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November 23, 2009
Lower Housing Inventory? Try ‘Lower For Now’

Home resales surged 10.1% in October – hitting the highest pace since February of 2007 — fueled by buyers rushing to tap the federal tax credit. It helped that home prices and mortgage rates remain low, possibly making the monthly mortgage payment more affordable than renting in some areas.

That has eaten into the number of homes available for sale. At the end of October, total inventory fell 3.7% to 3.57 million existing homes available for sale, a 7-month supply for the first time since February 2007, the National Association of Realtors reports today. That makes unsold inventory–nearly 15% below a year ago–just a tick above the six-month mark that typically represents a healthy market.

“The supply of homes on the market is now at the lowest level in over two-and-a half years — we’re getting closer to a general balance between buyers and sellers,” says Lawrence Yun, the trade group’s chief economist.

But don’t break out the bubbly just yet: More is coming, though it’s unclear if it will be in a big wave or spread out enough to avoid a headline-grabbing spike.

The October sales came as buyers rushed to take advantage of the tax credit before it expired Nov. 30. Though it has since been extended, don’t expect another rush:  Several industry experts say the once robust buyer traffic has weakened, with no recent evidence of a rebound–possibly, because the October land grab was comprised of buyers who would’ve been scooping up homes now or over the next few months.

Should the slow down continue, homes could sit on the market longer, pushing the inventory count higher. The winter months are usually slow for buyers and sellers. No one wants to shop in the cold - snow storms and ice patches derail plenty of open houses - and sellers “don’t want to have people trudge through [the] house when it’s decorated” for the holidays, says Leif Thomsen, chief executive of Mortgage Master Inc., an independent mortgage company. He estimates between 20% and 30% of sellers hold back on listings until early January.

The inventory count is “a positive sign, but it’s just an aberration based on where we are based on the calendar year,” Mr. Thomsen says. “I would not be surprised to see that go back up to 8 or 9 [months] in Q1.”

There’s also the so-called shadow inventory of foreclosed homes sitting on the sidelines. That has Credit Suisse analyst Dan Oppenheim cautious: “We believe the data fail to capture significant levels of foreclosures not currently listed for sale by banks.” One estimate puts it at 7 million.

Add to this owners who aim to sell, but are waiting for the market to improve before trying. Each positive data point - such as today’s low inventory - might be what pushes them to action.

Says Mr. Thomsen: “I don’t think that we’re totally out of the woods yet.”
