AUGUST 2012
Buying into a housing comeback
Stocks of homebuilding companies have taken off - but they still have room to run.
It has happened repeatedly: The housing market shows hints of revving up only to sputter
and stall. In fact, by Deutsche Bank’s count, there have been seven false recoveries during
the six-year national housing downturn. Now there are signs that a true residential property
recovery is under way. Exhibit A: Stocks of homebuilding companies have soared, with many
doubling over the past nine months. The good news for investors, according to analysts who
track fundamental data, is that even after their gains, these stocks offer rich potential.
The reason is straightforward. There’s a looming shortage of new homes in the U.S., and
construction will have to ramp up. Homebuilders slashed production in recent years as demand withered. Now, says Ivy Zelman, CEO of Zelman & Associates, “new-home inventory
is at record lows any way you look at it.” Over the years, new properties have represented
0.3% of total U.S. households, she says; today that figure is 0.1%. Census figures show that
just 475,000 new homes were completed annually over the past three years, down from a
long-term yearly average of 1.1 million.
Zelman was one of the only Wall Street analysts to predict a housing downturn in 2006, and
she remained mostly bearish until early this year. Several factors have changed her mind: the
paltry inventory of new properties; a national bottoming of prices, which nudges indecisive
potential buyers to pull the trigger; and the increased cost of renting in cities across the
country.
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Consider a new housing community in Delray Beach, Fla., described by Zelman: Potential
buyers started lining up at 6 a.m. and snapped up 44 homes over the weekend. Such scenes,
though almost disturbingly reminiscent of the late bubble, have given Zelman hope. She recommends shares of Pulte (PHM). Investors fear that Pulte’s mortgage unit may face further
losses. But Zelman disagrees with the gloomy outlook and thinks improving profit margins
will lift the share price 78% over the next two to three years.
Places like Houston, Dallas, and Indianapolis, and even central Florida, have new-home supplies of less than three months, says Mike Castleman, CEO of research firm Metrostudy,
which sends field researchers to new-home sites across some two-thirds of the country every three months. Annual housing starts in Metrostudy’s markets are just 20% of their peak in
2006. When demand picks up from those depths, Castleman says, “builders will be starting
more homes, pouring more slabs, and buying more lots.”
That’s the case for optimism. But given the gains in homebuilder stocks, have they become
overpriced? No, argues Nishu Sood, an analyst at Deutsche Bank. Sood calculates the socalled normalized earnings of homebuilders -- what the companies can earn once demand
returns to its long-term average. He ignores short-term earnings fluctuations, as they have
little bearing on the homebuilders’ future prospects. According to Sood, residential-construction stocks trade for a normalized price/earnings ratio of 5. He recommends companies
-- such as D.R. Horton (DHI), M.D.C. Holdings (MDC), Meritage (MTH), Ryland (RYL), and Toll
Brothers (TOL) -- with lower debt levels, which means they can borrow when they need to.
They “can stretch their balance sheets and ultimately earn more in a recovery,” Sood wrote
in a recent report.
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SEATTLE EVENT CALENDAR

Save the Date 5th Annual Live Aloha
September 9, 2012!
The fifth annual Live Aloha Hawaiian
Cultural Festival will be held on Sunday,
September 9, 2012 from 11am-7pm at
Seattle Center’s Center House, Mural
Amphitheater and Fisher Rooftop! This
year’s festival will feature two stages
of entertainment, Hawaiian crafts and
goods for sale, ono local Hawaiian food
favorites and shave ice, Hawaiian lei
making workshops, keiki activities and
more!

Bumbershoot
September 1 - 3
Seattle Center
Bumbershoot - Seattle’s Music & Arts
Festival is now in its 42nd year. Since
1971, Bumbershoot has drawn artists
representing the best in music, film,
comedy, spoken word, dance, theatre,
performance, and visual arts to the Seattle Center over Labor Day weekend.
North America’s largest urban arts festival, Bumbershoot takes place in the
heart of the city at the 74-acre Seattle
Center. Over 100,000 visitors from near
and far spend the weekend reveling in
the world of Bumbershoot, experiencing everything from regional favorites to
international superstars across all arts
disciplines.
How does Bumbershoot work?
One ticket gets you onto the Festival
grounds each day and from there, the
world of Bumbershoot is yours to explore. Experience groundbreaking local,
national, and international artists in all
arts disciplines and musical genres at
a variety of large and small, indoor and
unique outdoor venues*. Participate in
hands-on activities throughout the Festival and enjoy music, theatre, dance,
comedy, literary arts, visual arts

The second concern is foreclosures. Skeptics warn that a wave of foreclosures will flood the market and pummel prices again. Some 3 million to 5
million houses either are burdened by a delinquent mortgage or are foreclosed properties that haven’t yet reentered the sales market, according to
economist A. Gary Shilling, who runs a firm of the same name. Once those
houses go back on the block, he says, they’re typically sold for 19% less
than a comparable non-foreclosed residence. The wide availability of discount properties, Shilling argues, will depress prices and cripple the fragile
housing recovery. “If you get a number of [foreclosed] houses being sold,
then that really becomes the market,” he says. “At that point I don’t think
homebuilders can compete.”
More: McMansions for half off!
However, Zelman and others counter that it takes a long time for repossessed properties to creep back onto the market. Foreclosure cases are
often mired in court for years, and more than 65% of ongoing U.S. foreclosures are in states where a judge needs to approve the process. Repossessed houses will reenter the market for years to come, the housing bulls
argue, but it will be a steady trickle rather than a flood.
Take Orange County, Calif. Prices skyrocketed during the boom, only to
collapse 36% from 2006 through today. But foreclosed properties, once
the hottest thing since cathedral ceilings, are now in short supply. Repossessed homes remain on the market just 20 days on average before being
scooped up by buyers (which increasingly include institutional investors).
Today homebuilders are pulling out their hammers and their nail guns again
and preparing to meet demand. It marks the beginning of a new upward cycle -- and one that should soon be repeated across the rest of the country.

Real Estate Prices Are Going Back Up
House prices, after falling for more than five years, are rising again. All the
major sales-price indexes show that there have been modest national increases in recent months, even after adjusting for seasonal patterns.
When foreclosures and distressed sales are excluded from the data, prices
are up even more. And we should expect further gains: The asking-price
index, a leading indicator of sales prices, published by Trulia Inc. (where I
work), climbed at an annualized rate of 3.3 percent in the second quarter of
this year, adjusted for mix and seasonality, and rose in 84 of the 100 largest
U.S. metropolitan areas.
Of course, if the U.S. economy falters, due to a deepening of the economic
crisis in Europe or a wave of foreclosures, prices may reverse. For now,
though, the increases are widespread. For the real-estate market and housing policy, this is cause for relief, but also for some concern.
One immediate effect of the price turnaround is that inventory tightens.
In the past year, beginning even before prices rose, the inventory of listed
homes shrank 20 percent, due to fewer foreclosures for sale and little new
construction. Smaller inventory contributes to price increases; when there
are fewer homes available, sellers can ask more. In some local markets,
bidding wars have returned. Now, rising prices could even accelerate the
decrease in inventory in the short term, as buyers act quickly in hopes of
paying as little as possible, and sellers hold off listing their homes in anticipation of further price increases. In fact, 61 percent of people do expect
prices in their local market to rise in the next year, according to a recent
Trulia survey.
Sales Effect
In the longer term, if rising prices last, inventory will grow. Higher prices will

encourage more owners to sell, including some who have been “underwater” on their mortgages, as well as banks holding portfolios of foreclosed
homes.
Rising prices will also cue housing developers to accelerate construction.
After overbuilding during the real- estate bubble, the construction industry
has been very slow to recover. New-home starts are still less than half of
normal levels, and construction jobs now account for a smaller share of
economy-wide employment -- 4.1 percent -- than at any time since 1946.
If rising prices nudge construction closer to normal, the housing market
might finally contribute to, rather than hold back, the general economic
recovery.
Rising prices should also take some pressure off policy makers to “fix” the
housing market, and make some mortgage- modification programs more
feasible. In particular, shared- appreciation loan modifications -- in which a
lender or government agency reduces the amount of principal a borrower
owes in exchange for a share of any future price appreciation -- become
possible when there is a reasonable chance that prices will go up. Crucially,
underwater borrowers -- those owing more on their mortgages than the
property is worth -- who expect prices to rise have less incentive to default
on their loans and abandon their homes.
Yet along with rising prices come two serious concerns.
First, higher prices make homes harder to afford again. When prices plummeted post-bubble, concerns about affordability faded. Even now rents
are gaining faster than home prices, according to the Trulia Rent Monitor,
which makes owning a better bargain than renting. Still, rising prices make
it harder for renters to buy. And, in markets such as coastal California and
New York City, where new construction is limited by geography and regulations, high prices put homeownership out of reach for many residents.
Building Rules
While San Francisco is too beautiful and Manhattan too productive ever
to become cheap places to live, local policy makers could make homes in
expensive cities easier to afford by loosening restrictions on new construction. They could allow higher densities, as California is attempting to do
near transit stations. In Washington, they could relax the height limit. And
everywhere they could simplify and clarify the rules for approving projects.
More construction in cities would mean less of it pushed out to sprawling
exurban areas, where overbuilding during the bubble led to some of the
nation’s most widespread foreclosures.
The second reason for concern over rising prices is that they fuel optimism.
Some optimism is desirable, but unchecked optimism creates bubbles. In
a recent Trulia survey, 58 percent of people said they expect prices in their
local market to return to their previous peak in the next 10 years. In Pittsburgh, Houston and other markets where prices slipped only slightly during
the recession, it’s plausible that they will again reach their previous peak.
But even in the hardest-hit markets, such as Las Vegas and Sacramento,
where prices rose to unsustainable levels and then fell by half or more, 56
percent of people still expect them to rise to their previous peak in the next
10 years. Such optimism can lead to a bubble if people pay more for homes
that they expect to appreciate.
To ensure that rising prices and renewed optimism don’t inflate a new bubble, we must not encourage homeownership and housing construction beyond what our income and demographics can support.
Although full recovery in housing is still years off, rising prices will start reshaping the market right away -- for better and for worse.

and more all in the same day. Bumbershoot also features a variety of
food, merchandise, and urban craft
vendors throughout Bumbershoot
grounds—there’s plenty to eat, see,
and do all weekend long.
*Early arrival is recommended to secure a seat in the audience. All indoor
venues have a limited capacity; tickets do not guarantee entry into every
indoor performance.
What is the address of Bumbershoot?
Bumbershoot takes place at the Seattle Center, between Mercer Street,
Denny Way, 5th Avenue North and
1st Avenue North, in the lower Queen
Anne neighborhood, just north of
downtown Seattle.

SEATTLE SPORTS SCHEDULE
***********************************************
MARINERS MLB HOME GAMES
http://seattle.mariners.mlb.com/
***********************************************
9/1
1:05PM
VS. LA ANGELS
9/2
1:10PM
VS. LA ANGELS
9/3
1:10PM
VS. BOSTON
9/4
7:10PM
VS. BOSTON
9/5
12:40PM
VS. BOSTON
9/7
7:10PM
VS. OAKLAND
9/8
6:10PM
VS. OAKLAND
9/9
1:10PM
VS. OAKLAND
9/17
7:10PM
VS. BALTIMORE
9/18
7:10 PM
VS. BALTIMORE
9/19
7:10 PM
VS. BALTIMORE
9/21
7:10 PM
VS. TEXAS
9/22
7:10 PM
VS. TEXAS
9/23
1:10 PM
VS. TEXAS
************************************************
SOUNDERS FC HOME GAMES
http://www.soundersfc.com/
***********************************************
9/8
1:00 PM VS. CHIVAS USA
9/23 7:00PM VS. EARTHQUAKES
***********************************************
SEATTLE STORM HOME GAMES
http://www.www.wnba.com/storm/
***********************************************
9/6
7:00PM
VS. TULSA
9/16
6:00 PM
VS. CONNECTICUT
9/18
7:00PM
VS. CHICAGO
9/21
7:00PM
VS. SAN ANTONIO

Cool tips for hot days
The dog days of summer have arrived. Here are a few tips to help beat the heat and keep birds, dogs, cats and other pets
safe:
-- Provide shade and a cool place to rest. Bird cages and pet beds should be moved away from direct sunlight.
-- Provide plenty of cool water. If you use a water tower, you may be able to partially freeze some of the water or add a little
ice.
Keep water and food dishes out of direct sunlight.
-- At the beach or pool, don’t assume a dog can swim or even wants to be in water to cool off. Also, be aware that dogs
fetching balls and other objects can ingest enough water to make them sick.
-- Walk or play in the early morning or late evening. Avoid the hottest part of the day and don’t overexert animals.
-- Don’t leave a pet in a vehicle.

How to keep pets cool, safe during the heat of summer
Easy ways to keep your pet safe on hot days
Signs of heat stress or heat stroke
-- Excessive panting and drooling
-- Muscle cramping, twitching
-- Restlessness
-- Change in color of gums. Red gums signal early heat stress. White or blue gums are more serious.
-- Weakness, lethargy
-- Uncontrollable urination or defecation
-- Collapse
If a pet becomes overheated, apply cold towels or ice packs to the animal’s head, neck, groin and chest. Contact a veterinarian immediately.

TESTIMONIAL
May 13, 2012
In the fall 2011, I listed to sell my north Seattle house with Roger Turner of Windermere Real Estate. This house is located
in the Maple Leaf neighborhood and Roger has maintained a consistent, visible presence in this area since the 1990’s.
This experience led me to select Roger because, although the house was had a good location in a great neighborhood,
there were difficulties that would have to be addressed.
First was the fact that I lived in another state and the house had rental tenants with an ongoing lease. In order to have
access to show the house, the tenants would need to vacate in an orderly fashion. Second was the existence of several
structural deficiencies that reduced the value and attractiveness to prospective buyers. Third was the fact that this was a
short sale and the bank had stipulated a required minimum price for approval.
With Roger’s suggestions, hands on help and persistence, all of these difficulties were overcome and
the house was sold at a price acceptable to all. As we went through this process, the value of Roger’s
knowledge, experience and efforts became very apparent to me. This house would not have been sold
in the relatively short time frame and difficult market conditions without Roger’s professional help.
Very truly yours,
Kent G. Chetlain

Windermere Real Estate
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