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Second Homes/Recreational Property (revised June, 2001)
· According to NATIONAL ASSOCIATION OF REALTORS® research, there were 377,000 single-family second-home sales in 1999, up 9.3 percent from 345,000 sales in 1997 (total new and existing-homes, based on data extrapolated from biennial NAR survey data*).  More significantly, sales have risen 27.4 percent since 1995 when there were 296,000 second home sales.  This coincides with tax-law changes, effective in 1997, which allows most sellers to exclude up to $500,000 in capital gains from taxation.  This essentially did away with the capital gains tax penalty for most buyers wishing to trade-down to a smaller primary residence, and also use some of their equity to purchase a second home (a factor in record condo sales for the last 4 years, notably the upper-end of the market).  Approximately 6 percent of all homes sold each year are second homes; many are purchased as trial retirement homes.
· Anecdotally, practitioners specializing in recreational property report sales increased further in 2000, meaning a new record likely was set last year.  NAR estimates there were 415,000 second-home sales in 2000, reaching nearly 7 percent of the new-and existing-home market.  However, since the only way to determine second home and recreational sales activity is by survey, NAR won't have statistical evidence until the next Home Buying and Selling Profile is released in 2002.  Given the strong demographic demand from baby boomers, combined with generally good affordability conditions and a desire to diversify portfolio assets into more secure investments, we expect this market to remain close to historic highs in 2001, possibly setting another record.
· Statistics on vacation homes and recreational property have been difficult to come by.  NAR estimates that homes purchased for recreational use account for half of all second homes, with most of the rest held as investment property.  The U.S. Census Bureau estimates there are about 6.0 million second homes, including condominiums and time-shares.  Of this total, NAR projects there are 3.1 million recreational properties, some of which are rented-out for part of the year.  
· NAR survey data shows the median age of second-home buyers in 1999 was 43, and the median income was $68,800.  Seventy-nine percent of buyers were married couples, 8 percent were single male, 8 percent were single female and 5 percent were unmarried couples. The U.S. Census Bureau shows the median age of all vacation homeowners is 52.  These figures are right in line with the leading edge of the baby boom generation.  The combination of increased equity in both homes and stocks, along with the good economy in recent years, has made it possible for increasing numbers of people to achieve the goal of buying recreational property.  In addition, with the volatility of the stock market, some buyers may be looking to diversify their portfolio by switching some of their equity into more tangible assets such as real estate.  NAR forecasts that the demographic impact alone from large numbers of people in their 40’s and 50’s entering the second home market will add 100,000 to 150,000 housing starts each year through 2010.
· The typical vacation home is not a million-dollar house in the Hamptons or a half-million dollar condo in Vail.  Rather, recreational property tends to be smaller and less costly than primary residences, although there is a growing trend to have the same kind of amenities people enjoy in their primary residence.  Beach houses, cottages, cabins and chalets are much more common than elaborate estates.

Second Homes/Recreational Property, add one

· Vacation homes are not necessarily in resort locations; they can be found in every state and region.  Not surprisingly, the top five states for second homes also happen to have large populations: California, Florida, Texas, New York and Pennsylvania.  The most popular locations for recreational property are seaside, lakeshore and mountains.

· According to NAR survey data, the median price of a second home in 1999 (both new and existing) was $127,800, which is 7.9 percent less than the $138,800 median price of all homes sold that year.  Second home prices have increased only modestly in the last four years – up 11.1 percent from the $115,000 median price in 1995.  Prices vary widely depending on type and location, with some mountain cabins selling for under $50,000 while beach houses can easily cost several hundred thousand dollars.
· Historically, the vacation home market suffered a setback resulting from a series of tax reforms in the late 1980’s, which severely limited investment considerations.  This also resulted in the S&L crisis and the evaporation of financing for investment property.  Prior to then, rental aspects were an important factor for many owners.
· The conventional wisdom of purchasing vacation homes in recent years appears to be changing.  The general advice was to buy for personal lifestyle considerations more than for investment, and to plan to hold that property for many years, because prices of recreational property did not appreciate very much and they were more difficult to sell.  As with primary residential property, location is the biggest consideration.  A significant factor today is that many of the most desirable locations have already been developed, meaning greater demand will result in faster price increases and make it easier to sell in the future.  A speaker at NAR’s Midyear Meetings in May 2001, said vacation home prices now are rising faster than any other residential segment due to a limited supply.
· Financing also used to be more limited, with the best loan terms available from local or regional lenders familiar with the area where the property is located.  Also, interest rates tended to be higher and loan terms shorter.  However, more national lenders are willing to finance recreational property now with more competitive terms, some comparable to loans on primary residences.

· Not everyone is seeking a name-destination resort.  Many people prefer quiet, less well know and more affordable properties fairly close to home.  Most vacation homeowners prefer to be within a relatively short drive (less than a day).  Half of all vacation homes are located in rural areas; only 10 percent are located in central cities.
· One piece of conventional wisdom still holds true – you’re more likely to get a better price if you purchase in the off season for the type of property you’re interested in.  For example, you might not get the best deal on a mountain chalet in the peak of ski season.

· Recreational property remains largely a lifestyle choice.  Some owners are able to offset costs by renting their property for parts of the year.  However, in most cases, this can be expected to offset only a portion of the monthly carrying costs.  Unless the property is highly desirable and well located in a very popular destination resort, buyers shouldn’t count on rental income to help them pay for their property.  A number of specialized Web sites are available to help owners rent their property.

· People interested in buying a vacation home should be intimately familiar with the area, its amenities and resources, as well as travel time and other long-term considerations.  A good way to do that is to rent in the area and get to know it first-hand.

*Data extrapolated from NAR’s Profile of Home Buyer & Seller series.  The sales estimate is conservative in that questionnaires (for each of the surveys) were sent to the actual addresses of 20,000 buyers and sellers nationwide in 1999, based on courthouse deed records (previous year surveys were of 10,000 questionnaires).  Mail sent to vacation home locations was not necessarily forwarded to owners for completion, and the sample returned may under-report the total number in the vacation-home category. 
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SECOND HOME SALES (total new and existing)

vacation homes and second-homes purchased as an investment

(NAR estimates homes purchased for recreational use are one-half of total)

1989
288,000  (earliest comparable number)

1991
264,000  -9.1% (recession, negative tax reform)

1993
317,000  +20.1% (recovery with pent-up demand)

1995
296,000  -6.6%

1997
345,000  +16.6% (immediate impact of tax law change, declining mortgage rates)

1999
377,000  +9.3%  (up 27.4% from 1995)

2000
415,000  +10.1% (rough estimate)


SECOND HOME MEDIAN PRICES

        MEDIAN PRICE OF ALL HOMES

1989
$99,200





1989
$97,700

1991
$85,500





1991
$102,400



1993
$110,000





1993 
$108,200

1995
$115,000





1995
$116,100

1997
$124,800





1997
$126,200

1999
$127,800





1999
$138,800
prices are for single-family homes, weighed for existing and new homes

Professionals handling recreational property:  For reporters interested in interviewing specialists in various parts of the country, please contact NAR Public Affairs.

 Property listings:  www.realtor.com
Use “Find a Home” to select the desired area, specify “General Home Criteria,” then scroll down to “Other Preferences” and specify lot features, exterior features, etc., for appropriate recreational characteristics.

For Further Information Contact:


Walter Molony  202/383-1177


E-mail:  wmolony@realtors.org
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