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STALKED BY SHADOW INVENTORY

By Greg Brooks. Getting sore from all

this bouncing along the bottom? You’re
not alone and it’s not over yet. It
wouldn’t be so bad if the numbers just
rose and fell each month. Some people
think we need drama, though.

For example, the Washington Post de-
clared that June retail sales “flopped”
even though they fell just 0.5%. 2Q GDP
grew 2.4% and the L.A. Times headline
read, “Steep decline in GDP growth
raises alarms.” Steep? Only because 1Q

GDP was revised up a full point, from
2.7% to 3.7%. The Times may be alarmed;
Wall Street and economists weren’t.

MarketWatch apparently misplaced its
thesaurus: “Consumer sentiment plumm-
eted in early July.” Not to be left
out, though, MW noted that “the drop of
9.5 points compares with the drop of
9.7 points following the terror attacks
of September 11, 2001.”

It does. It also compares with the
9.4 point drop in February 2004 and the
12.2 point drop in September 2005, when
nothing happened.

In housing, NPR reported that annu-
alized existing home sales “slumped”
5%. True, but actual sales rose 7.2% —
the best June since 2007. It just
wasn’t enough to boost the seasonally-
adjusted number.

The Wall Street Journal said annual-

ized new home sales “surged” 23.6% in
June. Also true, except May was the
worst month since Census began tracking
in 1963; June was the second-worst.

In the four quarters since GDP stop-
ped falling, the economy has grown half
as much as it did in the four quarters
following the 1981-82 recession. But on
the downslope, GDP fell twice as far in
this recession. Like Mark Twain’s talk-

(Continued on page 2)
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ing dog, the remarkable thing isn’t how
well the recovery is proceeding so much
as that it’s proceeding at all.

But at this point no one cares. All
we want to know is when it’11l be over.

That’s easy. Nearly a quarter of the
8.5 million jobs lost since 2007 were
construction jobs that pay well and
can’t be outsourced. The recession will
be over when housing recovers.

So what’s holding us back? Nothing
but a few million foreclosures.

Shadow inventory is the bogeyman of
the day: bank-owned foreclosures (REOs)
past, present, and future, that haven’t
yet been put up for sale. The fear is
that REOs will delay a housing recovery
until 2013 or even later.

Estimates range from 1.7 million
(CoreLogic) to 8 million (Morgan Stan-
ley), which tells you something right
off the bat — no one knows. Morgan
Stanley counts everything in the fore-
closure pipeline plus delinquencies not
yet in default, and even current loans
it expects to go bad someday.

Whatever the real number is, it is
big. Delinquencies and foreclosures are
both at record levels; LPS Applied Ana-
lytics (CS24.us sign-in req’d) puts the
combined total at 13.2%, or about 7.2
million.

The good news is that delinquencies
have been falling in 201@. Even so,
RealtyTrac expects over 3,000,000 prop-
erties to receive foreclosure filings
in 2010, about 10% above last year.

RealtyTrac also says that’ll trans-
late into 1,000,000 repossessions, but
that ratio is probably higher this year
than it will be going forward. Between
foreclosure moratoriums, HAMP, and pro-
cessing delays, the average lag time
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from initial default to repossession
rose from 251 days in January 2008 to
461 days in June 2010. One reason the
foreclosure numbers are so high now is
that banks are working off a backlog.
One big worry is that REOs will push
home prices down further, triggering a
new wave of strategic defaults by home-
owners who can make their payments but
(Continued on page 5)
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VITAL STATISTICS

ANNUALIZED HOME SALES (000)
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EXPERIENCE = EXPERTISE

“After 16 years in the
business, | thought
BSCiwould be just a
refresher. | learned
something new from

every course | took.”
Boston, Mass.

“] attended a full-day
seminar, then saw a
BSCi course on the
topic. It had the same
information, | could do
it at my own pace, and it

only took half an hour.”
Green Bay, Wis.

“The courses are
excellent. Compared
with other training
I've seen, BSCi is like
graduate school vs.

grade school.”
Atlanta, Ga.

“I like BSCi courses.
They’re down and dirty

and simple.”
Seattle, Wash.

Many times it does. But sometimes it doesn’t and now is not
the time to be guessing.

The BSCi Learning Management System is a flexible, cost-
effective training solution that lets employees learn on the job

during lulls in the workday. For just $59 per month, you get
unlimited access for every employee at your location:

e 32 online training courses teach critical skills in
construction and estimating, sales, customer service,
and load-building

o Downloadable worksheets, cheat sheets, and
spreadsheets eliminate estimating and pricing mistakes

e Direct Web links to third-party technical resources cut
time spent researching products and assemblies.

e Over 150 articles cover advanced techniques, best
practices, and veterans’ tricks of the trade

e Automated reporting eliminates recordkeeping and
identifies individual strengths and weaknesses.

During my 20 years in the field, | logged plenty of hours in
training sessions, some worthwhile and some not so much. |
designed BSCi training with two things in mind: Give them
real-world information and don’t waste their time.

There’s no obligation; if your people already know this stuff,

~—] youcan quit anytime. But wouldn’t you like to

know for sure?

stiLearning Management System il
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owe more than their homes are worth.
It’s an easy thing to worry about be-
cause no one knows how big a factor
strategic defaults really are.

But strategic defaults require two
conditions: 1) extreme price declines
and 2) little or no equity to lose.
During the bubble, most high-LTV prime
loans were made in grossly overpriced
markets in California, Nevada, Arizona,
and Florida, which account for nearly
half of all foreclosures.

Prices in those four have already
fallen so far that, as a multiple of
median income, every one of them is at,
near, or below their 1995 level. If
you’re down 40% and still making your
payments, another 10% is unlikely to
make you walk away.

That’s not to say prices won’t fall,
especially in the 25 states where the
price-to-income ratio is more than 20%
above 1995 levels. But despite all the
angst, it has no bearing on the housing
recovery. Adjusted for inflation, home
prices reached a peak in 1979 that
wasn’t reached again for over 20 years.
No one noticed.

The problem with REOs is uncertainty.
Buyers don’t know how homes should be
priced so they aren’t buying. Banks
don’t know how big a hit their balance
sheets will ultimately take, so they
aren’t lending. But whatever the final
number is, it’s not infinite; with 82%
of the country fully-employed, chances
are we’re at the peak if not past it.

The fact is that we need this stage
of the recovery in order to get to the
next one. Will it take until 2013? It’s
possible but I wouldn’t bet on it. I
think banks are just as anxious to get
back to business as you are. %

Change in median home price as a multiple of median household income, 1995 vs. 1Q 2010.
Federal Housing Finance Agency
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Median single-family home price, 1975 - 2009 (2010 dollars). Census Bureau
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-- ProSales, a steering committee member at the Harvard Joint Center for Housing
E Studies, and author of Scope of the LBM Industry, published by the National

ST | Lumber & Building Material Dealers Association.
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