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Table 5
Median Price: Sales of Existing Single-Family Houses in New Jersey by Region
1998-2003

Year New Jersey Northern Central Southern
1998 $162,400 $206,100 $153,000 $115,100
1999 166,800 217,800 163,200 115,700
2000 186,700 247,900 172,800 116,100
2001 211,200 273,800 202,200 127,700
2002 246,300 313,398 240,900 137,000
2003 2™ Quarter 274,200 342,800 265,800 157,300
Change: 1998-2003
Number $111,800 $136,700 $112,800 $ 42,200
Percent 68.8% 66.3% 73.7% 36.7 %
Compound Growth Rate
1998-2003 11.0% 10.7% 11.7% 6.4 %
Annual Growth Rates
1998-1999 2.7% 57 % 6.7 % 0.5%
1999-2000 11.9 13.8 5.9 0.3
2000-2001 13.1 104 17.0 10.0
2001-2002 16.6 14.5 19.1 7.3
2002-2003 2™ Quarter 11.3 9.4 10.3 14.8
Note:  All changes and rates calculated by the authors.
Source: National Association of REALTORS"




during the 1980s, so too can local markets within
states experience bubbles even when overall state
price gains may not be excessive. This possibility
still looms large even though we do not have
adequate local market data for appropriate

evaluation.

The Sobering Reality
of Inflation Adjustment

An additional perspective is secured by adjusting
the HPI to account for inflation. By 1998, as
shown previously, the HPI finally surpassed the peak
it had achieved in 1988 (in nominal dollars).
However, inflation increased by 32.6 percent between
1988 and 1998, according to the CPI-U-RS. (This
index calculates past rates of price changes using
the current methodology of measuring inflation.)
Thus, in constant dollar terms, the real house price in
New Jersey in 1998 was still 32.6 percent less than in
1988—or nearly one-third lower! It then took four years
of strong home price appreciation—Dbetween 1998 and
2002—for the inflation-adjusted index to top the peak
of 1988, a full 14 years. In this context, the notion of a
housing bubble tends to lose credibility, since the post-
1998 price surge enabled us only to recover the price
declines of 1988-1991 and to keep pace with 14 years
of inflation.

The inflation-adjusted reality of the OFHEO
data is reinforced by the census data presented
earlier in table 1. New Jersey (-18.0 percent), New
York (-12.0 percent) and Connecticut (-26.9 percent)
all registered real, constant dollar, home-value
declines in the 1990 to 2000 period. All had
significant economic ground to recover—Connecticut
($61,390), New Jersey ($37,588), and New York
($20,270)—Dbefore their values would match the 1990
real census value peak. This affirms not only the
severe regional housing market swings of the past
two decades but also the lack of plausibility that the
current price advance will turn out to have been a

bubble.
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The Uncertain
Future

It has often been cynically observed that when
your hairdresser or barber gives you tips on what
shares to buy during a surging stock market, you can
be pretty certain this is a reliable sign that the
market has peaked and is ready for a major
correction. Similarly, in a time of surging housing
prices, a signal of a peaking market is when
households observe that they couldn’t afford to own
the home they're living in if they had to purchase it
today. Such anecdotal indicators have a ring of truth
to them, but they certainly do not stand as the most
reliable of benchmarks.

Nonetheless, our vision of what is to come is still
constrained by history. The foundation for most
forecasting is overwhelmingly based on historical
experience, whatever its level of quantitative
sophistication. So even though we have not yet fully
invented our housing future, this report’s historical
review concludes that we are not experiencing a
housing bubble at this time, but we may soon be
close to approximating one in some local markets.

Housing nationally is still experiencing the greatest
single-family home-production run in bistory. Between
1992 and 2002, we bad 11 straight years in which
single-family-unit starts surpassed 1 million units
annually, with 2003 destined to extend the “streak.”
We have totally obliterated the previous record: the
seven straight years set during the 1980s. Our
current extraordinary period is still being bulwarked
by the baby boom’s seemingly insatiable demand for
more housing—demand that is not likely to abate
soon.

However, in the long run, bousing price increases
cannot consistently outstrip growth in bousing buying
power. Surrounding the 1980s housing boom was a
period of strong relative income growth. Between
1980 and 1988, per capita income in New Jersey
surged by 88.0 percent compared to 70.9 percent
nationally. In 1980, the state’s per capita income was
16 percent higher than that of the nation. By 1988,
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it was fully 27 percent higher. Nonetheless, this
growth ultimately could not justify the 169.6
percent gain in median house value measured by
the Census Bureau between 1980 and 1990
(table 1).

During the 1998 to 2002 period, per capita
income grew by 17.5 percent in New Jersey
compared to 15.0 percent nationally. While this
pushed the state’s per capita income to 28 percent
higher than the nation, the 17.5 percent increase
was only one-third of the 51.7 percent increase
in the HPI between 1998 and 2003 (table 3).
With housing prices having advanced far faster
than income growth during the current home
price boom, some apprehension appears to be
warranted. However, declining interest rates bave
transformed modest income gains into much larger
increments of housing buying power, justifying at least
part of the home price surge. Thirty-year fixed-rate
mortgage rates were above 8 percent in 2000; by
their low point in 2003, they approached 5.5
percent, a 31 percent decline. This translated, by
itself, into a 31 percent increase in housing buying

power.

But interest-rate declines to levels not seen in 40
years are now themselves history. Even if the recent
increase in rates is reversed, there is little possibility
of new mortgage-rate lows being broached. Thus, all
of the gains in housing purchasing power as a result
of interest-rate reductions in the current market
probably have been made. From this point forward,
income growth will be the major determinant of
housing buying power gains. Upward pressure on
prices is bound to diminish. How much this will
reduce the rate of increase in prices, or even cause
them to sag, remains to be seen because so many
other elements are also present. These include the
strength of the economy and job growth, the
potential supply of homes as determined by input
costs and the availability of sites, and the rate of
household formation. Our conclusion is that the
regional housing market is not about to suffer a
collapse. The bursting of the housing bubble in 1988

will remain a subject of history, not a predictor of our

housing future.
That leaves the question of whether to buy or not
to buy. We retreat to the time-proven admonition:

Let the buyer beware! =

The Edward J. Bloustein School of Planning
and Public Policy serves as one of the nation’s key
centers for the theory and practice of planning and
public policy scholarship and analysis. The school
was established in 1992 to provide a focus for all of
Rutgers’ initiatives and programs of instruction,
research, and service in planning and public policy.

The Bloustein School is one of a few strong
policy schools with the capacity to address local,
state, regional, national, and international policy
and planning issues with expertise and credibility.
The school is a leader in such areas as smart
growth, transportation planning, workforce
development, and environmental health, and builds

on its association with research centers in related

Edward J. Bloustein School of Planning and Public Policy

Rutgers, The State University of New Jersey
33 Livingston Avenue, Suite 300

New Brunswick, New Jersey 08901-1981
www.policy.rutgers.edu

areas. The school is also distinctive in its
simultaneous focus on graduate and undergraduate
education. The faculty is comprised of researchers
and theorists as well as former government leaders
who work to apply research that promotes positive
social and economic change.

For additional information about the Bloustein

School, its academic programs, upcoming events, and
affiliated research centers, visit the school’s Web site:
http://www.policy.rutgers.edu. Click on the icon for

latest New Jersey Economy News.
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