-8% per year in returns when a person owns a home over stocks or other types of investments.
The current housing inventories tell us a story about where the marketplace is headed.

The chart below shows we are on a slow decline of inventory year over year.  In 2004 the inventory of active listings was 21135 and on January 4, 2008, the Denver residential inventory of homes was 24494.  This chart shows a reduction over 2006 by 456 units in the same January period.  2008 saw a slight reduction over 2007 and the next couple of months will give a very good indication as to whether the inventories will seasonally rise, but at this stage of analysis, the inventories are at an annualized absorption rate of 6.44 months.  Historically, 6 months supply indicates a healthy growing real estate market.  As the spring season brings more buyers to the table, watching the ratio of absorption will be an indicator to predict the 2008 real estate year.  On the surface, 2008 looks like it will be a year of growth over 2007.
Here’s a chart showing active listings over the last 5 years from their January levels.
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Seasonally, we expect the inventory to rise from January through September of each year; however, the pace of that rise this spring will be the determining factor in how buyers will enter the market.  When a buyer thinks that their choices are fewer, they tend to buy at a more rapid pace, which is the start of changing the market and that changing market usually is followed by home appreciation. 
The following chart of under contract homes shows that the market still lags behind previous years in the number of buyers that have purchased the last 60-90 days.  Properties that are currently under contract are those homes where someone purchased in the past month or so.  The chart shows we are at a low of buyers who have made a home purchase over previous years.

What the chart doesn’t tell you is that there is a pent up demand to buy homes in the Denver area.  There are eight reasons people buy and sell homes and from January of 2006 through 2007, sellers who have had to sell increased the inventory, but buyers have waited due to the economic conditions of the market.  The eight reasons people buy and sell are 1. Get married  2.  Get Divorced  3.  Get a new job  4.  Lose a Job   5.  Get transferred into Denver.  6  Get transferred out of Denver  7.  Grow your family through birth  8.  Kids move out.    These reasons affect both buyers and sellers, and this spring will release part of the buyer pent up demand that has occurred in the Denver marketplace for quite awhile.
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Another buying factor to consider as to why buyers will buy in 2008 is the stable interest rates.  We have seen mortgage rates drop some over the last 90 days of 2007 and would anticipate these rates to stay stable through the first 9 months of 2008.

Currently, buyers have inventory to choose from, buyers have a more stable economic marketplace and historically low interest rates attract buyers to buy.  These are all reasons the market will bring more buyers to it this year.
So How’s the Market and what do you do if you are a seller, buyer or broker in this market.

Sellers need to position their home with a competitive pricing strategy and terms as well as making their home appear in new model home condition.  When home buyers have choices, the homes that look the best, will sell if the sellers pricing strategy is in line with the competition.  Sellers will be able to sell their homes faster in 2008 than they did in 2006 and 2007 and although we do not see much difference in home appreciation in 2008 than we have seen the last couple of years, the homeowner will turn into a buyer upon the sale of their property, taking advantage of the economic market conditions offered today.
Buyers should make themselves into a “cash type” buyer today.  Get pre-approved for the type of loan you are trying to obtain.  You will be able to negotiate on the terms before you can negotiate on the price, so know what your loan allows you to obtain in concessions.  Your offers on the home you want will be stronger if you appear to have obtained your financing in advance and not try to low ball too many offers, rather ask for seller concessions that are sometimes more attractive to the buyer versus lowering the price.   An example of this would be to ask the seller to pay points toward lowering interest rates for the buyer’s benefits instead of lowering the price.  If the seller contributed 5% in points versus reducing their price by 5%, the buyer benefits substantially from both the lower payments and the tax advantages of the prepaid interest. 
