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Positive: Retail sales in March were up 7 percent from the year-earlier level.

Industrial production in March was up 3.6 percent.

Total jobs in April were up 1.4 percent; jobs in retail trade, however, were flat.

Housing permits in March were up 3 percent.

Negative: Energy pdres remained high, with gasoline at $2.91 per gallon in early May and spot prices for
crude oil at $70 per barrel.

New car sales in November were down 3 percent.

Consumer intel'est iayments as a percent of disposable income remained at a record high] 3.9 percent in the
third quarter. Consumers have borrowed a lot of money and now have less income to spend. Because so much of
recent consumer debt carries adjustable interest rates, payments could easily go higher.

Intel'est J'ates moved up. The average rate on conventional 3D-year mortgages in April was 6.5 percent, the high­
est rate in three years.

Consumer credit-credit card and auto debt-adjusted for population and inflation, has trended downward in the
last few months. Historically this has happened just before a recession, as consumers maxed out their credit and
had to stop spending. See the chart on the next page,
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Consumer Credit
Per Capita - Inflation Adjusted

US Home Building Activity
New Housing Permits Issued
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~ Housing: Home prices continued to rise sharply in a number of markets in the fourth quarter of 2005. In
some markets, prices acce.lerated-that is, they increased more in the fourth quarter than in previous quarters:
Albuquerque, Boise, Cape Coral-Fort Myers, Deltona-Daytona Beach, EI Paso, Lakeland, Naples, Ocala, Or­
Jando, Phoenix, Portland, Salt Lake City, Seattle, Tampa, Tucson, and Wilmington NC. It is very likely that prices
wilJ continue to increase at above-avera e rates in these markets for at least another year.

With interest rates rising and consumers already spending a record proportion of their income on interest pay­

ments, the risk of investing in some real estate markets is now very high. Of the IO~t over-priced markets---":;where a lengthy price readjustment wilJ eventuaIJy take place-Santa Barbara, Nap es, Modesto, San Diego,
Stockton, Riverside-San Bernardino, San Jose, VaIJejo-Fairfield, Sacramento, Los Angeles-9 are in California.
In these markets, the most likely outcome is a long period oft1at prices.

In the 10 markets where'nvestors)have been most responsible for driving up prices-Myrtle Beach, Naples, Pa­
nama City, Cape Coral-Fort Myers, Wilmington NC, Vero Beach, Port St. Lucie, Sarasota-Bradenton, Deltona­
Daytona Beach, and Lakeland-which are mainly in Florida, I expect that the eventual outcome will be faIJing
prices.

Reminder: r believe that we are near the end of the national real estate boom that started in the late 1990s. Home
buyers, home builders and mortgage lenders must become more cautious, a difficult thing to do because of strong
demand and rising home prices. The value of homes will drop in some markets, the number of home sales wilJ
decrease, and the number of mortgage foreclosures will rise in the next few years.
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e ~ummary
Sales Slower Than Reported
Relying on data without understanding the methodology can lead to wrong concll1mQ[1s.
For example, the Census Bureau is reporting that new home sales are only down 6%
from one year ago, which we know is incorrect. For accurate new home sales
estimates, see the press releases of publicly traded home builders - all of whom are
reporting sales (orders) that are down 20% - 40% from one year ago. The NAHB
Housing Market Index, as well as almost every industry source we contact each month,
supports the fact that sales are down 20%+ from one year ago in more than 70% of the
markets we track (Texas, the Carolinas, Georgia and New Mexico are some of the
major exceptions).

Economic Growth C
The economy is on solid ground, which gives the Fed the confidence it needs to
continue raising rates to fight inflation. Revisions show that GDP increased at an
annual rate of 5.3% through the first quarter of 2006, which is higher than previously
thought. Job growth improved slightly in May, adding 1.9 million jobs to the economy
over the previous year, but is down from 2.0 million-plus growth in February and March.

Retail sales increased 6.6% over the previous year. Inflation rose slightly to 2.3% after Benchmark Conference
remaining flat at 2.1% for three months. Personal income growth improved slightly to Ritz Carlton
5.4%, and remains below its historical average of 7.4%. Lake Las Vega;, NV

September 27, 2006
For more information,

click here

Sources: Census Bureau, NAHB
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HOllsing Market Index vs. New Home Sales Volume
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Lead ing Ind icators C-
The leading indicator index declined to 2.9% on an annualized basis over the last six
months, down from the previous month's value of 3.9%. Each of the four stock market
indices that we track posted losses in May, and saw their 12-month gains cut in half
from April. Builder stock prices, as measured by the S&P Super Homebuilding Index,
are declining, with the index showing a 24% decline over the last year.

Mortgage Rates B
At month's end, fixed rates had increased to 6.62%, while adjustable rates declined to
5.61%, widening the spread between the two. The Fed Funds rate rose to 5.00%, with
another increase widely expected at the next Fed meeting. The percentage of loans
with an adjustable rate rose to 30.7% in May.

Consu mer Behavior C+
Consumer confidence slid in May, dropping to 103.2, which is still above historical
averages. The biggest decline was felt in New England, where the regional index fell
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27.5 points to a rating of 75. The Consumer Sentiment Index and Consumer Comfort
Index decreased during the month and remain below their historical averages.

Existi ng Home Market. 8
Existing home sales fell to 6.76 million in April, with decreases in all four geographic
regions. The median existing home price rose to $223,000. The inventory of existing
homes increased to 6.0 months, which is its highest value since February 1998, and
the volume of existing inventory reached 3.38 million homes. The pending home sales
index declined in April to 111.8, just above its historical average.

New Home Market. C+
The Housing Market Index (HMI) continues its downward slide, reaching 45 in May, and
lending further credence to a softening market. Annualized new home sales increased
in April to 1.20 million units. Sales per the Census Bureau are down nearly 6% from
one year ago, which appears very incorrect as almost all publicly traded builders have
reported orders down 20% - 40% and the HMI (a measure of sales and traffic) is also
down 40%. The median new home price rose to $238,500, while appreciation
decelerates. According to the Census Bureau, the supply of unsold homes decreased
to 5.8 months, and the months supply of standing inventory increased to 1.3 months.
New home sales are worse than reported by the Census Bureau partially because the
Census Bureau methodology was not set up to account for cancellations.

Housing Su pply C+
Annualized housing starts fell to 1.85 million in April, which is down 11% from one year
ago. Single-family starts fell 9% for the month to 1.53 million. Single-family permits fell
4% from March to 1.50 million, and total permits fell to 1.98 million.

U.S. HOUSING MARKET STATISTICS

Data Current Through May 31, 2006These statistics qo with the monthly analysis.
Historical Range

Grade'
PeriodStatisticDirection"MinimumAveraQeMaximum1st Year

Economic Growth
C

Real GDP (annual rate)

C2006Q15.3%Rising-10.4%3.5%17.4%1947

Employment Growth (i-year Chanqe) -,Non-ag Payroll, NSA

CMay, 20061,886,000Improving-3,175,0001,560,3465,243,0001940

Employment Growth Rate - Non-ag Payroll, NSA

CMay, 20061.4%Improving-7.6%2.3%16.4%1940

Unemployment Rate

8-May, 20064.6%Declining2.5%5.6%10.8%1948

Productivity

C2006Q13.7%Rising-10.8%2.4%17.5%1947
Retail Sales

C+Apr, 20066.6%Declining-1.7%5.7%11.0%1992

Inflation (core CPI)

8Apr, 20062.3%Rising0.7%4.1%13.6%1958

Personal Income Growth, nominal

D+Apr, 20065.4%Improving1.4%7.4%14.3%1960

Federal Deficit (last 12 mos., $mil curL)

C-Apr, 2006-$270,925Increasing-$496,121-$228,323$319,5201980

Historical Range

LeadinQ Indicators
C-PeriodStatisticDirection"MinimumAveraQeMaximum1st Year

Leadinq Indicators Annual Growth Rate over Last Six Months Leading Econ. Index

CApr, 20062.9%Declining-19.5%2.8%18.5%1959

ECRI Leading Index

CMay, 20062.2%Declining-19.1%2.3%37.9%1949

Manpower Net Employment Outlook

82006Q221%Rising7%17%25%1989

Interest Rate Spread 1O-year Treasury

May, 20065.05%Rising2.29%6.52%15.32%1953

2-year Treasury
May, 20064.96%Rising1.22%7.01%16.47%1976

Interest Rate Spread

C-May, 20060.09%Narrowing-2.15%0.74%3.39%1976

Stock Market (Return over last 12 months) Oow Jones

CMay, 20067%Declining-72%7%136%1930
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