











The Value Of H0m90wnership (continued from page 4)

As a result, home foreclosures increased and home prices
began to decline. After peaking during the third quarter of
1983, the MSA saw 19 quarters—nearly 5 years—of negative
price appreciation. By the time the recovery began in the third
quarter of 1988, average prices were 23 percent below their
peak in 1983. Prices recovered at an average rate of 3.5 percent
per quarter, annualized for 9.5 years, in line with the historic
price volatility that preceded the price run-up.

Those who purchased at the worst possible time — the peak
of the cycle — recouped their lost capital in approximately
14.5 years.

The Bottom Line

These are unique examples of extreme price declines. It
remains unclear how today’s market will develop, but evidence
shows that when buyers treat their homes as long-term
investments, the long-term data shows definitively that home-
ownership is an excellent way to build wealth. ¢
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Geographic Distribution of

HOUSE PRICE RISK

The above map depicts in color the geographic distribution of
house price risk for all 381 MSAs and the District of Columbia.
Each MSA is assigned a risk rank and corresponding color.
Among the 50 largest MSAs, Riverside, CA ranks the highest
on the index, with a 60 percent or greater chance that home

Risk Rank 1: >= 600
Risk Rank 2: 500 to 599

Risk Rank 3: 300 to 499

prices will be lower in two years. At the other end of the risk Risk Rank 4: 100 to 299

spectrum lies a group of MSAs, largely located in the central
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and southern part of the nation, whose risk scores are Risk Rank 5: 0 to 99

moderate to low.

The Risk Index scores for all 381 MSAs are provided in an
appendix, available on the publications page of the media
center at www.pmigroup.com.
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METROPOLITAN AREA ECONOMIC
INDICATORS STATISTICAL MODEL OVERVIEW

The U.S. Market Risk Index is based on the results of
applying a statistical model to data on local economic
conditions, income, and interest rates, as well as
judgmental adjustments in order to reflect information
that goes beyond the Risk Index’s quantitative scope. For
each Metropolitan Statistical Area (MSA) or Metropolitan
Statistical Area Division (MSAD), the statistical model Please contact your PMI representative
estimates the probability that an index of metropolitan- for more information or printed versions.
area-wide home prices will be lower in two years, with an

. ) . . . The ERET report is produced quarterly.
index value of 100 implying a 10% probability of falling

house prices. You can download a PDF version online:

. . http://www.pmi-us.com
Home prices are measured with a Repeat Sales Index

provided by the Office of Federal Housing Enterprise
Oversight (OFHEO). This method follows homes that are
sold repeatedly over the observation period and uses the

change in the purchase prices to construct a price index.
The index is based on data from Fannie Mae and Freddie
Mac and covers only homes financed with loans securitized
by these two companies. Consequently, this index does not
apply to high-end properties requiring jumbo loans.

Periodically, we may re-estimate our model to update the
statistical parameters with the latest available data. We
also may make adjustments from time to time to account
for general macroeconomic developments that are not

captured by our model. - PM I
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