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The U.S. economy continued to struggle

the first six months of the year due to the

extended downturn in the business cycle

worsened by geopolitical uncertainty and

war with Iraq.  However, despite continued

weakness on labor markets, most econo-

mists are moderately optimistic about

prospects for the economy in the third and

fourth quarter of the year. 

During the first half of 2003, U.S. economic

growth has continued to struggle as evidenced

by a real GDP annualized growth rate of only

1.5%, a rate that is too low to stabilize labor mar-

kets.  The most recent job market report pub-

lished by the Bureau of Labor Statistics showed

an increase in the unemployment rate from 6.1%

to 6.4% for the month of May to June, a rise sub-

stantially larger than most economists had pre-

dicted.  Moreover, this number is the highest in

nine years and evokes unpleasant memories of

(continued on page 2)
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Home Price Appreciation
By Census Division, percent change over 4 quarters earlier as of 1st quarter 2003

the recession of 1990/91. U.S. total employment growth is sim-
ilarly disappointing, as shown in the chart on page 1.  

Despite the weakness in labor markets, the consensus of eco-
nomic forecasters predicts an improvement over the next six
months with annualized growth rates of 3.5% and 3.8% for the
third and fourth quarters of this year, respectively.  The reason
for this guarded optimism is that the combined effect of stimu-
lating monetary policy in the form of low interest rates, addi-
tional purchasing power due to tax cuts, lower-than-expected
energy prices, plus continued funds made available to con-
sumers by cash-out mortgage refinancings, is finally triggering a
modest recovery. 

Economic commentators have on several occasions warned of
the danger of deflation similar to the recent experience in Japan,
which would lead to a downward spiral in consumption, invest-
ment and production.  In such a scenario, consumers stop spend-
ing on durable goods since they expect them to cost less in the
future.  Businesses consequently will become less profitable as

sales decline and are forced to cut costs by curbing spending
and forcing layoffs which in turn affects aggregate demand.
However, we consider deflation a remote possibility because
the Federal Reserve Board has made it clear it will use its mon-
etary policy tools to prevent a general fall in the price level.  We
expect the Federal Reserve Board to be able to fight deflation
successfully because its policies are more effective than those
of its Japanese counterpart due to differences in the banking
systems of the two countries.

We reiterate our general view on housing markets as stated pre-
viously in this publication:  We do not think that national hous-
ing prices are a bubble about to burst, but are of the opinion that
the strong house price growth in the past years is the conse-
quence of rising incomes, low mortgage rates, and a growing
population.  We do, however, expect house price growth rates
to be more moderate than in the past and do not rule out the
possibility of outright house price declines in a number of met-
ropolitan areas.
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METROPOLITAN AREA ECONOMIC INDICATORS As of June 2003

1. The index is based on the probability
of a metropolitan statistical area
(MSA) wide decline of house prices
over the next two years. An index
value of 100 implies a probability of
falling house prices of 10%. For an
index value of 200 the probability of
declining house prices doubles to
20%. The model yields a high Risk
Index if Home Price Appreciation 
(see footnote 2) is low, if Home Price
Acceleration (see 3) is low, if
Employment Growth (see 4) is low,
and if the de-meaned Unemployment
Rate (see 6) is high. The general level
of the Risk Index is adjusted for all
MSAs depending on the overall
strength of housing markets as indi-
cated by housing affordability, nation-
al unemployment rate, GDP growth,
and other factors.

2. Annual MSA-wide home price appre-
ciation based on quarterly OFHEO
House Price index for the last two
years. Calculated using the indicated
quarters (four quarter growth rate).

3. Home Price Acceleration measures
the change of Home Price Appreciation
from the previous to the current year.
Calculated as the difference of the
previous two columns.

4. Growth rates of MSA-wide employ-
ment, calculated with Bureau of
Labor Statistics total non-agricultural
employment monthly observations,
using observations from the indicated
months (12-month growth rate).

5. MSA-wide unemployment rate,
monthly observations, not seasonally
adjusted. Source: Bureau of Labor
Statistics.

6. Indicates by how much current
unemployment rates differ from
average levels in the recent past.
Calculated by subtracting from the
local unemployment rate its mean
over a five year period ending two
years prior to the current observation.

MSA
SAN JOSE, CA PMSA 395 -2.82% 4.42% 7.24% -5.01% 8.36% 5.49%

PORTLAND-VANCOUVER, OR-WA PMSA 350 4.24% 3.37% -0.88% -1.68% 8.27% 3.96%

DALLAS, TX PMSA 313 4.35% 3.18% -1.17% -0.99% 6.97% 3.61%

DENVER, CO PMSA 302 6.51% 3.19% -3.32% 0.64% 6.22% 3.40%

DETROIT, MI PMSA 287 4.97% 2.72% -2.25% -2.01% 6.56% 2.87%

GREENSBORO--WINSTON-SALEM--HIGH POINT, NC MSA 281 3.60% 2.58% -1.02% -0.92% 6.08% 3.23%

SEATTLE-BELLEVUE-EVERETT, WA PMSA 256 5.07% 3.71% -1.35% -0.80% 6.65% 3.02%

CHARLOTTE-GASTONIA-ROCK HILL, NC-SC MSA 251 3.15% 2.59% -0.56% -0.65% 6.13% 3.04%

AUSTIN-SAN MARCOS, TX MSA 242 1.96% 1.88% -0.09% 0.71% 5.79% 3.23%

RALEIGH-DURHAM-CHAPEL HILL, NC MSA 242 3.33% 2.51% -0.81% 0.16% 4.89% 3.04%

MILWAUKEE-WAUKESHA, WI PMSA 212 5.50% 3.71% -1.78% -1.04% 5.85% 2.36%

KANSAS CITY, MO-KS MSA 209 5.97% 3.95% -2.03% -2.93% 5.51% 1.93%

INDIANAPOLIS, IN MSA 205 4.18% 3.03% -1.15% -2.15% 4.76% 2.11%

SAN FRANCISCO, CA PMSA 204 2.82% 5.39% 2.57% -2.19% 5.89% 3.02%

FORT WORTH-ARLINGTON, TX PMSA 198 3.67% 3.82% 0.15% -0.23% 6.10% 2.73%

COLUMBUS, OH MSA 195 4.25% 3.41% -0.84% -0.68% 5.08% 2.37%

CHICAGO, IL PMSA 176 7.38% 5.26% -2.12% -0.63% 6.44% 2.05%

CLEVELAND-LORAIN-ELYRIA, OH PMSA 173 3.67% 3.46% -0.21% -0.45% 6.83% 2.22%

BOSTON, MA-NH PMSA 171 10.90% 8.67% -2.23% -1.83% 4.90% 2.03%

PHOENIX-MESA, AZ MSA 168 5.49% 4.75% -0.74% 0.51% 5.37% 2.36%

SALT LAKE CITY-OGDEN, UT MSA 162 1.87% 1.83% -0.04% -0.16% 5.31% 2.00%

HOUSTON, TX PMSA 161 4.29% 3.92% -0.37% -0.47% 6.55% 2.05%

OAKLAND, CA PMSA 158 7.01% 7.41% 0.40% 0.49% 6.39% 2.66%

MINNEAPOLIS-ST PAUL, MN-WI MSA 152 10.00% 7.37% -2.62% -0.42% 4.27% 1.81%

ATLANTA, GA MSA 130 5.38% 3.94% -1.44% -0.16% 4.69% 1.36%

PLEASE NOTE: 
Risk Index has been 
revised. See insert 

box for details.
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METROPOLITAN AREA ECONOMIC INDICATORS As of June 2003

MSA
ST LOUIS, MO-IL MSA 126 6.50% 4.70% -1.80% -0.66% 5.25% 1.17%

SAN ANTONIO, TX MSA 120 4.06% 3.68% -0.38% 1.19% 5.24% 1.58%

ORLANDO, FL MSA 119 6.97% 7.57% 0.60% 1.46% 5.20% 2.17%

CINCINNATI, OH-KY-IN PMSA 117 4.13% 3.23% -0.90% 0.42% 4.84% 1.23%

PITTSBURGH, PA MSA 109 5.10% 4.69% -0.42% -1.00% 5.48% 0.95%

NEWARK, NJ PMSA 97 10.44% 9.55% -0.89% 0.48% 5.92% 1.29%

NASHVILLE, TN MSA 95 3.12% 2.78% -0.34% -0.06% 3.59% 0.58%

TAMPA-ST PETERSBURG-CLEARWATER, FL MSA 94 8.57% 8.83% 0.26% 0.81% 4.51% 1.41%

PHILADELPHIA, PA-NJ PMSA 91 8.51% 8.75% 0.23% 0.12% 5.57% 1.14%

LAS VEGAS, NV-AZ MSA 89 5.77% 6.27% 0.50% 1.50% 5.56% 1.14%

BERGEN-PASSAIC, NJ PMSA 86 10.24% 9.88% -0.37% 0.23% 5.64% 0.95%

FORT LAUDERDALE, FL PMSA 83 13.22% 12.57% -0.64% 1.97% 5.78% 1.38%

MIAMI, FL PMSA 80 12.38% 12.64% 0.26% 1.07% 7.53% 1.21%

NEW YORK, NY PMSA 79 10.13% 10.65% 0.52% -1.16% 7.49% 0.58%

WASHINGTON, DC-MD-VA-WV PMSA 77 11.11% 9.89% -1.22% 0.97% 3.59% 0.53%

ORANGE COUNTY, CA PMSA 77 10.44% 11.93% 1.49% -0.11% 4.00% 1.03%

NORFOLK-VIRGINIA BEACH-NEWPORT NEWS, VA-NC MSA 73 5.36% 7.31% 1.95% 0.04% 4.19% 0.48%

PROVIDENCE-FALL RIVER-WARWICK, RI-MA MSA 72 13.12% 13.39% 0.27% -0.47% 5.34% 0.57%

NEW ORLEANS, LA MSA 72 4.27% 5.53% 1.26% -1.25% 4.98% -0.17%

SACRAMENTO, CA PMSA 68 11.72% 12.49% 0.77% 0.81% 5.21% 0.49%

NASSAU-SUFFOLK, NY PMSA 66 12.20% 13.95% 1.75% 0.11% 4.00% 0.57%

BALTIMORE, MD PMSA 66 8.51% 8.85% 0.34% 0.52% 4.73% -0.11%

SAN DIEGO, CA MSA 66 11.26% 14.15% 2.89% -0.11% 4.39% 0.73%

LOS ANGELES-LONG BEACH, CA PMSA 65 9.98% 11.73% 1.75% -0.63% 6.50% 0.12%

RIVERSIDE-SAN BERNARDINO, CA PMSA 58 9.26% 13.30% 4.04% 0.95% 6.04% 0.03%

PLEASE NOTE: 
Risk Index has been 
revised. See insert 

box for details.
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1. The index is based on the probability
of a metropolitan statistical area
(MSA) wide decline of house prices
over the next two years. An index
value of 100 implies a probability of
falling house prices of 10%. For an
index value of 200 the probability of
declining house prices doubles to
20%. The model yields a high Risk
Index if Home Price Appreciation 
(see footnote 2) is low, if Home Price
Acceleration (see 3) is low, if
Employment Growth (see 4) is low,
and if the de-meaned Unemployment
Rate (see 6) is high. The general level
of the Risk Index is adjusted for all
MSAs depending on the overall
strength of housing markets as indi-
cated by housing affordability, nation-
al unemployment rate, GDP growth,
and other factors.

2. Annual MSA-wide home price appre-
ciation based on quarterly OFHEO
House Price index for the last two
years. Calculated using the indicated
quarters (four quarter growth rate).

3. Home Price Acceleration measures
the change of Home Price Appreciation
from the previous to the current year.
Calculated as the difference of the
previous two columns.

4. Growth rates of MSA-wide employ-
ment, calculated with Bureau of
Labor Statistics total non-agricultural
employment monthly observations,
using observations from the indicated
months (12-month growth rate).

5. MSA-wide unemployment rate,
monthly observations, not seasonally
adjusted. Source: Bureau of Labor
Statistics.

6. Indicates by how much current
unemployment rates differ from
average levels in the recent past.
Calculated by subtracting from the
local unemployment rate its mean
over a five year period ending two
years prior to the current observation.


