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High Anxiety Over the $8,000 Home Buyer Tax Credit

By Dawn Wotapka

September 17, 2009

Builders are so eager for an extension and expansion of the popular first-time home-buyer tax credit, they’re taking out ads. The National Association of Home Builders and other housing players this week launched a newspaper advertising campaign urging the extension of a program that the NAHB estimates has sparked more than 150,000 new and existing home sales this calendar year.

After all, the credit of up to $8,000 gave the battered housing industry its first sales boost after a multi-year slump; basically jolting the market to life after sales ground to a halt following the housing market’s implosion and last fall’s financial crisis.

Still that boost may soon disappear: By August builders started slowing down in constructing new homes, figuring they couldn’t get them completed in time for buyers looking to cash in before the Nov. 30 deadline. That helps explain why single-family housing starts were down 3% in August from a month earlier, the Commerce Department said on Thursday, reversing course after five straight increases.

“They naturally pulled back,” says David Crowe, chief economist for the National Association of Home Builders in Washington.

Given the cost for lawmakers already under pressure to show fiscal restraint, an extension might not be an easy sell. But the real-estate industry has to try. “Some of the builders are maybe afraid of what’s going to happen if they don’t extend the tax credit,” said Leif Thomsen, chief executive of Mortgage Master, an independently owned mortgage company. “I think [recovery] is going to fall flat on its face if that doesn’t happen.”

Mr. Crowe says starts could have come in lower, if builders weren’t replenishing their supply for an expected upturn. New-home supply is currently at 7.5 months, down from a year at the height of the downturn. A balanced market is six months.

The ad campaign may backfire though, because it could ease consumers’ urgency to buy–-and close–quickly. Uncertainty about whether or not the government will act may sideline buyers. “If this happens, we could see a slide in starts throughout the fall,” writes Wells Fargo analyst Carl Reichardt.
