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Presenters:
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garyhrdr@gmail.com
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Why do we concern ourselves with the Market Analysis?

"An appraiser must comply with USPAP when either the service or the appraiser
is required by law, regulation, or agreement with the client. Individuals may also
choose to comply with USPAP any time that individual is performing the service
as an appraiser.” USPAP, Preamble.
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USPAP Standards Rule 1-3, Market Analysis, and Highest and Best
Use

When necessary for credible assignment results in developing a
market value opinion, an appraiser must:

e |dentify and analyze the effect on use and value of:
e Existing land use regulations,
e Reasonably probable modifications of such land use regulations
e Economic supply and demand
® The physical adaptability of the real estate
e Market area trends
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USPAP Standards Rule 1-4, Approaches to Value

In developing a real property appraisal, an appraiser must collect, verify, and analyze all
information necessary for credible assignment results.

When a sales comparison approach is necessary for credible assignment results, an

appraiser must analyze such comparable sales data as are available to indicate a value
conclusion.

In the aftermath of the 2007-2009 Recession, Fannie Mae and Freddie Mac,
Government Sponsored Enterprises (GSE) that were placed under government control in
2008, published the 1004MC appraisal form. This form was required by Fannie Mae and

Freddie Mac. It was utilized by appraisers and lenders to determine the market trends and
provide analysis, specifically in form reports.

While Fannie Mae, Freddie Mac, and VA may not require the form, it is mostly a
Lender’s decision. FHA still requires the 1004MC.

Even thought the 1004MC may not be required, the appraiser is required by USPAP to
complete a Market Analysis.



USPAP and Market Analysis

J.r"'ll|l“

Macroeconomic and microeconomic data is necessary for credible
assignment results. The appraiser cannot work in a bubble or vacuum. They
must collect reliable data and analyze that data to support the assignment
results, typically the market value of the subject. The assignment results
must be consistent with the data provided. Trends are a general direction in
which something is developing or changing. Additionally, trends requires at
least two points of data.

The data should include nation-wide understanding of the current market.
Current state, city and neighborhood market data should also be collected.
While the data maybe utilized in the report, it can be summarized and
retained in the workfile. Most of the data is easily found by internet
searches, though more specific data is noted in public records and MLS
listings.
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Data examples can include:

Population growth or decline

" ,:.':,’ Inflation Rates
. ::o':o' % Interest Rates
s AR Housing starts
% ==Lt New or closing businesses
:::3:"; ‘: 5 5 Federal, state, or local laws or regulations
st v .":" MLS data — sales, listings, days on market, days to offer, listing to
ot ““‘:3:.* sale price ratios...
. -‘““‘ News articles that may affect the marketability of an area
Caw

Employment
Household income
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Historical Review of the
Real Estate Market

Factors

- Federal Funds Rate - Historical Chart

* Recessions in gray columns
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Inflatlon Rates - Historical Chart
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Identifying Risk - Red Flags s
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Can the current trends reveal something when compared to the period leading
up to and including the 2008 financial crisis? Officially, the recession associated
to the financial crisis was between December 2007 and June 2008.

First diagram presents the dynamic that led up to the 2008 financial crisis.

Lending institutions flooded the housing market with irresponsible
mortgages. With the housing market collapse, homeowner insolvency
increased.

Widespread defaults resulted in rapid increase in foreclosures
Default of sub-prime mortgages & MBS created a complex real
estate disruption
Falling home prices - banks had to suffer losses on the mortgage
loans.

Risk spread throughout the system because of the complexity of
the financial instruments.

Government intervention



Red Flags

Banking, National &
Household International

insolvency Contagionn
Insolvency (Crisis)

Identifying Risk -
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>Taxpayer Bailout (Oct. 2008)

>TARP (Troubled Assets Relief Program)
>Emergencyu Economic Stabilization Act
>$700b bank bailout

>Quantitative Easing (QE)

Extended Economic

Recovery
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Identifying Risk - Red
Flags

CHANGE IN US HOUSING APPREICATION DISTRIBUTION BY STATE

2005 - 36 states had annual appreciation rates >10%
2005 - annual US appreciation was unbalanced between states
YTD 2021 - 26 states had annual appreciation rates >10%

YTD 2021 - Flattening of the trend line shows annual appreciation is
distributed more evenly across the US

Conclusion: If the next housing bubble comes, then a greater impact
across the US can be expected; hence, a broader economic disruption
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NATIONAL HOUSING APPREICATION RATE

1t QTR 2020 & 2nd QTR 2021 - appreciation
rate rose from 6.23% to 17.71%

24 QTR 2021 to 24 QTR 2022 - stable
appreciation rate (17.71% to 17.76%)

39 QTR 2005 (Peak) to 4t QTR 2008 (Trough)
declined from +10.64% to - 10.64%

24 QTR 2022 & 39 QTR 2022 (Direction
change) - 17.76% to a lower rate of 12.36%
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NEW HOME SALES & MONTHS OF INVENTORY

New homes sold (monthly) rose from 80,000 (Jan. 2002)
to 1,086,000 (May 2006). A 52-month period.

Number of months’ supply rose from 5.0 (Nov 2005) to
10.7 (March 2009). A 40-month period.

Current — New homes sold rose from 623,000 (Apr 2020)
to 1,011,000 (Aug. 2020). A 5-month period.
Hint of Declining trend since Aug. 2022

Current — New home sales declined from 801,000 (Jan.
2022) to 511,000 (Jul. 2022). A 7-month period.

Current - Number of months’ supply rose from 3.3 (Aug.
2020) to 10.9 (July 2022). A 11-month period.

Data Source: Mortgage News Daily
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Mortgage Rate Trending (30 year)

. 7.08% (10/27/22). Last time at this rate — 03/15/2002
o  Part of the downward trend was during the 2001 recession

. 6.33% (12/08/22). Last time at this rate — 10/30/2008
o) Part of the downward trend during the 2008 recession
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Identifying Risk
Flags

M2 MONEY SUPPLY (PART 1)

° Monthly change in M2 rapidly increased from $56.9B in Feb. 2020 to
$1,013.90B in April 2020

. From the high in April 2022, M2 change dropped rapidly to $79.6B in
August 2022

. M2 turned negative in April 2022 ($95.5B)
o -$129.0B - April 2022
o Last negative change — January 2010 (-$37.9B)
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M2 MONEY SUPPLY (PART 2)

M2 Change: Year/Billions of Dollars
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STATE & COUNTY

NEIGHBORHOOD

*|D key Measurables

el egislative / Agency / Secondary Market
s|solate trends

eForm Conclusions

*|D key Measurables
sl egislative

e|solate Trends
eForm Conclusions

*|D key Measurables

*Rule Making (Zoning, Master Plans, Tax, etc.)
s|solate Trends & Conclusions
*Market Trends Specific to appraisal assignement




Questions and
Answers
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The End

Thank you for your
attendance!
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