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The latest revisions to second quarter GDP confirm solid growth and
strong consumer spending. But other evidence on spending was modest.
Despite this, consumer confidence remains high. The business sector—
especially manufacturing—has performed well of late.
On Long Island, the unemployment rate remained low despite a drop in
August hiring. And consumer spending and business conditions were
solid. But real estate sales were stagnant.

The National Economy
Jobless claims were low and in line with expectations during the week of September 23. Jobs growth was
solid and the unemployment rate remained low at 4.4 percent. But this did not lead to accelerated wage
growth. Earnings rose by just 0.1 percent in August and by 2.5 percent year-over-year. But with inflation at
1.9 percent, the annual wage gains still reflect a modest amount of real (e.g., inflation-adjusted) growth.
Consumers remained mostly confident about economic conditions. Durable goods orders rose by more than
expected, but retail sales were weak, falling by 0.2 percent in August.
The business sector showed continued strength. The Institute for Supply Management’s (ISM) August
Manufacturing Index rose sharply, exceeding expectations. The ISM’s Non-Manufacturing Index also
showed solid gains. But the Index of Industrial Production was down, reflecting the impacts of Hurricanes
Harvey and Irma. In particular, utilities and production of natural gas and oil fell. But these declines are
expected to be temporary.

The Long Island Economy
Labor Market
Long Island lost 9,200 jobs from July to
August, higher than the usual loss of 1,400
jobs during this time period. Hiring in
construction was weak, with 2,400 jobs lost
compared to an average gain of 300
construction jobs between July and August.
Still, several sectors saw substantial year-over-year jobs growth in August:
•
•
•

Education and Health Services (+6,800)
Leisure and Hospitality (+3,800)
Government (+1,000)
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Long Island’s unemployment rate for August remained low at 4.4 percent. Both labor force participation
and the numbers of persons employed increased year-over-year.
Hourly earnings in New York State rose more sluggishly in August, with a year-over-year increase of just
1.1 percent.
Earnings rose relatively faster for:
•
•
•

Information Services (+3.8%)
Education and Health Services (+2.8%)
Goods Producing Industries (+2.5%)

In contrast, earnings fell year-over-year for:
•
•

Financial Activities (-2.7%)
Trade, Transportation, and Utilities (-0.6%)

Business Conditions
Manufacturing is booming according the latest figures from the Empire State Manufacturing Index for
September. The reading of 24.4 for the index far exceeded expectations. New orders showed the greatest
growth in 8 years. Delivery delays also rose, which partly reflects the supply-chain impact of Hurricanes
Harvey and Irma.

The service sector also showed modest improvement in September, according to firms responding to the
Federal Reserve Bank of New York’s September 2017 Business Leaders Survey. The business activity
component of the index grew by 9.4 points in September, down from the previous month but still at a level
consistent with growth.
With small business comprising nearly 90 percent of business establishments on Long Island, the outlook
for small business is a key indicator for Long Island’s economy. The small business optimism index rose
0.1 points in August to 105.3, equaling its highest level since the 12-year high set last January. The upbeat
report reflected expectations of higher sales and more capital investment. In fact, plans for capital spending
for the next 3 to 6 months attained their highest level since 2006.

Consumer Sector
Consumer spending as indicated by sales tax collections continued to
show strength in August. Year-over-year sales tax collections grew by
3.33 percent in Nassau County and by 5.43 percent in Suffolk. Given
the increase in Internet sales over time, these year-over-year sales tax
revenue comparisons may understate actual consumer spending,
because proportionately fewer purchases incur local sales taxes in later
years. Adjusting for this change, estimated year-over-year spending
may have risen by even more— 4.30 percent in Nassau County, and by
6.42 percent in Suffolk. Internet sales trends, and the methodology used
to adjust for increasing Internet sales over time, are discussed in the Focus section of the February, 2016
newsletter.

The Real Estate Market
Private Homes
The housing market continued to
exhibit solid gains in prices but
flat sales. August home sales
prices rose by 6.2 percent yearover-year in Nassau County, from
$485,000 to $515,000. Prices
rose by 6.5 percent in Suffolk
County, from $352,000 to
$375,000
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But home sales were stagnant. Home sales fell slightly in Nassau
County from 1,517 to 1,506 units sold, a drop of 0.7 percent. Home sales also fell by 0.7 percent in Suffolk
County, from 1,813 to 1,801 units sold.

Apartment Space
Apartment space remains scarce on Long Island. The average vacancy rate for July 2017 was the seventh
lowest among metropolitan areas nationally and the third lowest in the Northeast Census Region.
As the table below indicates, the mean vacancy rate for apartment space on Long Island was 2.9 percent,
with a range of 0.0 percent to 11.8 percent.

Vacancy Rate Distribution
Low
0.0%

25%
1.4%

Mean
2.9%

Median
2.3%

75%
4.0%

High
11.8%

As of July, 2017. Source: Reis Reports

The mean asking rent for apartment space as of July 2017 was $2,022 per month. As the table below
indicates, asking rents vary substantially, from a low of $1,369 to a high of $3,402 per square foot.
Asking Rent Distribution
Low
$1,369

25%
$1,682

Mean
$2,022

As of July, 2017. Source: Reis Reports

Median
$1,861

75%
$2,285

High
$3,402

Asking rents are substantially higher for apartments built after 2009, as shown in the table below.
Asking Rent by Age

As of July, 2017, Source: Reis Reports

Reflecting the low vacancy rates, asking rents have risen at a faster rate on Long Island in comparison to the
Northeast Census Region and nationally, as indicated in the table below.
Asking Rent Growth Rates
Asking Rent Growth
Quarterly

Annualized

2Q17

1Q17

YTD Avg 1 Year

3 Year

5 Year

Long Island 1.0%
Northeast 1.1%
United States 1.3%

0.1%
0.5%
0.6%

0.6%
0.8%
0.9%

5.0%
3.8%
4.6%

4.7%
3.6%
4.1%

Period Ending:

4.0%
2.4%
3.9%

06/30/17 03/31/17 06/30/17 12/31/16 12/31/16 12/31/16

As of July, 2017. Source: Reis Reports

Long Island’s Economic Outlook
Anchored by favorable conditions in the business sector and solid consumer
spending, the Long Island economy continues to look favorable going forward. But
there is some cause for concern. A lack of sustained, solid wage growth and a
stagnant real estate sector pose potential threats to continued spending and growth.
While home sales prices have risen, sales have failed to respond. The possible
reasons for this puzzling pattern of rising home sales prices and declining sales, and
the prospects going forward are discussed below in the Focus section of this report.
.

FOCUS On… The Real Estate Conundrum
Real estate prices in the US continue to rise while inventories— supply— falls. These patterns are less
pronounced in the Northeast and on Long Island, but are still apparent. At first blush, this is not what
economic theory would seem to predict. So, what can explain this phenomenon? And what might one
expect going forward?
Turning to the first question, economics can still provide useful insight, though the explanation is a bit
more involved. Potential sellers do not put their homes on the market in lock-step as prices rise. They are
heterogenous along a number of dimensions. Some have to sell, possibly because they are relocating for
job-related reasons. And they differ in terms of what they paid for their homes in relation to what they
can get if they were to sell now. Some homeowners bought when market prices were relatively low, so
they can realize a tidy profit were they to sell. But for those who purchased their homes when the market
was at its peak, current prices may still be too low, leaving them under water if they were to sell now.
In such a situation, one can predict that some owners will sell quickly in response to modest price increases
while others play a waiting game, hoping that prices will continue to rise. As the former group sells their
homes, fewer and fewer of them come onto the market, while the second group continues to wait and will
only sell if they can get their price. In such a case, one may well observe rising sales prices even as the
available supply is dwindling.
What does this mean for future reals estate prices and sales? One possibility is that prices will continue
to rise until people who bought at the peak find it profitable to sell and more homes come onto the market.
If that is true, we would observe a consistent pattern of rising prices and supply. But there is a fly in the
ointment here. And that is on the demand sign. Simply put, prospective buyers want choice. If someone
wants to buy a ranch home but only sees colonials on the market, or if few homes are available in the
school district where they wish to purchase, that potential buyer may become discouraged and stop
looking—demand falls. And in a world where both supply and demand are falling, it is difficult to see
how prices can rise to call forth further supply. The market will simply stagnate. Long Island’s strong
labor market and high consumer confidence offer some reassurance against falling demand. But it remains
to be seen whether this will be enough to push the real estate market onto a path of stronger growth.

