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U.S. home prices have experienced positive home price
appreciation at the National level in the past 24 months,
with more than 12% year-over-year gains in the past 12
months. The recent home price increases have been
attributed, in part, to the steady decline of housing supply
(Figure 1).

Currently, inventory of existing homes for sale is
approximated at 2 million units representing about a
5-month supply of listed inventory and Shadow inventory! is
estimated at 2.8 million units representing about 36-month
distressed supply?. Even though the current level of Shadow
inventory is still high, it hasn’t adversely impacted recent
home price trends. The pace of liquidations of distressed
homes has been extremely slow, which has resulted in a
shortage of supply.

The measure “months of listed supply” offers a quick gauge
for interim status of housing equilibrium, and has been
highly correlated with home price changes (Figure 2 and

3). In the past two years, strong demand from institutional
investors, employment growth, low interest rates, and high
affordability have collectively reduced listed supply to be
below six months. This demand-over-supply imbalance

has resulted in double digit year-over-year home price
appreciation in the past 12 months.

The housing equilibrium can change if there are more
than expected liquidation of distressed properties from
the pipeline, slowdown in employment growth, pullback
of investor demand, continued weakness in household
formation, and lower affordability.

1. Shadow inventory consists of foreclosed homes and mortgages delin-
quent for 90 days or more.

2. Months of distressed supply is estimated as current shadow inventory
level divided by average distressed sales in recent 12 months.

April 11, 2014

Figure 1. Housing Inventory Trends
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Figure 2

National Home Price Change vs. Months of Listed Supply*
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Figure 3

National Home Price Change vs. Months of Listed Supply*
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In the following chart, we provide metrics related to housing equilibrium and home price changes for the top 50 CBSAs in the U.S.
CBSAs with lower months of listed supply and lower months of distressed inventory usually experienced higher home price increases.
CBSAs in judicial states with months of distressed inventory as high as several years? still experienced home price appreciation as
short term inventory equilibrium was not disrupted. The pace of home price appreciation may change if factors impacting short-term
equilibrium deteriorate. For example, Phoenix experienced accelerated home price appreciation of more than 20% year-over-year gain

when its listed supply dropped to 2 months in year 2012-2013 due to strong investor demand. Its pace of home price appreciation
began to slow down (from 24% to 12% year-over-year gain) since 2013 as investors pulled back demand and the months of listed

supply trended up to 3.5 months.

Figure 4. Housing Supply of Top 50 CBSAs
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3. Certain CBSAs in judicial states, such as Nassau-Suffolk NY, New York-White Plains-Wayne NY-NJ, and Newark-Union NJ-PA, continue to have large amount of dis-
tressed properties in the pipeline due to extremely long liquidation timeline.
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For questions or additional information, please contact:

Guey-Mei You, Ph.D. Danny Zhou, CFA
gyou@falconbridgecapital.com dzhou@falconbridgecapital.com
(925) 979-4257 (925) 979-4290
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FOR ANY PURPOSE OTHER THAN EVALUATING THE SPECIFIC TRANSACTION DESCRIBED HEREIN OR DIVULGE TO ANY OTHER PARTY SUCH INFORMATION. THIS CONFIDENTIAL
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DISCLOSE TO ANY AND ALL PERSONS, WITHOUT LIMITATION OF ANY KIND, THE TAX TREATMENT AND TAX STRUCTURE OF THE TRANSACTIONS DESCRIBED HEREIN) AND ALL
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RECEIVED THE DEFINITIVE PRIVATE PLACEMENT MEMORANDUM.

®DISCUSSIONS OF FEDERAL TAX ISSUES IN THIS PRESENTATION ARE NOT INTENDED TO BE RELIED UPON BY INDIVIDUAL INVESTORS. EACH INVESTOR SHOULD SEEK ADVICE BASED ON

THEIR PARTICULAR CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR.

*THERE CAN BE NO ASSURANCE THAT PROJECTED RETURNS WILL BE ACHIEVED OR THAT THE FUND WILL BE ABLE TO IMPLEMENT ITS INVESTMENT STRATEGY OR ACHIEVE ITS

INVESTMENT OBJECTIVES.

*GROSS IRRs DO NOT REFLECT MANAGEMENT FEES, CARRIED INTEREST, TAXES, TRANSACTION COSTS AND OTHER EXPENSES TO BE BORNE BY INVESTORS IN THE FUNDS, WHICH WILL

REDUCE RETURNS.




