WHY REAL ESTATE
REMAINS A DRAG ON
THE U.S. ECONOMY



Comparison of Commercial and Residential Price Changes
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Reason #1

A high fraction of loans at many
nanks are based upon real
oroperty.




Reason # 2
Almost all real properties have
fallen sharply in value since 2006.



Reason # 3
The prospects for rapid recovery in
housing markets are very poor.
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Existing Home Sales (SAAR)
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Existing Home Sales (SAAR) Peak of 2005
s
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Existing Home Sales (SAAR)
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Total and One Unit Structures

Housing Starts
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Reason # 4
Commercial real estate was
blindsided as huge numbers of
highly-leveraged loans rolled over.
These loans were made with very
high property values and high loan-
to-value ratios.



All Commercial Loan Maturities
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Reason #5
High rates of unemployment are
likely to continue for several more
years.



Year-over-year Percent Change

Year Over Year Change in Retail Sales and Food Service, Excluding Gasoline
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Reason #6
A sudden change in conditions -
one which would radically increase
the demand for workers or new
production - is unlikely.
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This information was prepared by:
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12-Month Change in Unemployment
August 2012
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12-Month Growth In House Prices
August 2012
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Twin Cities Submarkets 2012 2nd Qtr
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OFFICE ABSORPTION, CONSTRUCTION AND VACANCY
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Retail
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INDUSTRIAL ABSORPTION, CONSTRUCTION AND VACANCY
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Truth #1

Real estate, in general, is
struggling to recover from its

present weak position in the near
term.



Truth #2
Housing is not going to recover
and will be a drag on the markets
as long as unemployment and
foreclosures remain high.



Truth #3

Americans must change their ways
of thinking about our economy
and realize we compete in a
“world economy”. Our incomes
and use of resources are
measured in a world context, not
just here in Minnesota or the
United States.



Truth #4

Financial foreclosures in real
estate and businesses will not
abate soon. Banks are not yet on
solid footings, so the Federal
Reserve is left sponsoring
aggressive monetary policies.



Truth #5
Evidence of growing inflation is not on
the near horizon. Interest rates will
likely stay below historic norms until
there are clear signals of economic
growth.
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