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Data warn of drop in Bay Area house 
prices
By Rick Jurgens
CONTRA COSTA TIMES

The debate over the future direction of the Bay Area's already sky high house prices 

continued Monday.

PMI Group Inc., a Walnut Creek-based provider of mortgage insurance, sounded a note 

of caution by releasing a quarterly analysis of economic and real estate market data that 

showed the risk had increased that house prices will fall in the East Bay over the next 

two years.

Then, in an interview, Michael Sklarz, a Honolulu-based analyst who sifts through real 

estate data for Fidelity National Information Systems Inc., a title insurance and real 

estate data provider, offered an even darker outlook. House prices in Alameda and 

Contra Costa counties will fall in each of the next two years, he said.

Neither forecast impressed John Karevoll, a spokesman for La Jolla-based real estate 

information collector DataQuick Information Systems Inc. "Predicting this is extremely 

difficult," he warned.

Local house prices have proven extremely resilient, continuing to rise during the 

economic slump that has sucked 400,000 jobs out of the Bay Area since early 2000. 

That has benefited homeowners who have cashed in the resulting wealth by selling their 

houses, taking out home equity loans or refinancing mortgages, but raised the financial 

bar confronting first-time home buyers and, by adding to the cost of living, put a drag 

on the broader economy.

Things could change. PMI, which weighs local real estate and labor market conditions 

and national economic data to assess risks of price declines in 50 metropolitan areas, 

puts the current odds that home values will drop throughout Alameda and Contra Costa 

counties at just under one in five, or 18.4 percent. Three months ago PMI put the odds 

of an East Bay-wide house price drop at 15.8 percent.
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Things look even more bleak in Silicon Valley. PMI sees a two-in-five chance -- 43.7 

percent -- of a house price decline in Santa Clara County, the worst outlook in the 

nation. The three counties that comprise the San Francisco metropolitan area -- San 

Francisco, San Mateo and Marin -- face a 22.6 percent chance of a broad house price 

decline, PMI found.

In the past, Sklarz has criticized naysayers who see a "bubble" of excessively high 

values in real estate markets. Nonetheless, he expects house prices to slump in the East 

Bay over the next two years: 2.1 percent in 2004 and 1.5 percent in 2005. Sklarz's 

model, which estimates house price trends in 300 markets, shows East Bay price trends 

headed up again in 2006, by 0.9 percent, and in 2007, by 2.7 percent. Sklarz expects 

Silicon Valley prices to dip 1.2 percent next year, San Francisco and adjacent counties to 

fall 1.2 percent, and both to rebound in 2005.

Even if house prices fall or remain flat, market activity should be brisk, Sklarz said. The 

predicted drop-offs are small, and typical of markets on the West Coast and East Coast 

where housing supply constraints have tightened the market and boosted prices in 

recent years, he added.

Karevoll of DataQuick still expects house prices to rise. "Some of the models 

underestimate the level of demand we have right now," he said of gloomier forecasts. 

Bay Area house prices are only like to decline if mortgage interest rates rise to about 7.5 

percent, he said. Elsewhere in California, prices would continue to climb until interest 

rates approach 8.5 percent, he added.

Neither is likely to happen, especially with central bankers anxious to revive the 

economy and reluctant to put on the breaks in an election year. "After the (2004 

presidential) election, all bets are off," Karevoll warned.

Rick Jurgens covers the housing, development and energy industries. Reach him at 925-943-8088 

or at rjurgens@cctimes.com. 
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