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|. Residential Real Estate

Figures 1 & 2: A significant slowdown is underway in the housing market. Inventories of new homes for sale
are at all-time highs, and this number is expected to grow as homes under construction come onto the
market amidst cancellations and slowing sales. Prices are softening and mortgage delinquencies are rising
in many areas of the West. The impact of the slowdown is being felt as job growth slows, driven by a
contraction of California construction jobs in 2006 year-to-date. Homebuilders are offering incentives and
lowering their sales outlook. Some are experiencing serious problems, including a major New Jersey builder
that recently filed for bankruptcy, reportedly with outstanding loans from eight commercial banks. There is
no consensus yet on whether we are facing a mild/short-lived housing correction or a more substantial/
protracted downturn. If the rest of the economy holds up reasonably well, the former is more likely.
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Figures 3 & 4: While financing single-family construction is becoming riskier in areas where market
conditions are softening, financing of condominium projects in these areas may be even riskier, especially if
enough units are not pre-sold before construction begins. Once construction is underway, all the units in a
building must be built, with the developer carrying the entire cost. In the second quarter 2006, condominium
price appreciation slowed sharply from last year. Some previously high-flying markets such as San Diego
saw prices decline. By September, median condo prices were down over 12% in the West. Despite these
trends, the number of condos under construction keeps reaching new record highs, even before considering
conversions. These new units will add to an already escalating supply and may depress prices further.
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II. Commercial Real Estate
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