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Question: How high do mortgage rates
have to go before home sales activity is
affected and what is your predictionin
terms of both rates and activity in the next
few years?

Answer: The top end would be 8 percent
or so before you'd see a noticeable effect.
WEe'l probably see something more in the
6.5 percent to 7 percent range later this
year.

inventory or affordability causing this?

move toward condominiums.

Residential real estate expert Mike Sklarz sees property asa
good bet for the patient investor.

Market watcher Sklarz
sounds off on real estate

Mike Sklarz

>> Title: Chief valuation officer
>> Company: Fidelity National
Financid Inc.

Q: We've seen a move toward more condominium sales in recent months. Isit

A: It'sboth. Generadly, single-family homes are the property of choice, but as people
get priced out of single-family homes -- which has happened in some areas -- they

Q: Where are developers on Oahu likely to go next?
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A: It's hard to say. Aswe know, in places like Kailua and Kaneohe, there's no more
room. Hawaii Kai has been going through alittle boomlet in development, but that
will end. Moving west, the traffic has been getting worse. My feeling for many years --
and maybe I'm being too idedlistic -- is that there is a huge opportunity in renovating
urban Honolulu. We've got all these great underutilized parcels with low riseslikein
Moiliili, Makiki, along Kapiolani Boulevard and so on. The real question iswhat
would it cost to fix up the infrastructure in town, like the sewer system, vs. building
more freeways, which we will need if we keep building houses out in the west? At
some point, we'll have to deal withit.

Q: On the neighbor idands especially, there are now some serious shortages of houses
and rising prices in some neighborhoods on Kauai and Maui, and in Kona. Do you
think prices will ever stabilize there or will they keep being driven in large part by
investment from the West Coast and retirees and peopl e seeking second homes?

A: That's the new development. Now you have this added macro factor of baby boom
demographics, which wasn't there before. It's really going to play out over the next 10
years, at least in terms of demand.

Q: Do you think people will keep investing in real estate, or will there be some return
to the stock market?

A: | think awhole generation of stock market investors were traumatized. Certainly,
some element will get back in. But when you see your 401(k) vaporize as quickly asit
did, that stays with you for awhile. And, conversely, real estate has done well. People
canreatetoit and useit. The thing | think we learned in the last few yearsis that for
the average guy, the stock market was never abig deal. | think statistics now show
that the average guy has twice as much money in his housein terms of his net worth
and over the last couple of years, he's actually come out better. People who got hurt
were people who didn't own a home and were totally relying on the stock market as a
way toriches.

Q: Arewe seeing as many investors or even speculatorsin real estate thistime aswe
saw during the last boom in the 1980s? Do you think we'll see speculators flipping
properties?

A: Actually, interms of Hawalii real estate history, you've always had a significant
component of investors, especially in condominiums. At times, they've been
speculators, but not thistime to any great degree. In Hawaii, investors have taken the
place of apartment developers because they've been willing to buy apartments, accept
negative cash flow and be the source of the rental market, which is very unusual
compared to other places. That'swhy if you look at atypical condo, you'll see lower
owner-occupant percentages. Typically, Hawaii people have always done this, they
are much more inclined to do this than buy stocks.

Q: Recently, with al the devel opment, a number of land-use issues have come up.
The Hokulia case on the Big Island comes to mind. Do you think there will have to be
substantial changes in the way land use policies and zoning are set?

A: You haveto realize that what drives zoning is the overall economy. We have a hot
market and all of a sudden, people start saying we have to slow this thing down. The
'90s were interesting because things were bad for so long. There has always been this
back and forth thing between construction and the economy. A lot of things were
pushed through with the idea that we have to stimulate the economy, so thisisvery
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typical. Whether here or in San Francisco or Orange County -- in chronically supply-
constrained areas, you'll have this "not in my back yard" thing flip-flop back and forth.
We're following the script perfectly. People need to understand that none of this works
in avacuum and there will be atime again when people will say we want devel opers,
jobs and business.

Q: What do you think the impact will be of al the new military housing scheduled for
Oahu.

A: Weéll there aren't huge numbers, maybe 600 homes ayear. | think if they were
opening a thousand units ayear, it might be adifferent story. Right now with the
rental market being tight, it will help ease that situation, which will be a positive thing.
The other sideisthat it will put alot of construction workers to work. In terms of
home sales, it's not like it used to be in the '70s when the military stationed here
brought properties. If prices moved up, they were lucky and made a bunch of money.
But as prices moved up in the 1980s and 1990s, it become much less of an issue.

Q: Wherearewein thereal estate cycle?

A: We awaystalk about the luxury market leading the recovery -- you can see that
herein 1999 and more recently in 2000. Thisisatrend I've seen on the mainland,
where the luxury market leads on the upside and on the downside. In 50 luxury
markets, analysis we did showed that half are actually down in price. It peaked
anywhere from one to three years ago.

We've had peaks every 10 yearsor so. In Hawaii we are alittle late thistime.
Traditionally, Waikiki was always the lead indicator, but it didn't fulfill its normal
role, the neighbor islands led thistime.

But it's not like these things change on adime, so that's why | think we'll have these
conditions for the next couple of years. We are running out of inventory, so there
probably won't be as much activity. But | think the economy is getting better, which is
only supportive of the local buyer.

Q: Arethere any good buys left?

A: You've got to go into real estate willing to be patient. | tell people unless you are
planning on owning for five years, you shouldn't bother. Unless you are really lucky
with timing, then you can get in and out in a couple of years and make a bunch of
money. But you always need to plan that you could hit a period that can go on for a
few years. I've aways thought, for the average person, it's aforced savings account.
Y ou've got to pay rent anyway. Most people are totally undisciplined about saving.
With real estate, you can leverage it more so than another investment and you have the
government helping you with the interest payment. | think there are some good buys
in the condo market, it still has alot of catching up to do. | would think well-located
condos will do best. Kailua certainly has been one of the better performers. Hawaii
Kai to alesser extent. The others -- Mililani, Pearl City and out in that area-- are just
getting back to where they were in the 1990s, so there's more room in those places.
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