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The cabin market on Lake Superior’s
North Shore has gone south. Typically,
this scenic area of Minnesota is a strong
market for vacation properties, but
since 2007 real estate activity has slowed
markedly. In and around the resort
town of Grand Marais, the number of
properties sold fell by nearly half in
2008 compared with the year before,
according to the Cook County assessor’s
office. This year is expected to be about
the same as last.

“It is bleak this year, just bleak,” said
Vicki Wenz, owner of Gunflint Realty in
Grand Marais.

As goes the primary-home market, so
goes activity in vacation real estate.
From 2002 to 2006, sales, construction
and prices of all housing rose steeply,
contributing to economic expansion in
the middle of this decade. Then the tide
turned in 2007, with the supply of
homes for sale outpacing demand, lead-
ing to falling prices and rising numbers
of foreclosures. Sales of weekend cabins
and second homes suffered along with
real estate in general, and the current
recession has further lessened demand
for a place in the country.

Nationwide, the second-home mar-
ket fared worse than the overall housing
market last year; a survey of investment
and vacation-home buyers by the
National Association of Realtors (NAR)
showed that vacation-home sales fell by
almost a third, more than twice the per-

centage point drop in sales of primary
residences.

A similar pattern appears to hold in
the Ninth District; vacation areas have
seen a more dramatic drop in property
sales than the region’s overall housing
market (see chart on page 11). Sales of
existing homes in the Midwest fell 15
percent in 2008 from a year earlier,
according to the NAR. In contrast, the
number of home sales in the northern
Black Hills in South Dakota fell 20 per-
cent during the same period, according
to the Multiple Listing Service (MLS),
which real estate agents use to track
local markets. In northern Wisconsin,
sales plummeted almost 36 percent.

National numbers for this year are
unavailable, but there’s evidence in the
district that the vacation-home market
remains depressed. For example, in
lake-studded northern Wisconsin, a
popular destination for vacationers
from the Twin Cities and Chicago, the
number of homes sold in the first half of
the year was down 22 percent from the
same period in 2008. Median sales
prices in the area also fell year over year.

This continuing slump stands in con-
trast to trends in the primary-housing
market in recent months. Nationwide,
and in many district markets, housing
sales have risen from 2008 levels as buy-
ers took advantage of lower prices and
federal first-time buyer incentives. Will
vacation-home sales show a similar
bump this year? Maybe not; buyers of
second homes face constraints not
found in the primary-housing market.

For example, a vacation home is more
of a luxury than a necessity. A decline in
housing prices as well as stock values has
reduced household wealth, making peo-
ple less inclined to indulge their urge to
get away. The erosion of household
wealth, combined with other factors, has
also made financing a second home
more difficult.

While vacation properties are still
selling in some market segments, the
overall second-home market in the dis-
trict likely faces a long, slow road back to
prerecession levels.

A lot for sale
Across the district, market segments that
appeal to those with moderate incomes
have shown more signs of life this sum-
mer than pricier retreats.

In the Brainerd lakes area of
Minnesota, a popular resort destination
within two hours’ drive of the Twin
Cities, both sales and prices for high-
end properties have fallen over the past
two years. As of midsummer, about 300
homes were listed on the exclusive
Whitefish chain of lakes, but there were
only 15 sales for the year, according to
the MLS. Average time on the market
for these lake homes increased 70 per-
cent from last year. “What we’ve seen is
a big dry-up in the $500,000 to $1 mil-
lion range,” said Jim Eisler, a broker at
Edina Realty’s office in Brainerd.

Today, sales of moderately priced
properties, although below the pace of a
few years ago, are far outpacing those at
the high end. “There’s still a robust mar-
ket for vacation homes in the $250,000 to
$325,000 range,” Eisler said. Moreover,
falling prices for vacation homes have
opened up new possibilities for buyers in
the Brainerd area. During the boom,
$250,000 to $325,000 would buy property
in the woods, but not on the lake. Now
buyers in that price range can expect to
move up to a lakefront lot or small house.

Chris McGrath, owner of Woodland
Realty in Hayward, Wis., told a similar
story—prices of vacation property are
falling, and buyers with more modest
means are driving the market. The
Hayward lakes area in the northwestern
part of the state attracts primarily mod-
erate-income tourists and cabin owners
from the Twin Cities.

This year’s real estate season—late
spring and early summer—started slow-
ly, McGrath said, continuing the pattern
of last year, when sales were down 37
percent from peak levels two years earli-
er. But toward the end of July, he saw an
influx of people pursuing deals on a
lake cabin or lot. “I think we’re starting
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Don’t bet against it
Nationwide, state-sanctioned gambling
(which does not include tribal casinos)
saw a revenue decline of 2.6 percent last
year, the first decline on record for at
least three decades, according to a
report by the Nelson A. Rockefeller
Institute. South Dakota saw a slightly
larger drop of 3.8 percent.

South Dakota is one of only 12 states
in the country that allows casino gam-
bling outside of tribal casinos, though
revenues are small in size, at about $8
million. Still, it was also one of only
three states that saw growth in (nontrib-
al) casino revenues, with an increase of
about 1 percent. On the flip side, the
state saw state lottery revenue drop
more than 4 percent to $118 million.

South Dakota currently ranks sev-
enth highest in gambling revenue per
resident, at $230. Some of that money
might be leaking across the southern
border, however. A planned casino in
neighboring Iowa recently upped its
own ante when it decided to increase
the size of its project, boosting its cost
from $90 million to $110 million.

Have work, will pay
Various national surveys have put South
Dakota residents among the best at
their ability to stay current with finan-
cial obligations.

For example, TransUnion, a credit
analysis firm, said the state had the low-
est home mortgage delinquency rate in
the country in the second quarter of
this year and the second-lowest rate for
credit card delinquency. In both cases,
national rates were roughly double
those of South Dakota. The state is also
in the bottom third for car loan
defaults. The Mortgage Bankers
Association ranked South Dakota 50th
(lowest) for both foreclosures and
missed payments.

Much of that is likely due to the fact
that more people are working in South
Dakota.

Though its unemployment rate
jumped from 4.5 percent to 4.9 per-
cent in August, that’s half the national
rate and continues to be one of the
lowest in the country. Unlike most
states, South Dakota also saw median
household wages grow last year. At 2
percent, that wage growth was good for
fifth best.

—Ronald A. Wirtz

S O U T H D A K O TA Quiet summer at the lake
Demand has cooled for vacation homes in the district



to see buyers and sellers agree more on
prices,” McGrath said. On average,
property sellers this year were settling
for about 10 percent less than their ini-
tial asking price, he said—a marked dis-
count from 2006.

Michigan’s Upper Peninsula is anoth-
er moderately priced market that has
weathered the housing storm fairly well.
Despite Michigan’s economic woes,
home sales in the U.P. have been rela-
tively stable, if slow. Last year, sales of
homes, including vacation properties,
fell by less than 13 percent year over
year in the region, according to the
Michigan Association of Realtors—a big
drop, but not as large as the decreases
in many other markets.

The overall housing market in the
U.P. didn’t experience a surge earlier in
this decade, so when the recession hit,
sales and prices didn’t fall as far. Even in
the boom years of 2005 and 2006, sales
grew by less than 10 percent a year and
annual price increases were in the low
single digits—a snail’s pace compared
with nationwide increases at that time.

Have I got a log cabin
for you
In western Montana, much of the run-up
in sales and valuations before the reces-
sion was driven by wealthy out-of-state res-
idents buying luxury log homes. Since
the housing slump and financial crisis,
this exclusive market has taken a beating.

At the start of the residential down-
turn, second-home sales activity in the
region showed no signs of slackening.
“Sellers here were overoptimistic that
we would continue to be sheltered,” said
Misty Retz, a real estate agent at Glacier
Sotheby’s International Realty in
Whitefish, which specializes in luxury
properties with an average price of

about $1 million.
But the slowdown was just delayed in

Montana; loss of wealth due to falling
real estate and stock portfolio values has
taken its toll. In Whitefish and the sur-
rounding Flathead Valley, for example,
sales have fallen drastically since 2005.
The number of sales in the Flathead
peaked in 2005 at about 4,300, according
to the MLS. In 2007, there were fewer
than 3,000 sales, and in 2008, sales
dropped to less than half their peak level.

Dollar volume of transactions has
fallen by an even higher percentage,
because prices are also down. MLS clos-
ing prices last summer were running
anywhere from 25 percent to 50 percent
below list prices.

Retz said the Flathead Valley is fortu-
nate not to be seeing as many foreclosures
as other areas of the country, because
wealthy owners can afford to hold onto
their mountain retreats. “But that also
means they can afford to take a loss and
go somewhere else where real estate is
undervalued,” she said. Eager sellers look-
ing to unload their Montana chalet in
exchange for a condo in Florida or a villa
in Italy have driven down market values.

Show me the money
With prices falling for all types of vacation
property, deals abound in the district. But
financing a home away from home is
harder than in the past, thanks to trou-
bles in the residential housing market.
Getting a loan to buy a cabin is a chal-
lenge in the U.P., said Kelli Konrad, a real
estate agent in Munising. “It’s tougher
getting things financed; there’s a lot
more hoops you’ve got to jump through.”

The NAR survey showed an increase
last year in the proportion of buyers pay-
ing cash for vacation properties, but few
people can afford to finance such a pur-
chase solely with cash.

Second-home financing has felt the
impact of the same factors that have
tightened the screws on borrowers in
the primary-home market (see the
January 2009 fedgazette for details).
Mortgage lenders are requiring bigger
down payments and more documenta-
tion, and charging borrowers with less-
than-sterling credit higher interest
rates. Turmoil in markets for bundling
and selling mortgage debt has made it
tough to secure anything other than a
traditional 30-year fixed-rate loan.

Prospective second-home buyers face
additional hurdles, not the least being a
decline in net worth because of the over-
all drop in home values. House-poor
compared to years past, many people are
having trouble mustering sufficient equi-
ty to qualify for a cabin loan. Buyers get
no help from the federal $8,000 tax cred-
it for first-time home buyers that took
effect at the beginning of this year; intro-
duced to buoy home sales, the credit
doesn’t apply to vacation homes.

See you next summer—
maybe
How quickly vacation-home sales pick
up depends on the outlook for the
regional and national economies. The
problem is that no one’s sure what
course and trajectory the recovery will
take after a lengthy recession. Since any
vacation property is a luxury, market
recovery will require growing incomes
and assurance that values won’t keep
falling. A rebound in values for primary
residences would help restore house-
hold wealth and buyer confidence.

A market resurgence in the Brainerd
area is a ways off, Eisler believes. Given
the pace of sales and the number of
homes on the market, “we’ve got anoth-
er 18 to 24 months before everything’s
cleaned up here,” he said.

In Hayward, McGrath expressed opti-
mism, noting that the Twin Cities area is
expected to come out of the recession
with a lower unemployment rate than
the average for metro areas nationwide.
He was hoping for a surge in sales this
fall and winter to offset a slow spring.
Although sales in his area have fallen
nearly 40 percent over the past two
years, median sale prices are down only
6 percent, he said. That leaves room for
more discounting that may entice more
prospective buyers to enter the market.

In western Montana, Retz said that
the apparent willingness of wealthy vaca-
tion-home owners to accept losses on
sales may keep valuations depressed
through next year, even if economic
recovery is robust.

At this juncture, predictions about the
future of the second-home market in the
district are highly speculative. However,
McGrath is certain about one thing: “On
a large scale, we need the recession to
continue on its merry way out.” f
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Economic
un-development
Comparatively speaking, lots of things
are going right for North Dakota, par-
ticularly in its capital city. But the recent
announcement of Bobcat closing its
Bismarck manufacturing facility has laid
bare an economic development effort
that has stumbled.

Bobcat was the lone firm at the
Northern Plains Commerce Centre, a
243-acre industrial park built by the city
for $15 million, mostly from an econom-
ic development fund supported by sales
tax revenue, according to local reports.
The hope was that the project would cre-
ate a hub where freight is loaded from
railcar to truck or vice versa.

The facility is also close to the airport.
Bobcat had been manufacturing heavy
construction equipment in Bismarck
since the 1970s, but was the NPCC’s first
tenant when it moved there in 2006.
Shovel-ready construction sites are avail-
able with direct and indirect rail access.

In April, plans for a $20 million sun-
flower crushing plant at the NPCC were
also announced. But financial issues
cropped up, and those plans were put
on hold in late August. Had the plant
been built, it would have qualified for a
five-year full income tax exemption.

Press the button
for pull tab
The state of North Dakota is consider-
ing a change to gambling regulations
that would streamline complex regula-
tions and tax rates and would allow
charitable organizations to offer elec-
tronic pull tabs to replace the paper
ones now widely used.

A possible move to electronic pull tabs
is being considered because they are eas-
ier to manage and audit. The state’s judi-
ciary committee is currently studying this
and other possible changes, but the final
report is not due until next fall. Any rec-
ommendations would have to be
approved by lawmakers.

Outside of tribal casinos, all gam-
bling is operated by and on behalf of
charities. Last year, gamblers in the state
spent $144 million on the paper-pulling
game, or more than half of all charita-
ble wagers. Despite obvious efficiencies,
the switch to electronic pull tabs is not a
slam dunk. Two decades ago, the
Legislature approved laws allowing
charities to offer electronic gambling,
but the matter was soundly defeated in a
special election.

—Ronald A. Wirtz
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Home sales in vacation areas down sharply from peaks
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