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numbing documentation and legal minutiae, as HousingWire’s Paul
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weeks and months to come, the nation at large is going to find out “Real estate -28.9% YIY | +0.0% Mm/m
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But this month’s Cirios Trends isn’t about foreclosures. It isn’t about act on

robo-signers or notary publics. It's about real estate. And more specifi- ”

cally, it's about how to not only make good real estate investments but fundamentals. Inside This Issue

how to avoid bad ones. THE STATE OF THE MARKETS: 1

In a segment we call “East vs. West,” we dive into the growing EAST vs. WesT

dichotomy in Bay Area real estate markets. In the East Bay, demand EAST vs. WEST: 2

has slowed to a drip while inventory is rising. Lower prices are likely DALY CITH vs. HAYWARD

just months away. Meanwhile, in San Francisco and much of the Pen-
insula (the west), demand has slowed, but not to the extent it has
across the Bay.

EAST vs. WEST: 3
SAN MATEO VS. SAN RAMON

EAST vs. WEST: 4

It's almost like real estate markets are beginning to act on fundamen- MILLBRAE VS. PIEDMONT

tals. That is, markets are faring better where there are more jobs,

higher demand and more favorable demographic trends for a strong EAsT vs. WEST: 5
real estate market. Markets far from job centers or with a weaker WHERE TO BUY?

buyer base are slipping again, after depending on tax credits and

government stimulus for robust demand over the past 18 months.

This shift doesn’t necessarily foretell an imminent bottom in home
prices, but is a slow return to health for the region’s housing markets.

This month, we compare three real estate markets in the East Bay to
similar markets on the Peninsula. The results may surprise you — and
make you think twice about where to deploy your real estate dollars.

“A man who misses his opportunity, and a monkey who misses his branch, cannot be saved. - Hindu Proverb



Cirios Trends
Special Edition: East vs. West

East vs. West: Daly City vs. Hayward

Hayward and Daly City can both be considered entry level
markets. Raw prices are dramatically different, but then
again so are income levels, crime and demographics.

Notably, from 1997-2007, homes in Daly City sold for
around $100/sgft more than those in Hayward. For the
reasons noted above, this makes sense, and held
consistent through the dotcom and housing booms alike.
Then, as the market slumped in 2007, that consistent
relationship became unhinged.

Prices in Daly City are now almost $200/sqft higher than
Hayward, nearly twice the historic average.

There are a couple ways to interpret this. One could ar-
gue that growth in Hayward was driven by loose lending,
allowing lower income buyers to move up into homes they
could not afford. Hayward came crashing back to reality
and tight lending standards are now limiting demand.

On the other hand, has something fundamentally
changed since 2007 that makes Hayward that much less
attractive than Daly City? Looking at the population
change in the two cities, we’re not sure that’s the case.

Daly City Hayward

Zip 94015 94544
Population 61,550 72,014

Population Change Since 1990 5% 25%
Median Household Income $ 80718 $ 61,314

White Collar Jobs 85% 73%
Blue Collar Jobs 18% 27%
Total Crime Risk (National avg. = 100) 33 93

Avg. Price per square foot (Sept '10) $ 3908 $§ 2194

Home Price Gains Since 2000 24 8% -5.8%
Peak Price Gains Since 2000 90.8% 110.8%
Price Declines Since Peak 34 6% 55.3%
Peak to Trough Price Declines 37 4% 59 9%
Peak Month Jun-05 May-06
Trough Month Nov-08 Aug-09
Correction Months 416 39.6
Price Change Last 12 Months -0.8% 54%
Price Change Since Trough 4 5% 10.2%
Prices Fallen Back to Jun-03 May-00

$$/sqft: Daly City (94015) vs. Hayward (94544)
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East vs. West: San Mateo vs. San Ramon

Despite having a median household income almost 50%
higher, San Ramon home prices are 40% below those of

San Mateo San Ramon

San Mateo. Think proximity to jobs doesn’t matter? Zip 04403 94583
San Mateo is located smack in between San Francisco Population i 38,850 33,083
and the northern tip of Silicon Valley. Young professionals Population Change Since 1990 9% 19%
and families alike are drawn here for the easy commute to Me‘_"a“ Household Income $ 82'533 $ '24'003
multiple job centers (if you can call CalTrain or 101 easy). Mhite Collar Jobs 86% 89%
Blue Collar Jobs 14% 11%
Across the Bay, San Ramon is a posh East Bay commu- Total Crime Risk (National avg. = 100) 54 39
nity with new developments and larger, spacious lots. But
getting to San Francisco or Silicon Valley is a chore. Avg. Price per square foot (Sept '10) $ 5011 $ 307.9
: - : = =
Home price declines in both cities took about four years to Hains P.rlce G?ms §|nce Sha 44 ° il °
Peak Price Gains Since 2000 60.0% 75.9%
shake out, but San Ramon fared worse than San Mateo. - = - 0,. =
Prices fell almost 30% from their peak in 2005, while San crice Heinex ot Eank s Sl
Mateo dipbed “iust” 22% ’ Peak to Trough Price Declines 26.5% 32.4%
ateo dipped Jus o- Peak Month Jul-05 Nov-05
Similar to the previous comparison, the premium for San ~ Trough Month Mar-09 Oct-09
Mateo homes has now grown to almost $200/sqft from an  Correction Months 453 48.6
average of $100-120/sqft over the past decade. This begs ~Price Change Last 12 Months 0.6% 0.7%
the question: Is San Ramon now cheap relative to San Price Change Since Trough 2.9% 4.1%
Mateo. or is there a new “normal”? Prices Fallen Back to Feb-04 Dec-03
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East vs. West: Millbrae vs. Piedmont

Topographically, Millbrae and Piedmont could not be

more different. Most of Millbrae consists of relatively flat, Millbrae Piedmont

suburban neighborhoods with a few homes scattered Zip 94030 94611
amongst the hills. Piedmont on the other hand is an Population 20.719 34113
exclusive suburban enclave nestled in the Oakland hills. Population Change Since 1990 0% _20%
Population growth has been relatively stagnant in the two -Médian Household Income $ 84,800 $ 92,583
cities, median incomes are comparable and over the past White CollarJoha 809‘? 849‘"9
ten years, home price trends have been nearly identical Bine Co!lar Jo_bs - 20% 16
__ as have values themselves. Total Crime Risk (National avg. = 100) 38 143
Of late, Piedmont did not see the rebound that Millbrae Avg. Price per square foot (Sept '10) $ 5026 $ 5187
and many other areas did, but Millbrae has slipped and is 'Home Price Gains Since 2000 29.2% 33.4%
now back at lows seen in the dark days of early 2009. Peak Price Gains Since 2000 69.8% 61.3%
Prices in both cities have fallen in the past 12 months, Price Declines Since Peak 23.8% 17.2%
compared to rises in the four other cities we examined Peak to Trough Price Declines 24.2% 18.6%
this month. Peak Month Sep-07 Mar-08
Prices.in Piedmont and.MiIIbrae are baf:k to where they g::g;ir:';:mhs Aug—5 I.g Ju2I;31'(E))
stgod in 2004 — .the hglght of the. housmg? boom. So, can  FE=S Change Last 12 Months 3.0% 2 1%
Mlllbrae‘§ prOX|m|t¥ to jobs and Piedmont’s cache support Price Change Since Trough 0.5% 16%
home prices at their current levels, or are these markets Prices Fallen Backto Jun-04 Jun-04

poised for another fall?

$$/sqft: Piedmont (94611) vs. Millbrae (94030)
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Finding real estate opportunities.

East vs. West: Where to Buy?

Daly City Hayward San Mateo San Ramon Millbrae Piedmont
Zip 94015 94544 94403 94583 94030 94611
Population 61,550 72,014 38,850 33,083 20,719 34,113
Population Change Since 1990 5% 25% 9% 19% 0% -2%
Median Household Income $ 80,718 61314 $ 82,532 $ 124,009 $ 84,800 $ 92,583
White Collar Jobs 85% 73% 86% 89% 80% 84%
Blue Collar Jobs 18% 27% 14% 11% 20% 16%
Total Crime Risk (National avg. = 100) 33 93 54 32 38 143
Avg. Price per square foot (Sept '10) $ 3908 $ 2194 501.1 $ 3079 $ 5026 $ 518.7
Home Price Gains Since 2000 24.8% -5.8% 24.6% 23.9% 29.2% 33.4%
Peak Price Gains Since 2000 90.8% 110.8% 60.0% 75.9% 69.8% 61.3%
Price Declines Since Peak 34.6% 55.3% 22.1% 29.6% 23.8% 17.2%
Peak to Trough Price Declines 37.4% 59.9% 26.5% 32.4% 24.2% 18.6%
Peak Month Jun-05 May-06 Jul-05 Nov-05 Sep-07 Mar-08
Trough Month Nov-08 Aug-09 Mar-09 Oct-09 Aug-10 Jul-10
Correction Months 41.6 39.6 45.3 48.6 35.7 28.5
Price Change Last 12 Months -0.8% 5.4% 0.6% 0.7% -3.9% -4.1%
Price Change Since Trough 4.5% 10.2% 5.9% 4.1% 0.5% 1.6%
Prices Fallen Back to Jun-03 May-00 Feb-04 Dec-03 Jun-04 Jun-04

So, what to make of all this number crunching? First, let’'s point out a few notable pieces of data from the chart above.

1) Hayward is the only city of the six where prices are actually down since 2000. This shows the extent of recent price declines in
the area, where prices are down almost 60% from the peak. Notably, however, prices in Hayward have recovered more than 10%
since their recent trough. This is consistent with other distressed markets where active investors, stimulus and limited inventory
have pushed up prices in the past 18 months.

2) Millbrae and Piedmont have fared the best since 2000, which supports the concept that the job and income growth of the past
decade has favored the upper and middle classes, rather than the lower classes.

3) While demographics drive long term home price trends, recent population booms in the East Bay (Hayward and San Ramon)
may not have created sustainable demand for expensive homes.

4) Zip codes don’t always tell the whole story. Anyone who knows Hayward and Piedmont will tell you that crime rates noted above
do not reflect reality, even in the slightest (note that for the home price analysis, we sliced Piedmont out from other neighborhoods
in the same zip)

5) Markets that peak early often bottom early as well. Prices in Daly City hit their trough way back in 2008. And while they climbed
steadily for the subsequent 12 months, in the past six they have been dipping again and could revisit recent lows.

The goal of this exercise wasn’t necessarily to say definitively that it's better to buy in the Peninsula or the East Bay, Hayward or
Daly City. Rather, there is a multitude of data points one can look at when evaluating real estate. But its understanding the stories
behind the data, what’s driving the numbers that enables smart real estate investors to use data to help them make good decisions.
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