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ANNVA4 NEW HOUSING SUPPLY WITH 
DISTRESSED HOUSING INVENTORY 

SOURCE: MARK BOUD, REAL ESTATE ECONOMICS 

Highway 41, Avenue 12 area promising 
Todd R. Brown - STAFF WRITER 

After the historic downturn 
in the local housing market, one 
residential real estate analyst 
projects that the worst is nearly 
behind the central San Joaquin 
Valley, which is poised to recover 
in the next five years. He said 
Madera County along Highway 41 
near Avenue 12 is the prime spot in 
the four-county region for home 
development. 

Mark Boud, principal of Irvine- 
based Real Estate Economics, told 
an audience last week at California 
State University, Fresno that while 
home values likely will be flat or 
slightly negative this year, the 

local jobs picture — an early 
indicator for housing sales — 
clearly brightened by December. 

The Fresno area's service 
sector; education and health care; 
professional; financial; and trade, 
transportation and utility non-
farm job categories all grew by the 
end 02010, while manufacturing, 
mining and natural resource jobs 
were flat, per U.S. Bureau of Labor 
Statistics data. 

That is a notable uptick from 
when all non-farm job categories 
— including government, 
construction, and leisure and 
hospitality sectors, still negative 
in December — were losing 
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employment by the hundreds or 

- thousands (except for the flat mining 
and natural resources sector) a year 
earlier. 

The Fresno metropolitan statistical 
area, which encompasses Fresno and 
Madera counties, lost 16,4o8 non-
farm jobs in 2009 and 6,825 jobs last 
year. Throughout the housing bust, 
though, farming jobs have stayed 
slightly positive. "People still eat," Boud 
told the group via speakerphone and 
Internet-connected slide show at the 
University Business Center. 

OPPORTUNE TIME 
Boud also said prices relative to 

income may never be such a deal again, 
made more attractive by still-low 3o- 
year mortgage rates and a trend in fixed, 
rather than adjustable-rate, terms. 

Those who dare to build spec homes 
or new tract developments in this 
"overcorrection period," he said, stand 
to take a large slice of the expanding pie 
when home valuations rebound. 

"We think we're a year away from 
that," he said. "The turnaround will 
be preceded by economic growth." He 
said 3o-year fixed mortgage rates are 
projected to rise steadily through 2016 
to above 7%, from their record low of 
4.17% in November. 

In a normal year, he said the 
Fresno region sees at most 100 to 150 
foreclosures. In 2005 and 2006, the 
"distressed housing inventory" was 38 
and 58 properties, respectively. 

Yet in 2007 the number jumped to 
1,130, then to 2,981 in 2008, falling slightly 
to 2,315 in 2009. Last year the figure 
jumped' to 3,167, which Boud estimates 
will be the peak. 

This year, his estimate is 2,781 
distressed properties, while next year 
it is 2,107. By 2015, the figure could be 

-.down to 473. 
"We're burning off this distressed 

inventory," Boud said. "It'll take quite 
a while." 

SHRINKING INVENTORY - 
The so-called shadow inventory of 

homes currently in foreclosure, those 
in delinquency for 90 days or more and 
those belonging to banks will take four 
years to clear, according to Standard & 
Poor's Rating Services' fourth quarter 
report for 2010,. which agrees with 

Boud's projection. The report said the 
shadow inventory is very slowly but 
steadily being sold off. 

Last year the distressed housing 
stock in the Fresno region loomed over 
the new housing supply. Construction 
during the housing bubble led to an 
oversupply of available homes, Boud 
figured, using Bureau of Labor, U.S. 
Census and National Association of 
Realtors data. 

Since early 1999, demand for housing 
outstripped the region's supply until 
the end of 2009. Now there is roughly 
20,00o-unit excess that won't find 
equilibrium With demand until 2015, 
Boud said. 

From about mid-2005 through 2006, 
local housing was overvalued by about 
$100,000, Boud said — the bubble. Now 
it is undervalued by about $50,000 — 
the bust. Again equilibrium won't be 
reached, until 2015, he said. 

In the new home market, his data 
said in the fourth quarter of 2006, the 
average base price was $328,309; in 
the fourth quarter of 2010, the price 
was $248,876. Record low construction 
activity is projected to continue until 
2015. 

In terms of total single-family home 
prices, National Association of Realtors 
data showed that the Fresno region's 
median price in 2006 was about $256,500; 
last year the figure was about $163,880. 

"Never has there been a better time 
to buy a home in the central (San 
Joaquin) Valley," Boud said, noting 
that loose lending, deregulation of 
mortgage oversight and the resulting 
bubble-to-bust created "unprecedented 
affordability" for current home seekers. 

VALUES TO RISE 
He predicts that double-digit 

appreciation ,  could follow the-recoyery 
in 2017-18, leading to anothei2.thbugh 
milder — collapse of the values, if trends - 
hold. 	 _ 	. 

J. Andrew-Hansz is director of Fresno 
State's Gazarian Real Estate Center, 
which sponsored Boud's webinar. Hansz 
said although home prices in some 
markets have fallen as much as 5o%, "if 
there is a sliver lining to that, it's that 
houses are more affordable. The median 
income is much more able to support the 
median home -price right now." 

Buyers of second homes from the Bay 
Area drove up prices in the mid-2000s, 
he said, and with the prospect of high- 



speed rail linking the Valley with Los 
Angeles and the Bay Area, "there's going 
to be real potential for people to choose 
to live in Fresno and maybe service Los 
Angeles and San Francisco." 

Boud said retirees who saw the value 
of their assets shrunk by the recession 
need to look for more affordable locales, 
creating a relocation trend from the Bay 
and Los Angeles areas to the Central 
Valley. 

Homeowners overall are shuffling 
residences because of depreciation. The 
East Bay is still a bargain for Bay Area 
home seekers, Boud said, but within a 
year that inventory could be absorbed, 
and buyers are expected to look toward 
Tracy, Manteca and Lathrop again. In 
time, the push outward from the coast 
could boost prices in Modesto. 

"The Central Valley is a screaming 
deal relative to the coastal markets," 
Boud said. 

Yet Hansz said job creation is the 
greatest factor for a housing market 
rebound. "Our unemployment is still 
very high, one of the highest in the 
country," he said. "That's the key 
to burning through that foreclosure 
shadow inventory. When people get 
jobs, then they'll think about maybe. 
investing in property.' 
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HOT LOCALES 
Boud included a "sub-market 

opportunity ranking" in his talk, rating 
the top io spots for housing development 
in Fresno, Kings, Tulare and Madera 
counties relative to education, income 
and distressed housing inventory, 
among other factors, - 
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Clovis, nortliwet .Pre .grio, north Fresno, 
east Fresno, "West 99," Fowler, the city 
of Madera, Visalia, Tulare, Kingsburg, 
Hanford-Lemoore and Corcoran. 

Bobby Kahn?  executive director of the 
Madera CountYgeonomic Development 
Commission, said Boud's top spot may 
look sparse today, but "If you watch 
the history of Fresno, it's had a strong 
history of growing rapidly toward the 
north." 

He said while Highway 41 at Avenue 
12 proper is rather undeveloped, the 

demographic data data that fits the nearby. 
Bonadelle Ranchos-Madera Ranchos 
area and Rolling Hills Estates justifies 
Boud's assessment. 

"Countywide, unemployment is 
16.8%," Kahn said. "The Madera Ranchos 
number is only around 4%. Those people 
out there are working families. They're 
going to have a demographic that's going 
to show well, that is more educated than 
the city of Madera or the city of Fresno. 
The snapshot of that community looks 
a lot, different." 

Among the roughly 2,900 households' 
in the ranchos, 8o% of residents are 
white, 92% own their residences, workers 
commute on average 27 minutes, and 
the median family income is $84,600, 

• around $22,000 more than the national 
average. 

PREPPING FOR GROWTH 
Madera County's planning department 

has drafted a Rio Mesa Area Plan to get 
ahead of projected growth on 15,000 
spartan acres in the 41-12 vicinity 
that Kahn ',Said could add "a whole 
'nother city -of.loo 000 people" to the 

"The development community 
gic):-ttig41 corridor as the next 

~ig.development corridor. 
~ou'don't see anything but 

an.  and-grazing and cattle and a 
fe*,ratic ottOshere and there. But if 
,Y014.talked150anners over there, they 
Could show you details of progress by 
eight or nine:d0Oopers. Even though 

er0..ifkzipstnunities out there are at 
d-diffetentlihas-e-§'"of entitlement, most 
of them are moving forward." 

He also said Bay and L.A. migration 
will give a boost to that development 
once the housing market recovers. 

"There is a history of people moving 
from the coast and metro areas looking 
for home ownership opportunities," 
Kahn said. "That has slowed down 
substantially. But as the economy 
improves, that market will come into 
play again." 

Still, he doesn't expect backbone 
infrastructure for Madera County's 
next major city to be in place for five or 
io years. 

"If you go stand at 41 and 12 right now, 
all you're going to see is a red, white and 
blue barn out there and some grazing 
land. Some pistachio trees and oranges. 
And some olive trees are out there, too." 
Todd R. Brown I Reporter can be reached at: 
490-3461 or e-mail todd@thebusinessjournal.com  
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