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About the Study

This housing needs assessment study was initiated in the Summer of 2007 and
was completed over the course of one and a half years. The Planning
Departments of Ulster, Orange and Dutchess Counties decided to pursue a joint
housing needs assessment due to the strong regional economic linkages
between the Counties and the shared housing affordability challenges. The three
Counties are inextricably linked through their relationship with the New York City
Metro area, which brings both benefits (in terms of employment and business
opportunities) and costs (through higher living expenses, transportation
challenges, and an influx of new residents from the New York City area).

The Counties also share similar challenges in meeting the affordable housing
needs of their residents, an issue that was exacerbated by the housing market
expansion from 2000 to 2006. As house prices increased rapidly during this
period, household incomes also increased but not at a rate fast enough to keep
pace with house prices. The regional economy has also been challenged to
adapt with a changing global economy, in which workers in the three Counties
are competing not only with workers in other states, but also with workers in
other countries and dramatic technological improvements. Manufacturing job
losses in the region have been offset with job gains in the services sector, but
these service sector jobs typically pay lower wages.

The three Counties also share the common experience of planning and
developing transportation corridors suitable to meet the needs of regional
commuters, both those traveling between the counties and for those who work in
the New York City area. A substantial number of workers commute to jobs
outside of their respective home County: 33.5% in Ulster County, 34.5% in
Orange County, and 30.8% in Dutchess County, according to the 2000 Census.
Coordinating what has been described as a fragmented transportation system,
has become a priority of regional planning leaders, and also has implications for
future affordable housing needs.

This study represents an effort to develop a regional mindset in addressing
housing affordability issues in the three Counties, encouraging elevated and
more informed discussion, and joint planning where commonalities make
coordination logical. However, recognizing that differences between the counties
exist, such as geography, planning priorities and local regulations, it is also
important to note that each of the Counties will likely find that solutions work with
different degrees of success, and no single approach to address housing
affordability issues is recommended in this study.

In October of 2008, the New York State Division of Housing and Community
Renewal (DHCR) released the Mid-Hudson Regional Report, a section of the
overall Statewide Affordable Housing Needs Study. The report consisted of a
series of focus group discussions with community stakeholders and housing




advocates from the three Counties covered in this study, plus Putnam and
Sullivan Counties. The timing of the release of the DHCR report is rather
fortunate, as it served as an appropriate preface to this needs assessment study.
The DHCR report offered a qualitative view of affordability challenges in the
region, including comments and observations on housing quality and conditions,
diversity in the housing stock, and local community resistance to affordable
housing development (also referred to as the NIMBY attitude, or Not In My
Backyard). This housing needs assessment study completed by Dutchess,
Orange and Ulster Counties is quantitative in content and can serve to
supplement the DHCR report by providing local planners and decision makers
with data, and where little or no data exist, carefully developed and thoroughly
vetted estimates were made.

Funding for this study was generously provided by the Dyson Foundation of
Millbrook, NY.
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appreciated over the course of the project.
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Executive Summary

Some of the region’s residents in Dutchess, Orange and Ulster Counties are
currently experiencing housing affordability challenges. The housing market
expansion that began in the late 1990s and continued to 2006 contributed to the
current housing affordability situation. During that time period, house prices grew
at average rates of approximately 10% per year, while median household income
grew at less than 4% per year. The three Counties also experienced substantial
in-migration from the New York City area, as New York City residents sought
cheaper, and for some safer, housing outside of the immediate metro area.
Finally, another factor contributing to housing affordability issues in the region is
community resistance to, and negative perceptions surrounding, affordable
housing development.

This Regional Housing Needs Assessment (RHNA) examined the current need
for affordable housing in the 3-County region, using 2006 as the base year (the
last full year of data available at the beginning of the study). Forecasts were also
made of the expected need for affordable housing over the study period from
2006 to 2020. After quantifying the need for affordable housing, an estimate was
made for the number of affordable units that each County will need to construct
from 2006 to 2020 in order to address the current and expected affordable
housing needs. The quantitative analysis was conducted by tenure category, for
owners and renters, and also by income category relative to the County median
household income — 50%, 80%, 100% and 120% of median household income
for each respective County.

The recent downturn in the U.S. housing market, which began to play out as this
RHNA progressed, played an important role in the analysis. The economic and
demographic forecast, a foundation piece for the assessment, accounted for
events in the housing market and the broader U.S. recession. The forecast
expects a period of restrained growth and declining or flat house prices out to
2010. House price declines are expected to alleviate some affordability
pressures in the 3-County region, but not to the same extent that the price run-up
added to those pressures. Therefore, despite some temporary relief in the near-
term, affordability pressures are expected to continue to burden residents in the
3-County region over the time horizon of the RHNA, or through to 2020.

Overall, it is estimated that in 2006 Dutchess County had a total affordability gap
of 24,813 units (17,913 owner and 6,900 renter). From 2006 to 2020, this gap is
expected to increase by 7,648 units. One way to begin to address this
affordability gap would be to build a portion of this affordability gap—an
estimated 9,372 affordable units by calendar 2020. This portion was derived
based on the demographic trend of a declining average household size, and the
additional pressure that is placed on the housing stock as a result of this trend in
all three counties. Orange County’s 2006 affordability gap is estimated at 31,272




units (21,921 owner and 9,351 renter) in 2006, which is expected to increase by
13,064 units by calendar 2020. Similar to the approach described for Dutchess
County above, one way to begin to address this gap would be to build a portion
of the needed units—an estimated 11,123 affordable units by calendar 2020 in
order to help to address the affordability situation in Orange County. The RHNA
estimates that Ulster County had an affordability gap of 15,953 units (10,696
owner and 5,257 renter) in 2006, which is expected to increase by 6,079 units by
2020. To address a portion of this gap consistent with the approach described
above, Ulster County could construct 6,624 units by calendar year 2020 in order
to begin to address the affordability gap faced by its residents.

While the construction of affordable units in the 3-County region would represent
a strong initial step towards alleviating affordability pressures, it is just one way to
help alleviate affordable housing pressures. The construction of additional units
is a supply side approach, but likely needs to be part of a broader strategic effort
to make housing more affordable for the region’s residents. Such a strategy
should include, demand side initiatives as well. A demand side approach may
consist of facilitating the creation of good-paying jobs as a way to assist the three
counties’ households to be able to afford housing. A singular supply or demand
side approach would not likely garner the type of consensus needed for the three
counties to take significant action and effectively meet the estimated affordable
housing need of their residents, either currently or as those needs are likely to
grow over the next 11 years.

The summary table below presents the estimated 2006 Affordability Unit Gap,
one of the key findings of this study.

Estimated 2006 Affordability Gap in Units
By County and Tenure Category

Owner Units Renter Units Total Units
Dutchess County 17,913 6,900 24,813
Orange County 21,921 9,351 31,272
Ulster 10,696 5,257 15,953

Prepared By Economic & Policy Resources, Inc




1. Introduction

Dutchess, Orange and Ulster Counties are currently experiencing housing
affordability challenges for some population groups and household income
categories. This is true even though the country went through a housing friendly
period marked by the lowest mortgage interest rates in more than 40 years. The
national home ownership rate peaked in 2004, when 69% of American
households owned their home, although this rate has since decreased, and it
remains historically high.

Strong demand for owner housing, in part in response to the extended period of
exceptionally low mortgage interest rates, has in recent times outpaced the ability
of developers to add units to the inventory. This demand has forced up single
family home prices at a much faster rate than household income. Also, few of
the new units delivered to the housing stock by the market have been targeted
toward low and moderate income buyers. This has created an imbalance
between household income growth and home prices that continued until 2006.
The housing market began to slow in 2007, with house sales and prices declining
in the first half of 2008. Since the beginning of 2008, the national housing market
has undergone a “correction” with price declines in many of the major markets of
the county, with some declines exceeding 25% from peak prices in 2006.

The economic and housing market factors are further exacerbated in the
counties by the presence of community resistance to compact and affordable
housing development. This resistance is often tied to perceptions, both correct
and incorrect, about the associated municipal cost increases and negative
impacts on property values in neighborhoods where such compact and
affordable housing development is planned and constructed.

Another factor influencing housing prices in the 3-County region is the
phenomenon of in-migration from areas to the south, closer to New York City. As
housing prices increased nationally during the 1990s and early 2000s, the New
York City area was also affected. According to government figures, housing
prices in the New York metropolitan area increased by about 275% from 1995 to
2006 and the metro region is one of the most expensive places to purchase a
home®. As housing costs rose in New York City and its immediate suburbs,
many residents decided to move farther away in search of more affordable home
prices, many of them to the 3-County region. These new arrivals have created
increased demand and encouraged additional units to be built, however the
newly built units were for the most part affordable only to those newly-arrived,
higher income residents. As a result, the share of housing units available at
prices affordable to low and moderate income county residents has decreased.

! From the Office of Federal Housing Enterprise Oversight (OFHEO); According to the National
Association of Realtors, the New York-Wayne-White Plains metropolitan area had a median
home price of $539,000 in 2006, ranked fifth highest in the nation.




The costs of home ownership in the 3-County region have risen significantly over
the last seven to eight years, with the median sale price of a single family home
increasing by about 140% or more since 1996 in all three of the counties®.

» Dutchess County: The median single family home sales price rose from
$135,000 in 1996 to $330,000 in 2006, an increase of 144%, or 9.3% per
year. Substantial percentage increases, in the double digits, began in
2001 and continued until 2005. While there was some variation in this
trend at the municipal level, most of the 22 municipalities followed this
pattern of relatively flat or slightly increasing prices through the 1990s, and
then sharp price increases beginning in 2001.

» Orange County: The median single family home price in Orange County
increased from $124,900 in 1996 to $298,500 in 2006. This represents a
139% increase overall, or an average annual increase of 9.1%. Again, the
data show that prices at both the county and municipal level began to
increase sharply around 2001.

» Ulster County: House prices in Ulster County followed a similar trend
over the same time period: the median single family home price increased
from $95,000 in 1996 to $244,665 in 2006. This is an increase of 157%
over the 11 year period, or 9.9% per year. For 20 of the county’'s 22
municipalities, trends mirror those in Dutchess and Orange Counties.

2 Median prices are calculated using NY ORPS data. The prices differ from published NY ORPS
figures due to the inclusion of condo units in the medians reported here, while condo units are
excluded from the calculation of NY ORPS medians.




2. Assessing Housing Affordability
2.1 Affordability Calculations

The affordability analysis presented in the RHNA is based on U.S. Department of
Housing and Urban Development (HUD) guidelines. Owner occupied housing is
affordable if not more than 30% of a household’s gross income is spent on a
mortgage payment, utilities, taxes, and insurance.® For renter units, the HUD
standard is that no more than 30% of a renter household’s income should be
spent on rent and utilities (including fuel for heat, hot water and cooking,
electricity for lights, water and waste water charges, and trash removal).

An affordable house price was determined through the following steps: an
affordable monthly housing payment was calculated by dividing median annual
household income by 12 and then multiplying by 30%, following HUD guidelines.
Insurance costs and property taxes were estimated and deducted from this
affordable monthly housing payment, resulting in an amount available to
“affordably” pay a monthly mortgage. Based on this affordable mortgage
payment, an affordable house price was calculated assuming a fixed interest
rate, a private mortgage insurance rate, and a 30-year loan term. These
calculations allowed us to determine the value of a house that could be
purchased, given a certain income level, without a household being housing-cost
stressed.

Tables 1 to 3a below, show calculations of affordable home prices by income
group, displaying the median house price in each county, and the resulting
affordability gaps in price (the difference between the median house price and
the affordable house price for each respective income category). Clearly, in all
three counties, many households had to choose between either foregoing a
house purchase, or going ahead with a purchase but almost certainly becoming
housing cost-stressed, that is, making housing payments that exceeded the 30%
threshold.

In Dutchess County, a household earning 120% of the household median income
could afford a house worth $233,003, which was still shy of the median house
price by almost $97,000. The median income household was $135,831 shy of
the median priced house. The table also shows the number of houses available
at or below the affordable price for each income group — again, even at 120% of
the median household income, only 791 of 2924 sales would be considered
affordable. This represents 27.1% of the total number of sales. The affordability
gap increases at the lower income levels and the number of houses available

% Consistent with the consensus of the study technical review committee, owner utility costs were
not included in the owner affordability calculations in order to remain consistent with guidelines for
some federal and state housing programs. Utilities were included in the calculations of the
affordable rent.




decreased. For households earning 50% of the median household income, only
43 houses (1.5% of total) were sold at or below their affordable price. For renter
households in Dutchess County, the estimated affordable rent is less than the
median rent only for the lowest income group, less than 50% of median
household income. For the income groups 80% of median household income and
above, the affordable rent exceeded the median rent.

Table 1. Dutchess County Estimated Affordable Home Price/2006 Profile of Affordable Home Sales

A B C D

Percent of Median Household Income 50% 80% 100% 120%
Annual Household Income $33,334 $53,334 $66,668 $80,002
Monthly Household Income $2,778 $4,445 $5,556 $6,667
% of Income for Payments 30.0% 30.0% 30.0% 30.0%
Affordable Mortgage, Property Tax and Insurance Payments/Month $833 $1,333 $1,667 $2,000
Insurance $25 $41 $51 $61
Taxes $170 $273 $341 $409
Private Mortgage Insurance (@ 0.78%) $60 $96 $120 $144
Mortgage Payments (@ 6.41%) $578 $924 $1,155 $1,386
Affordable Home Price (2006) $97,084 $155,335  $194,169 $233,003
Median Price Home (2006) $330,000 $330,000  $330,000 $330,000
Affordable Price-Difference from Median ($232,916) ($174,665) ($135,831) ($96,997)
Home Sales Priced At or Below Median Price in 2006 43 120 233 791
Percent of the Total (2924 Total Single Family House Sales) 1.5% 4.1% 8.0% 27.1%

Prepared by Economic and Policy Resources, Inc.

Table la. Dutchess County Estimated Affordable Rent, 2006

A B C D

Percent of Median Household Income 50% 80% 100% 120%
Annual Household Income $33,334 $53,334 $66,668 $80,002
Monthly Household Income $2,778 $4,445 $5,556 $6,667
% of Income for Rent and Utilities 30.0% 30.0% 30.0% 30.0%
Affordable Renter Payments/Month (Rent Plus Utilities) $833 $1,333 $1,667 $2,000
Monthly Utility Expense (Excluding Telephone) $89 $102 $102 $111

Monthly Affordable Rent (Excluding Utilities) $744 $1,232 $1,565 $1,889
Estimated 2006 Median Rent $840 $840 $840 $840

Affordable Rent Gap ($96) $392 $725 $1,049

Prepared by Economic and Policy Resources, Inc.




In Orange County, 4,599 houses were sold in 2006 and a substantial affordability
gap existed. A household earning 120% of the county median household income
was able to affordably purchase a house for $209,231, while the median house
price in the county was more than $87,000 greater. Even for this income group,
only 20.7% of houses available on the market were sold at or below the
affordable price. The lower income groups in Orange County fared worse as
fewer homes were sold at their affordable prices. In order to purchase a home,
many households likely had to endure some level of housing-cost stress. The
renter situation in Orange County appears to have been similar to that in
Dutchess: a gap between the affordable rent and the median rent only existed at
the lowest income level. For income groups at 80% of median household income

and above, the affordable rent was sufficient to pay the median rent.

Table 2. Orange County Estimated Affordable Home Price/2006 Profile of Affordable Home Sales

A B C D

Percent of Median Household Income 50% 80% 100% 120%
Annual Household Income $31,208 $49,933 $62,416 $74,899
Monthly Household Income $2,601 $4,161 $5,201 $6,242
% of Income for Payments 30.0% 30.0% 30.0% 30.0%
Affordable Mortgage, Property Tax and Insurance Payments/Month $780 $1,248 $1,560 $1,872

Insurance $27 $44 $54 $65
Taxes $181 $289 $361 $433

Private Mortgage Insurance (@ 0.78%) $54 $86 $108 $129

Mortgage Payments (@ 6.41%) $519 $830 $1,037 $1,245
Affordable Home Price (2006) $87,180 $139,487  $174,359  $209,231
Median Price Home (2006) $298,500  $298,500  $298,500  $298,500
Affordable Price-Difference from Median ($211,320) ($159,013) ($124,141) ($89,269)
Home Sales Priced At or Median Price 82 244 480 950
Percent of the Total (4599 Total Single Family Sales) 1.8% 5.3% 10.4% 20.7%

Prepared by Economic and Policy Resources, Inc
Table 2a. Orange County Estimated Affordable Rent, 2006
A B C D

Percent of Median Household Income 50% 80% 100% 120%
Annual Household Income $31,208 $49,933 $62,416 $74,899
Monthly Household Income $2,601 $4,161 $5,201 $6,242
% of Income for Rent and Utilities 30.0% 30.0% 30.0% 30.0%
Affordable Renter Payments/Month (Rent Plus Utilities) $780 $1,248 $1,560 $1,872
Monthly Utility Expense (Excluding Telephone) $85 $96 $97 $106
Monthly Affordable Rent (Excluding Utilities) $695 $1,153 $1,463 $1,766
Estimated 2006 Median Rent $796 $796 $796 $796
Affordable Rent Gap ($101) $357 $667 $970

Prepared by Economic and Policy Resources, Inc




The affordability analysis for Ulster County yielded similar results. The affordable
mortgage payment for a household earning 120% of median household income
was $1,022. The household was still short of the county median house price by
about $73,000 and only 21.3% of the total house sales were at or below the
affordable price. As with the other counties, the affordability gap increased for
the lower income groups and the percentage of houses available to them at or
below their affordable price decreased. Again, only 3.5% of houses sold could
have been affordably purchased by households earning 50% of the median
household income or less. On the renter side in Ulster County, only the lowest
income group had an affordable rent that was less than the median rent, similar
to the other two counties, however in Ulster the dollar gap was greater by more
than $60. Again, as in the other Counties, for income categories at or above 80%
of median household income, the affordable rent was sufficient to pay the median
rent in the County.

Table 3. Ulster County Estimated Affordable Home Price/2006 Profile of Affordable Home Sales

A B C D

Percent of Median Household Income 50% 80% 100% 120%
Annual Household Income $26,174 $41,878 $52,348 $62,818
Monthly Household Income $2,181 $3,490 $4,362 $5,235
% of Income for Payments 30.0% 30.0% 30.0% 30.0%
Affordable Mortgage, Property Tax and Insurance Payments/Month $654 $1,047 $1,309 $1,570
Insurance $29 $46 $58 $70
Taxes $155 $248 $310 $372
Private Mortgage Insurance (@ 0.78%) $44 $71 $88 $106
Mortgage Payments (@ 6.41%) $426 $682 $852 $1,022
Affordable Home Price (2006) $71,607 $114,572  $143,215  $171,858
Median Price Home (2006) $244,665 $244,665  $244,665  $244,665
Affordable Price-Difference from Median ($173,058) ($130,093) ($101,450) ($72,807)
Home Sales Priced At or Below the Median Price 67 134 219 405
Percent of the Total (1904 Total Single Family Sales) 3.5% 7.0% 11.5% 21.3%

Prepared by Economic and Policy Resources, Inc

Table 3a. Ulster County Estimated Affordable Rent, 2006

A B C D
Percent of Median Household Income 50% 80% 100% 120%
Annual Household Income $26,174 $41,878 $52,348 $62,818
Monthly Household Income $2,181 $3,490 $4,362 $5,235
% of Income for Rent and Utilities 30.0% 30.0% 30.0% 30.0%
Affordable Renter Payments/Month (Rent Plus Utilities) $654 $1,047 $1,309 $1,570
Monthly Utility Expense (Excluding Telephone) $81 $96 $97 $97
Monthly Affordable Rent (Excluding Utilities) $574 $951 $1,211 $1,473
Estimated 2006 Median Rent $738 $738 $738 $738
Affordable Rent Gap ($164) $213 $473 $735

Prepared by Economic and Policy Resources, Inc




This analysis was repeated for each city and town of the three counties, factoring
in each municipality’s property taxes, median income, median house price, and
assumed insurance rates and utility costs across municipalities. The analysis
allowed an affordable house price and rent to be identified by income level for
each municipality, and for the determination of the number of sales at or below
each income group’s affordable price on the owner side. The affordability
analysis for each municipality is presented in Appendix L on page 110

2.2 Housing Wage Analysis

This section provides a brief description of a supplemental housing wage
analysis that was completed in order to connect the abstract concept of housing
affordability to the region’s labor market. Earnings in selected job sectors in the
3-County region were compared to the earnings necessary to affordably own a
median priced house, or pay rent on a 2-bedroom apartment. Data from the
Bureau of Labor Statistics’ Quarterly Census of Employment and Wages
(QCEW) are used in the analysis, and allow for comparison between average
earnings in various sectors of the regional labor market and the income
necessary to avoid housing burden, or the housing wage.

The analysis shows that in each of the three counties, the average wages in
some major job sectors were not sufficient to affordably purchase a median
priced home for a single earner household. Therefore, multiple wage earners
would be needed in these sectors. The difference between the average wage
and the housing wage is especially apparent on the owner side in the
Accommodation and Food Services and Retail Trade Sectors. These sectors pay
wages that would require a household to have seven wage earners in the
household in Dutchess and Orange Counties, and five wage earners in Ulster
County. The gaps in the average wage and housing wage are also apparent on
the renter side, but to a lesser degree.

The detailed housing wage analysis is available in this report as Appendix G on
page 81.

2.3 Special Analysis: SWOT Interviews

As part of this RHNA, a Strengths, Weaknesses, Opportunities, and Threats
assessment (or what is commonly known as a SWOT) was conducted. Key
regional stakeholders active in housing issues were identified in each county by
the respective County Planning Departments. The interviews were conducted
during late October-early November 2007. Those selected for interviews involved
a broad range of participants in the regional housing arena including local
government officials, non profit administrators, and private developers. The
objectives of these interviews were: (1) to obtain a “reality check” on the data our
analysis team had assembled, (2) to get a face to face description of the facts




and nuances of the situation “on the ground” including any possible constraints
and/or opportunities, (3) to identify notable constraints to housing development in
the region, and (4) to solicit ideas and insights to the housing market issues and
identify housing market opportunities that could be of use following the
completion of this RHNA.

While there are many findings of note in this SWOT analysis, one general finding
came clearly through from the interview process. SWOT respondents in various
ways indicated that although the three County governments, several competent
non-profit agencies and several private developers in the region understand the
problem and are willing to take action, only a few of the municipalities outside of
the region’s cities have shown a willingness to undertake necessary actions to
address the region’s housing challenges. This condition will likely act as a
general impediment to the development of housing in at least parts of the 3-
County region.

The final part of this SWOT assessment included the development of an
inventory of ideas from stakeholders that could be used to jumpstart the
development of an action agenda. Among the key necessary actions identified
by SWOT respondents to address the regional housing challenges included: (1)
housing-friendly adjustments to land use regulations, and (2) critical direct capital
spending that would permit and/or encourage the development of housing that is
affordable at the price points in the range of need identified by this assessment
study.

The full SWOT analysis is provided in Appendix H on page 92 of this report.
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3. U.S. Economic Outlook

This RHNA began in late summer of 2007, just as the U.S. economy entered the
current downturn. In December of 2008, the National Bureau of Economic
Research (NBER) officially determined that the U.S. recession began in
December of 2007, and as of February 2009, has lasted for 14 months. Several
factors will be discussed in this section, including: (1) the recent downturn in
many regional housing markets and throughout the country, (2) the tightening of
credit market that has made credit more expensive and more difficult to obtain,
and (3) volatile energy prices that have squeezed household budgets and added
significantly to business costs .

Since the fall of 2007, virtually all major economic indicators corresponding to the
performance and health of the U.S. economy have deteriorated. The
government reports that the country’s overall economic output has been weak
over the last year, with the exception of the second quarter in 2008—which was
aided by substantial government rebate checks . Gross Domestic Product (GDP),
declined in the last quarter of 2007 at an annual rate of 0.2% from the previous
quarter. Figures on GDP growth are shown in the graph below, indicating weak
growth in first quarter, stronger growth in the second quarter (aided by the rebate
checks), and declines in the third and fourth quarters.

e N
Growth in Real U.S. GDP

(Source: Bureau of Economic Analysis)
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In addition to the weak GDP numbers over the last 4 quarters, most other
indicators were only weakly positive and in most cases negative. In the latter
category were declines in payroll jobs, retail sales, and the national housing
market that in many ways is going through its worst downturn since the “Great
Depression” of the 1930s. U.S. employers shed over 2 million jobs in 2008,
driving up the unemployment rate to 7.2%. Retail sales have been weak in
nominal terms, but when accounting for inflation, real retail sales have actually
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been negative for the past 9 months versus the same period the previous year
(see the chart below). This is an indication that households and consumers are
under increasing budget pressures—a troubling sign as roughly 70% of the
nation’s economy is tied to personal consumption.

a N
U.S. Employment Situation: Jobs and Unemployment
(Feb 2007 to Jan 2009, BLS)
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3.1 The U.S. Housing Market and the Economy

Nearly all of the economy’s current problems have roots in the housing sector
and the ripple effect the housing market decline has had throughout the
economy. The decline in house prices have left many home owners with loans to
pay off that are greater than the value of the home. This has encouraged some
owners to simply walk away from their mortgage, resulting in a foreclosure; or
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cash strapped buyers have opted to sell quickly and at a discounted price.
Forced liquidation and foreclosure sales put downward pressure on prices,
sometimes amounting to 30%-40% discounts off the original purchase price.
These forced, discounted sales, in turn, often serve to exacerbate value-to-
mortgage problems in the market. As prices are forced down, more home owners
suddenly find themselves in a situation where the value of their mortgage is
greater than the value of their house.

Housing sales and construction data indicate that the housing market has yet to
reach its bottom as of February of 2009. Nationally, single family home sales
have fallen by 76.2% since their peak in July 2006, and housing starts have
dropped by 75.8% since their peak in January 2006 (see the chart below). The
housing downturn has had numerous other impacts on the economy. As the
value of homes have fallen, consumers have not been able to extract equity from
their homes to the degree to which they previously did during the run up in
housing values from the late 1990s to the mid-2000s. Because wage and salary
increases have been small and have not kept up with inflation, households today
have considerably less spending power, and news of recent housing price
declines suggest that they have considerable less wealth to draw from as well.
According to some estimates, housing price declines across the nation have cost
the average homeowner about $30,000 in lost equity (or wealth).

s D
U.S. New Single Family House Sales and Starts
(Source: Census, Through Dec 2008)
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3.2 Financial Markets

September of 2008 witnessed the near collapse of U.S. and global financial
markets. Ever since September 7", when Fannie Mae and Freddie Mac went
into conservatorship, markets have been in a volatile and unmistakably
downward spiral, with interbank lending markets around the world suffering from
the inability to gauge risk. Since access to capital is a fundamental element in

13




the financial system, the resulting contraction of interbank lending has been a
problem for major economies all over the world. In short, the contagion that
began in August of 2007 spread beyond Wall Street and the financial sector to
the broader economy. Confidence has been a major problem and central banks
around the globe are still trying to deal with this spreading contagion.

The September 2008 financial market turmoil has affected the ability to obtain
credit, for households and businesses, and this problem is still being worked out
as of February 2009. As house prices have declined and the number of
foreclosures has increased, investors holding mortgage-backed securities have
incurred major losses. As a result, investors and banks are wary to lend and
credit has become much harder to obtain as the perceived risk of lending has
increased. This, in turn, has affected business’ ability to finance expansion and to
hire new workers, and households’ ability to consume on credit has been
reduced. The tight credit markets have seen the virtual disappearance of sub-
prime loans made to riskier borrowers, and even credit for good risks is more
difficult to obtain. The lack of available credit and resulting uncertainty has
affected financial markets as seen in the recent volatile performance of the stock
market. The stock market indexes have recently dropped to levels not seen in

five years, although there have been some signs of stabilization as of the
beginning of 2009.
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The financial market problems have forced the U.S. government, and
governments around the world, to intervene in order to restore confidence to the
system. So far government intervention around the world has included
aggressive easing of monetary policy by central banks and the remarkable efforts
to provide additional liquidity to banks, though government purchases of
securities and equity acquisitions — meaning that government becomes a stock
holder and part owner — of major financial institutions. This equates to effective
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nationalization of many financial institutions. In addition, governments around the
world have stepped in to insure bank deposits in various forms and amounts, in
order restore confidence and prevent all out runs on the banks. In short, the
developments in the global financial markets in September and October of 2008
have been nothing short of unprecedented and continue to affect the U.S. and
global economies as of February 2009.

3.3 Energy Prices

Energy prices play an important role in this RHNA and have attracted much
attention in the media in the last two to three years, beginning with the spike in
gasoline prices following Hurricane Katrina in the late summer of 2005. Since
Katrina, the price of crude oil and its derivatives gasoline, diesel fuels, and home
heating oil have experienced substantial spikes, followed by periods of decline.
However, the path of energy prices has been unmistakably higher as the price of
a barrel of West Texas Crude oil, a commonly used bench mark, nearly
guadrupled, from an average monthly price of $34 per barrel in January 2004 to
$133 per barrel in July 2008. As shown in the graph below, both gasoline and
diesel fuel followed suit as crude oil prices have risen. Prices peaked in July of
calendar year 2008, as there have been significant declines in the prices of both
oil and its derivative fuels since the July peak. However, it is important to note
that the price of oil remains volatile and elevated relative to historic levels, and
continue to siphon off spending power from households and businesses. The
recent decline in oil prices was likely driven by recession fears, and most
forecasts expect that the upward trend will continue as the U.S. economy begins
to recover over the next 2-3 years. As consumers and businesses spend more
on fuel, less money is available to spend elsewhere. In addition, most
expenditures for energy are made to entities that have few linkages to the
regional economy, meaning that that money usually leaves the local economy.

Tracking Fuel Prices: Oil and Its Derivatives, Jan 2006 to Dec 2008
(Source: EIA)
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The 3-County region has not escaped the adverse impact of elevated energy
prices. An estimated $286.7 million was siphoned out of the regional economy by
elevated petroleum prices in the first half of 2008, according to our estimates.
When broken down by County, we estimate that Dutchess County spent an
additional $98.5 million on petroleum, Orange County an additional $126.4
million, and Ulster County an additional $61.7 million, representing money that
was taken out of the local economy.*

3.4 Looking Forward

As announced in December 2008, the US economy is officially in a recession as
of December 2007. The events in the national economy over the past year
influenced the long term economic and demographic forecast for the 3-Counties
in three important ways: (1) credit is expected to be more difficult to obtain in the
near term period 2006-10, (2) energy prices are expected to remain at levels that
are elevated relative to historic prices (despite the recent declines), and (3) the
struggling economy will likely exacerbate relatively weak population growth
forecasted in the region.

Regarding the first, this means that achieving home ownership will likely be more
difficult over the next several years, compared with the low interest rate period of
the early 2000’s. Tighter credit could also mean that recovery from the current
economic downturn will be slow and protracted, as businesses in the Hudson
Valley, and the U.S. as a whole, struggle to find financing for expansion. Once
the housing and financial market problems have run their course and begun to
recover, the economy should eventually return to expansion at a level closer to
its long term average rate of growth (roughly 2-3% per year in terms of GDP).
Regarding the second, high energy prices will likely act as a drag on the
economy unless or until new technologies are developed and implemented that
that reduce energy usage and the nation’s reliance on fossil fuels. The above
estimate of additional spending on petroleum is an example of how high energy
prices siphon off money from the regional economy without any offsetting public
spending.® The third factor, slowing population growth, is a trend that can be
observed in other regions in the northeast part of the country as well. The
changing demographics imply that the next 15 years or so will likely be very
different than the last 15 years, with relatively restrained economic growth
expected.

* See Appendix J for more details on this estimated impact of elevated petroleum prices in the 3-
County region.

® Offsetting public spending refers to taxes that siphon off money from households, but are at
least accompanied by government spending. Increased energy prices reduce the amount that
households spend and are not accompanied by any government spending that offset the reduced
household spending.
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4. Housing Market Trends in the 3-County Region
4.1 Housing Market Analysis Through June of 2007

The national housing market experienced a rapid expansion at the end of the
1990s and during the first six years of this decade. Housing in the 3-County
region experienced the same expansion and double-digit year-to-year
percentage increases in median house prices. Since the fall of 2007, virtually all
housing market indicators have deteriorated and it is clear that this
unprecedented rapid expansion was unsustainable. House prices, sales,
housing starts, and building permits have all declined and are expected to
remain sluggish over next one to two years. Table 4 below contains data
available at the time of this RHNA, and displays median home prices for the
three counties from 1993 to 2006, and partial data for 2007.° The trends are
similar across the counties: In general, gradually rising prices during the 1990s
and sharp increases beginning in 2000 or 2001. Although still positive, in 2006,
the housing market began to slow down, as reflected in much lower year-to-year
price increases. The “cooling off” in the housing market is evident in 2007 data.
When compared to figures from the previous year, sales were below 2006 levels
and median prices were just slightly higher in Orange and Ulster Counties, and
even declined in Dutchess County. This analysis was completed with data
through the first half of calendar 2007, and an update is provided in the next
section, covering developments in the 3-County housing market though the third
guarter of calendar 2008.

Table 4. Median House Prices in Dutchess, Orange and Ulster Counties, 1993 to 2007 (Partial)

Dutchess Orange Ulster
Number of Median % Price Number of Median % Price Number of Median % Price
Sales Price Change Sales Price Change Sales Price Change
1993 2,453 131,500 2,549 123,000 1,234 100,000
1994 2,856 129,900 -1.2% 2,748 122,000 -0.8% 1,406 93,000 -7.0%
1995 2,376 130,500 0.5% 2,542 122,900 0.7% 1,191 90,000 -3.2%
1996 2,217 135,000 3.4% 2,660 124,900 1.6% 1,181 95,000 5.6%
1997 2,479 135,000 0.0% 2,717 125,000 0.1% 1,263 95,000 0.0%
1998 2,837 137,500 1.9% 3,482 130,850 4.7% 1,502 98,500 3.7%
1999 3,154 146,000 6.2% 4,057 134,000 2.4% 1,751 105,000 6.6%
2000 3,069 159,900 9.5% 4,262 141,000 5.2% 1,688 118,000 12.4%
2001 3,008 182,250 14.0% 4,458 159,900 13.4% 1,723 127,000 7.6%
2002 3,194 219,900 20.7% 4,738 182,000 13.8% 1,955 142,500 12.2%
2003 3,238 250,000 13.7% 4,990 213,000 17.0% 1,993 170,000 19.3%
2004 3,629 279,900 12.0% 5,750 249,000 16.9% 2,219 200,000 17.6%
2005 3,425 321,000 14.7% 5,578 282,500 13.5% 2,193 240,000 20.0%
2006 2,924 330,000 2.8% 4,599 298,500 5.7% 1,904 244,665 1.9%
2006 thru 6/15 1,228 325,000 thru 7/20 2,453 295,000 thru 4/27 542 235,000
2007 thru 6/15 886 320,000 -1.5% thru 7/20 1,907 296,747 0.6% thru 4/27 453 244,100 3.9%

Data Source: NY Office of Real Property Service

Prepared by Economic & Policy Resources, Inc

® Data are from the New York Office of Real Property Sales and include only “arms-length” sales
of single family homes and condominium units. It was obtained during the initial months of this
study and this analysis stops at mid-2007. Additional data is brought to this analysis though not
with the level of detail of the NYORPS data.
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Prior to the current downturn in the housing market, the rapid rise in prices
presented increasing affordability challenges for households in the region.
Tables 4a, 4b, and 4c below, again show changes in house prices, but this time
compared to growth in median household income for each county. The tables
show that the three counties experienced similar predicaments: from 1996 to
2006, median house prices grew at annual average rates of 9-10% while median
household income grew at an average rate of less than 4%. The data indicate
that income fell behind housing prices and made home ownership less affordable
in the counties.

Table 4a. House Prices and Household Income in Dutchess County, 1996 to 2006

Year Median House Price % Change Median HH Income % Change

1996 135,000 45,880
1997 135,000 0.0% 47,552 3.6%
1998 137,500 1.9% 49,050 3.1%
1999 146,000 6.2% 53,086 8.2%
2000 159,900 9.5% 54,261 2.2%
2001 182,250 14.0% 56,741 4.6%
2002 219,900 20.7% 55,589 -2.0%
2003 250,000 13.7% 56,649 1.9%
2004 279,900 12.0% 59,257 4.6%
2005 321,000 14.7% 62,866 6.1%
2006 330,000 2.8% 66,669 6.0%
Avg Ann Change 1996-06 9.3% 3.8%

Note: Median Home Price data from NY ORPS; includes condos
Note: Median HH Income data from Economy.com

Prepared by Economic & Policy Resources, Inc

Table 4b. House Prices and Household Income in Orange County, 1996 to 2006

Year Median House Price % Change Median HH Income % Change
1996 124,900 44,756
1997 125,000 0.1% 45,129 0.8%
1998 130,850 4.7% 47,978 6.3%
1999 134,000 2.4% 52,058 8.5%
2000 141,000 5.2% 52,360 0.6%
2001 159,900 13.4% 54,779 4.6%
2002 182,000 13.8% 54,311 -0.9%
2003 213,000 17.0% 55,121 1.5%
2004 249,000 16.9% 56,774 3.0%
2005 282,500 13.5% 59,451 4.7%
2006 298,500 5.7% 62,416 5.0%
Avg Ann Change 1996-06 9.1% 3.4%

Note: Median Home Price data from NY ORPS; includes condos
Note: Median HH Income data from Economy.com

Prepared by Economic & Policy Resources, Inc
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Table 4c. House Prices and Household Income in Ulster County, 1996 to 2006

Year Median House Price % Change Median HH Income % Change
1996 95,000 35,942
1997 95,000 0.0% 36,621 1.9%
1998 98,500 3.7% 39,399 7.6%
1999 105,000 6.6% 42,551 8.0%
2000 118,000 12.4% 43,113 1.3%
2001 127,000 7.6% 45,103 4.6%
2002 142,500 12.2% 44,519 -1.3%
2003 170,000 19.3% 45,807 2.9%
2004 200,000 17.6% 47,126 2.9%
2005 240,000 20.0% 49,572 5.2%
2006 244,665 1.9% 52,348 5.6%
Avg Ann Change 1996-06 9.9% 3.8%

Note: Median Home Price data from NY ORPS; includes condos
Note: Median HH Income data from Economy.com

Prepared by Economic & Policy Resources, Inc

4.2 Update on Housing Market Through September of 2008

An additional year has gone by since the first part of the housing market analysis
was completed. For more recent data on the housing market in the 3-County
region, the quarterly housing price index published by the Federal Housing
Finance Agency (FHFA) is examined in this section. The index is published by
Metropolitan Statistical Area (MSA). There are two MSAs in the 3-County region:
the Poughkeepsie-Newburgh-Middletown (P-N-M) MSA and the Kingston MSA.
The following chart provides a more recent picture of developments in the local
housing market, which has deteriorated substantially over the 4 quarters since
the initiation of this RHNA in the fall of 2007. According to the FHFA index,
house prices did in fact begin to decline in the third quarter of calendar year 2007
in both MSAs. In the two most recent quarters for which data are available, the
second and third quarters of 2008, year-over-year house prices changes were
0.0% and -3.7% in the Kingston MSA, and -3.3% and -4.1% in the P-N-M MSA.

The indicators suggest that the market has yet to bottom out and additional price
declines are expected over the next 2-3 quarters. As described in the economic
and demographic forecast, the declines in house prices are expected to be more
pronounced in Dutchess and Orange Counties than in Ulster County, and using
the FHFA house price index, so far, this scenario is being played out as
expected.
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Change in House Prices vs. Previous Year
(Source: FHFA House Price Index by MSA)
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With additional price declines expected, the effects of the current downturn in the
housing market, and the general economy, will be felt over at least the next 2-3
years. As a result of declining house prices in the near term, some houses will
be more affordable for new buyers. However, the housing market recession is
not expected to relieve pressure for the majority of current home owners
burdened by housing costs. For home owners who purchased their house during
the peak of the housing market, their house payments will not be altered unless
they are able to refinance their mortgage (which will be increasingly difficult due
to tight credit markets and stricter lending standards implemented by most
banks).” For these reasons, the housing market downturn is not expected to
relieve affordability pressure to the same degree that the expansion and price
run-up increased that pressure. The affordability calculations presented in
section 2.1 offer insight as to the degree of price declines that would be needed
to alleviate affordability pressures in the region. In order for the median income
household to afford a median priced house, median prices in each of the 3
counties would have to decline by more than 40% from 2006 levels. The next
section provides context and shows how affordability pressures intensified from
1996 to 2006.

4.3 Affordability Pressures 1996 to 2006

For many owner households, even with record low interest rates in the early
2000s, the rapidly increasing house prices, along with increasing property taxes,
made home ownership increasingly unaffordable. The following analysis
determines that from an affordability perspective, the percentage of houses on

" Some lenders may agree to alter the terms of mortgages for some borrowers through public and
private initiatives that attempt to keep home owners in their home, such as Project Hope.
However, the majority of home owners at risk of mortgage default will not be covered by these
programs.
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the market available to households earning less than 120% of the county median
income decreased from 1996 to 2006.

In 1996, households in Dutchess County earning at least the median income
were able to affordably purchase just over half of the houses sold on the market.?
In 2001, this percentage had decreased to 37% and by 2006 only 233 houses on
the market, or 8% of the total sales, were under the affordability threshold for
households in this income category. The lower income households were even
more “squeezed” as fewer houses were at or below their affordable price.

Dutchess County House Sales Trends by Affordability Category:
(Grouped by Percent of HH Median Income, 100% = Median Income)
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Housing sales data show similar trends in Ulster and Orange Counties over the
same time period. In Orange County, the median household income was
sufficient to affordably purchase just over half of the houses sold in 1996 and this
proportion decreased to 41% in 2001, and to 10%, or 480 houses, in 2006. In
Ulster, a household earning the median income could afford to purchase 57% of
the houses on the market in 1996 and this proportion decreased to 45% in 2001
and to 11% in 2006. The lower income households had fewer options available
as shown in the graphs below.

8 One way to measure housing affordability is to determine a median income household’s ability
to afford a median priced house. The National Association of Realtors, for example, publishes an
affordability index which incorporates this concept. Although this type of analysis was not
explicitly done in this study, the charts in this section imply that affordability in all three Counties
in 1996 likely was not nearly as much of an issue as it was in 2006.
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