LAST YEAR THE QUESTION WAS WHETHER THE HOUSING BOOM WOULD
SLOW DOWN. NOW IT"s HOW BAD IT WILL GET, NAVIGATING THE
MARKET IS MORE CHALLENGING THAN EVER. Ry ELLEN FLORIAN KRAT7

Hﬂt Spots and family have admonished them to rent when they move this month to Mesa,
c ﬂm Sﬂ ﬂt; a suburb of Phoenix, for Bret’s new position as product Mmanager with Bard Pe-

What will happen
to the value of your

home next year? they’ve seen. With an inventory of more than 38,000 homes for . 1le, up 949
We asked Moody's from this time last year, Phoenix is one of the shakiest markets in the country
Economy.com and Nevertheless, Bret and Tricia, both 35, have decided to make a leap of faith.
Fiserv Lending Solutions Mesa is Tricia’s hometown, and the couple, who have four young children, are
::rctr: : ::p“;;g ':n':?:;:s planning to live there for a while. So they just put in an offer of $400,000 for a
in the U.S. The region- 2,700-square-f00t, five-bedroom house right next door to her sister.

by-region breakdown The place looks like a pretty good deal—8% off the original asking price of
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82+ FORT UNE December 25, 2006 PHOTOGRAPHS BY JOE PUGLIESE




assister, for SXample ght her Ut the Medjyy rice Pward, g, home
IS ago for $225,()()(). “Were ner. uzldcrs, Cance ationg 4, 0d order down
A “If for g € reason ye have 4stmontp th hite SCIevised jg GDhp
Years fr, now, we e N0t copfy Orecagt downp ard dye h()usmg decline
ould gey hat we baid for i » at’s y olding aster h; Expectey. “Il’spos-
SUyear (p big Questiop , sible th, the b Oader gy, arket wiy) firm
Cstate 1 ket wyg 80ing 1o N the peyy few Onths, tp,, the ISt jg Over,»
S “Hoy bad w;, it gety» Says Mark Zandj, hief e Nomist 4y Moody’s
fus; &story, F, existing onom om, “gyy, that ¢ Mme jg 4 dcad—cal
mckling bac O the may. Ounce » ord, yike
Upwar, b Teven g So Fo E askeq andicy ¢ up ang
Price fey by 3. € largegy cal esty AUuatjoy Ompany, Fiser Leng
fecord, A 4t comeg ing S()Iutiom to gijy, St take hat Jjeq
Ugust ang September. anead f, Sing i Ce
» Sales jp Octope, fel}

Micturey With e,
Yaughte, . Fs g
Opted tor a30. ear
fixey Whep she ra.
fin;mr:ell ot of hoy

M last yea, “The
adjn. fable ryte Wis

a Mistike, " she says.

W

RISt
Diecember 2579

l .

84+ FORTI




ably have guessed, isn’t pretty. In 2007, 36 of
the 100 biggest markets are expected to sce
price declines. For 2008 that number rises a
notch to 37. The area poised for the biggest
fall in 2007? Stockton, Calif., where prices are
expected to drop by 7.1% and another 5.3% in
2008. If you were lucky enough to have bought
a couple of years ago, the 23% price growth
in 2004 and 30% in 2005 should cushion any
blow. But buycr, beware. If the forecast holds
true, a home purchased in Stockton today for
$350,000 will be worth a mere $307,917 two
ycars from now. And that doesn’t account for
the additional toll inflation can takc on the
truc valuc of your asset. Next in linc to take
a turn for the worse: Las Vegas, where our
forecasters think prices will sink 6.6% next
year and another 8.1% in 2008.

But let’s keep all this in perspective. If you're
like so many other homeowners, the value of
your abode has no doubt appreciated hand-
somely thanks to the great American real es-
tate bonanza. Sure, you may not be able to cash
out for as much as you could have gotten last
year, but we’re betting you can sell it for a lot
more than you would have gotten five years
ago. And remember that your home is your
castle, not your 401(k). It’s a place to shelter
your family and rest your head. So while it’s
wise 10 kecp the near term in mind when mak-
ing decisions, long-term perspective is what
really counts in the real estate game.

What to do? Whether you're buying, selling,
or staying put, we've put together some simple
strategies that can make a big difference for
you and your home.

SELLERS: LOWER YOUR
EXPECTATIONS

In order to seal the deal in Mesa, the Bairds
need to sell their home in Plymouth, Minn. Ini-
tially their concession to the slowing market
was to price their home at $310,000, which
is less than the $324,000 asking price for the
most recent sale in the neighborhood, even
though their house has a slightly better layout
and nicer views. But after noticing FOR SALE
signs lingering too long in other people’s {front
yards, they reconsidered. Last month they put
their 2,200-square-foot home on the market
for $299,900. “It’s a little depressing,” says
Bret. “But that’s what we think the market is
willing to pay.” Assuming they get full price,
they’ll be lucky to make a few bucks more than
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During the boom, 7Y 27
speculators headed 9‘{
westward to find 16— “
goldinbricksand 20—
shingles.Now 11—
they're heading b
for the exits. The W m
region will prob- P
ably be home to the 12 14 10791
nation’s five coldest
markets for 2007. 2007 PROMED HOME PRICE CHANGE
-8% -4 -2 0 +2 +4
Regional Projected price change Median
rank Metro‘ar‘ea‘ o ) 2008 ; home‘price2
1 Albuquerque 0.6% $179,620
2 Salt Lake City 1.9% $186,230
3 Tacoma 21% $252,740
4 Seattle—Bellevue 04%  $368,660
5 Portland, Ore.—Vancouver, Wash. -1.1% $279,340
6 Honolulu 0.4% $631,700
7 San Francisco—San Mateo 1.0% $796,180
8 Denver 0.6% $251,180
9 Sanljose -0.9% $776,500
10 Tucson -4.2% $238,870
11 Oxnard-Thousand Oaks, Calif. ~2.4% $533,520
12 SanDiego -1.2% $606,360
13 Sacramento —04% $376,090
14  Phoenix -5.0% $265,820
15 Riverside, Calif. -40%  $390,160
16 Fresno —4.3% $353,820
17 Oakland —2.4% $673,800
18 Los Angeles—Long Beach ~4.6% $533,740
19 Santa Ana—Anaheim -4.5% $710,810
20 Bakersfield, Calif. —6.6% $310,820
21 lasVegas -8.1% $314,380
22 Stockton, Calif. -5.3% $427,340

1 Metro areas often include surrounding towns and occasionally cross state borders; for the fult town listing

see fortune.com. “The median home price as of second quarter 2006.
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the $279 900 they paid two years ago after
commission and closing costs.

But they made the right call. As painful as it
might be to realize that your house isn’t worth
what you thought, asking too much in 3 slow
market is a mistake, “Trying to get last year’s
price is wishfy] thinking,” says Hessam Nadiji,
managing director with real estate advisory
firm Marcus & Millichap. “Often you’re unable
tosell your house, which Compounds itself, and
you keep chasing the market down.” Just ask
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THE SOUTHEAST

2
The housing market looks healthy for the X
region, which may boast 12 of the 20
hottest markets for 2007.
Regional -F%”C“fmge Median  National
rank Metro area’ 2007 2008 home prige?  rank

~8%

1 McAHen-Mission, Texas 9.8% $69.660

2007 PROJECTED HOME PRICE CHANGE 327

Rob Sakey, 46, ofNorthampton, Mass. He and
his siblings put their grandparents’ Victorian
in Cambridgc, Mass., on the market for $2.]
million last year, when real estate in the area
was starting to slide, After four months they
lowered the price to $1.9 milfion. Then $1.7 mil-
lion. At $1.5 million, they started getring bites,
The house is now in escrow for $1.2 millijon.

33 3127 2%

Rl s
4 -2 0 2 44

1
2 [Paso 44%  $124.410 2 . A
3 San Antonio 35%  $139830 6 Regiona Projected price change Median  National
4 Baton Rouge 28%  $170.240 8 rgnk Metro’areal‘ o 2007 2008; home price? rank
L] FortWorth~Ar!ington 38%  $127470 9 21 Greensboro-High Point N.C . 27%  $147.490 43
6 Birmingham, Ala 35% S5m0 1p 22 Louisvill 22% S135980 44
23 New Orleans -0.2%  $173,980 45
7 Houston 31%  $149,720 11 ,
) 24 Richmond 0.3%  $219,660 51
8 Austin 28% 3z 1 25 Jacksonile 10%  $195900 s
9 Dallas-Irving 39%  $161210 13 cisonvile e '
10 Tulsa 39% $134120 15 26 Wilmington, De| 03% $245450 5
1 Charlotte 23% $87000 17 A Baltimore L% S267620 6
12 Neshyile 19%  $175.000 19 28 VlrglmaBeach~Norfolk . : —2.8% $238 370 69
e ' 29 Tampa-St. Ptershurg o -28% $229870 73

13  Little Rock
14 Oklahoma City
15  Knoxville, Tenn,

27%  $124640 91
28% $126280 23

28%  $143060 25
25%  $204640 32
23% 3149470 35
22% 8172620 39

16 Memphis
17 Raleigh
18 Greenville, S.C.
19 Atlanta-Marietta

20 Columbia, S.C. ; 25%  $144.690 40 36 Miami~Miami Beach

! Metro areas often include surrounding towns angd occasionally cross state borders; for the full town listing see fortune.com,
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30 Orlando~Kissimmee, Fia.

L6%  $149,310 24 31 Bethesda~Gaithersburg, Md.
32 W.Palm Beach—Boca Raton
33 Washington, D.. ‘
34 Fort Lauderdale

35 Sarasota~Bradenton, Fla.

-33%  $264110 77

-4.3%  $468150 80
-11%  $393290 g8
-32% $416510 g9
-43% 3366860 ¢
-08% $312720

~15%  $371660 95

“The median home price as of second quarter 2006,




$279,900

PAID 1N 2004

$299,900
MARKET»YA»LUE (EST.) )

2 ,2 nn square feet
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INCOME SPENT ON HOUSING

Bret and Tricia Baird,
pictured with their
kids (from left) Blake,
Nicole, Bekah, and
Emily, priced their
home for less than
what they wanted.
Says Bret: “That’s what
we think the market

is willing to pay.”

You'll also need a reality check when it
comes to the physical appeal of your home.
In the days of bidding wars and waiting lists,
buyers were so happy to land a house that they
scarcely noticed carpet stains and chipped
paint. Today they are picky about the cosmetic
stuff. Already Bret and Tricia have laid new
carpet, repainted, and replaced the kitchen
sink. “We’re making lots of trips to Home
Depot,” says Bret. That’s the spirit all sellers
should adopt. “If it takes repaving the drive-
way or retiling the bathroom to get the house
sold, do it,” says Zandi. “Don’t play a game
of hoping the right buyer will come along just
in time.”

BUYERS: DRIVE A HARD BARGAIN

Shim and Neesa Patel were ready to pounce
on a brand-new home in San Diego carly this
year. It was a 4,300-square-foot Spanish colo-
nial coming on the market for $1.2 million. But
two months before the house became available,
Shim, a 35-year-old engineer for Qualcomm
(Neesa is 30), noticed that local home sales
had more or less ground to a halt. “It made me
very uneasy,” he says. The couple stood pat for
nine months—and for about the same price,
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they’re getting a place that’s 1,000 square feet
bigger.

If you're purchasing from a developer, push
especially hard. Unlike individual sellers,
who are prone to get emotional and dig in
their heels, developers cannot afford to wait.
“Builders are doing anything to move their
inventory, because it costs money to carry it,”
says Ivy Zelman, a housing analyst with Credit
Suisse. “Free cars. Vacations. No closing costs.
You name it. [They’re discounting] anywhere
from 6% to a third off the base price.”

Take, for example, Larry and Wanda Grover,
66 and 60, respectively, who bought a 1,700-
square-foot house last August in Culpeper,
Va. Ryan Homes, the developer, knocked
$10,000 off the $319,000 starting price, kicked
in $9,000 for closing costs, and agreed to an
upgrade of the master bathroom. “Maybe if
I'd held out, I could have gotten more,” says
Wanda. North of Sacramento, Pulte Homes re-
cently agreed to part with a 2,700-squarce-foot
four-bedroom home for almost 18% off the
$497,000 list price, plus an additional $8,500
in credits. “I've never seen anything like it,”
says Lance Pagel, the realtor on the deal. “I
recently point-blank asked one developer’s
agent what incentives she was otfering, and
she point-blank answered $80,000.”
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The region missed oyt op much of the boom, but a least jt
won't suffer the aftermath, None of the Midwestern cities
in the forecast are projected to fayj.

B
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Regional
rank Metro areg! B
1 Youngstown, Ohig
2 Wichita
3 Akron
4 Cleveland
5 Gary, Ing.
6 Toledo
7 Indianapolis
8 Columbys
9 Omaha
10 Cincinnatj

1 Chicago
12 Grand Rapids
13 St Louis
14 Dayton
15 Kansas City

16 Lake—Kenosha Counties (—wis)

7 Minneapolis—st Paut

18 Miwaukee

19 Farmington Hills~Troy, Mich.
20 Detroit-Dearhorn

! Metro areas often include surrounding towi
see fortune com, The medign home price a
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Projected price Change Median National
2007 2008 hqme price? rank

36% $79,190 18
28%  $112.400 20
32%  $121.280 25
33% 136910 28
22%  $126,040 30

3.2% $113,600 31
3.5% $119,500 33
26% $150,160 34
2.7% $141,970 35
28% $146,570 38

20%  $280,740 41
34%  $134670 42
22%  $148 460 46
29%  $117560 49
21% $156,090 50

0.8% $276,510 55
0.8% $229.730 57
0.5% $221,630 59
1.6% $183,200 60
0.3% $107.830 64

ns and oceasionally cross State borders; for the full town listing
s of second quarter 2006,

To compete with the big boys, sellers of
existing homes are also SWeetening the pot.
Feel free to ask sellers to cover closing costs

order for Davig Reznikow, 34, to get a buyer
to sign on the dotted line for hig one-bed-
room Boston condo, he agreed to incur moy-
Ing costs that the buyer would have tq pay to
getthe current tenant our, Retired insurance
executive Ed Thompson, 72, hasn't had muych
luck selling his Estero, Fla., home. He'g ask-
ing $799,()00, but if pProspective buyers don’t
Start showing Serious interegy by spring, he
may tempt them with a $45,000 golf mem-
bership ang 4 new golf cart, Why not just cyt
the price? He explains that he’s already come
down $80,000, and going much lower would
impact his friends’ houses in the gated com-
munity. “It wouy|q be too damaging to take the
money and run,” he says.

As for the Patels, they’l] be moving into g
new home next Spring that comes with a bunch
of extras, Among them: three more sets of
French doors, an extra dishwashcr, awarming
tray, built-in bookshelves, and other upgrades
they have yetto choose, Total valye: $55,000.
“We're happy,” $ays Shim. “It’g 4 scary market,
but I think we 8ot a good dey| ”

CONSIDER RENTING

Stephen Levy knows how lucky he wag to sell
when he did. He put his San Diego penthouse
on the market jp August 2005 for $2.65 mil-
lion, more than doubje what he hag paid for
itin 1998, That October he got an offer for
$2.25 million but turned j down. It woylq be

for him, he was finally able to sell, closing for
$2.1 million, “It was a 8Ift,” he says. «g the
pProperty still worth §2 ; million? I'm not 5o sure
about that Like any precious gift, Levy, who
i 58, is holding it dear. So dear that he decided
not to roll it into another hoyse right now. He

about jt,” he says. “If we’re talking about (he
chance to bangk $1 million, thay’s real money,”




“Builders are
doing anything
to move their
inventory,
because it costs
money to carry
it. Free cars.
Vacations. No
closing costs.
You name it.”

$215,000

PAID N 1998

$510,000

MARKET VALUE (EST.)
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Shim and Neesa Patel
took advantage of
the slowing market.
They asked for—and
got—$55,000 worth
of incentives from
their builder. “We're
happy,” says Shim.

“I think we got a
good deal.”

GUIDE 2007 FYTYRISI T,

The economics of renting make sense to
Spencer and Jacey Davis, 31 and 29, who are
moving to the Boston area—probably for
no longer than 18 months—with their three
children for Spencer’s next assignment with
medical technology company Medtronic. They
took their sweet time weighing one rental in
Concord that they’d been able to talk down to
$1,800 a month against another in Andover
that was asking $2,000. Why no rush? “There is
no competition,” says Jacey. “ We were hoping
to get a bigger bargain.” They did. The Davises
are moving to the Andover rental. Monthly
payment: $1,850.
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STEP AWAY FROM
THE EXOTIC MORTGAGE

Of all the nonsense that the boom has wrought,
little has been crazier than the proliferation of
adjustable-rate mortgages, or ARMs, often
called exotic mortgages because so few pcople
understand them. A refresher: ARMs offer a
low interest rate—a.k.a. teaser—for a certain
period of time, after which it varies according
to prevailing rates. To complicate matters fur-
ther, banks also offer interest-only ARMs that
allow borrowers to pay just the interest in the
beginning and save the principal for later. The
most dangerous type is the “option ARM,”
which causes a home to amortize negatively.
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That means the borrower pays just a portion of
the interest due; the rest is added to the prin-
cipal. Aslong as the home kecps appreciating,
the borrower keeps his head above water. It
the market stalls, an unprepared homeowner
can drown.

ARMs have traditionally been the province
of wealthy and sophisticated homebuyers. Dur-
ing the boom, however, banks went aftcr anyonc

Cities like with a wallet. As a result, a lot of homeowners

Boston and out there are living under a roof they soon won't

Cambridge were be able to afford. Worse than that, these poor

among the first saps may have no idea what they’re in for: Ac-

in the region to cording to astudy earlier this year by Fed ccono-

see the effects mists, 41% of ARM holders do not know the

of the slowdown. maximum interest rate they might have to pay.

The region still - They’ll find out soon enough, though, because

has a ways to g0 s nextyear an estimated $1.5 trition worth of these

pefore finding 2007 PROJECTED !"OME PRICE CHANGE mortgages arc scheduled to reset. (By the way,

solid ground. 8% _Wz 0+ ARMSs make even less sense right now given that

introductory rates aren’t much lower than fixed

rates.) “There’s all kinds of language in these

, , ARM:s that allow the rate to risc much faster

Regional . Projected price change  pedian , National than interest rates are rising,” says financial guru

rank e [,,,.,,V'?‘,”’,?’e? 2007 , ;20,08 ;“9“?,? pr Ice’ ,’?",“, and actor Ben Stein. “They can be treacherous.

1 Syracuse, NY. 36% $117,540 5 I had one, and it screwed me over.”

2 Rochester, Y. 4.2% $116,090 7 bH(%re’s a;;;)(()a(r)};)pz)lc. Suppose a (tj\omct?uycr

. o obtains a »354, mortgage today using a

3 Buffalo-Niagara Fals, N 4.2% $95,620 1 5/1 interest-only ARM at %);’i% Th)zllt mca%ns

4 Abany,NY. 26% $193,370 22 the borrower pays just interest for the first five

5 Hartford 3.2% $256,710 21 years at the guaranteed 6.25%, after which the

) e principal kicks inand the interest rate becomes

6 Pittsburgh 28% $114,560 29 adjustable. The beginning payment is $1,822.91

7 Camden,N.J. -03%  $234,450 48 per month. So what happens five years from

8 Allentown, Pa. -0.8% $241,510 53 now when the loan converts from interest only

g Springfield, Mass. 0.8% $208,690 58 to interest and principal, and the rate facces

: : N its first adjustment? FORTUNE asked Greg

10 , Philadeiphia RS 03%  $223850 o McBride of Bankrate.com to calculate various

11 New Haven 0.4% $288,750 62 scenarios. Best case: 1f the rate falls to 4.25%,

12 Cambridge—Newton, Mass. 17% $448 850 65 the payment would still rise to0 $1,896.08 as the

o rincipal starts to amortize. If the rate stays at

B W(?rcester, Mass. 0.2% $281220 68 2.25%}3 the payment rises to $2,308.84. lf)'lthe

14 Bridgeport-Stamford, Conn. 07%  $480410 70 rate were to jump to 8.25%—which is entircly

15 Newark-Union -23%  $435490 n plausible—the payment would hit $2,759.58.

y That's not necessarily the end of it: The bor-

16 Boston-(Quincy 0.2% $428,940 72 rower could still face };urthcr rate increases in

17 NewYork City -35%  $546,980 74 subsequent years. “Make surc you can afford
18 Edison, N.J. -31% $386,820 75 the fully amortized payment,” says Zelman,

19  Nassau—Suffolk, N.Y. -5.7% $471,050 76 Pat Davis-Lemessy, 44, of Miami Lakes,

20  Providence, R —Fall River, Mass -21% $292,130 78 Fla., knows firsthand how painful these sorts of

, home loans can be. In 2003, when she purchased

21 Essex County, Mass. —05% $380,610 82 her 1,700-square-foot home just minutes away

22 Poughkeepsie, N.Y. -33%  $275,150 87 from where she works as a medical plastics en-

gineer for a subsidiary of Johnson & Johnson,
she signed up for an interest-only loan with a
3.4% teaser for the first four months. At $850
a month, the tcaser was easily affordable. But

| Metro areas often include surrounding towns and occasionally cross state borders; for the full town listing
see fortune.com. ?The median home price as of second quarter 2006.
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“There’s all kinds
of language in
these ARMs that
allow the rate to
rise much faster
than interest
rates are rising.
They can be
treacherous.

| had one, and

It screwed me
over.”

MARKET WATCH

Four of the ten
hottest U.S. home
markets forecast

for next year are

in Texas.

California is home to
the chilliest markets.
A projected six of

the top ten are in the
Golden State.
Boston, New York,
and Washington, D.C.,
are forecast to drop
in 2007.

Syracuse, N.Y., Mem-
phis, and Atlanta are
projected to climb
next year.

REAL ESTATE

then her payments started creeping up by almost

200 each month until she found herself paying
$1,770—in interest only! Last year she did the
smart thing and refinanced into a 30-year fixed
at 5.25%. Doing so cost her $5,000 in fees, but
she considers that well worth the peace of mind
of knowing exactly what she’s going to owe each
month. “If I'd done a fixed rate when I bought,
it would have been 4.65%,” she says. “The ad-
justable rate was a mistake. [ lost thousands in
equity on my home.”

A W

SHOP FOR A RATE DROP

When Tom Downie and Rebecea Romajas first
laid eyes on their 18th-century Connecticut
colonial, they knew they had to have this his-
torical gem. It had rough edges, so soon after
purchasing it in 1999, they got to work. Tom,
35, a public relations manager, laid a stone pa-
tio. Rebecca, 33, a senior technical director for
AT&T, framed the unfinished windows in the
sunroom. Soon they decided to tackle projects
that went beyond the do-it-yourself level, so
they borrowed $32,000 from a $60,000 line
of credit and called in the pros to do some-
thing about their Brady Bunch-cra kitchen.
The terms of the deal: They were required to
pay the interest only on a variable monthly
rate of prime plus 0.99%. Rates were low at
the time, but to be safe, they chipped away at
the principal. (Tom and Rebecca have always
been cautious when it comes to debt. As exotic
mortgages were proliferating, they stuck with
a 30-year fixed loan, which they refinanced in
2003 to a 15-year fixed.) Four years later the
loan amount is down to $23,000.

During that time the Fed raised short-term
rates 17 times, and the Downies’ monthly interest
payments have risen along with those hikes (last
month their rate was 9.24%). To get the most for
their money they’ve decided to roll their line of
credit into a fixed-rate loan. But before accept-
ing their bank’s kind offer of 8.5% on a five-year
fixed, they’re shopping around. “I'l] get four or
five offers,” says Rebecca. “I'll write them all out
in a notebook and compare each one.”

The Downies couldn’t have chosen a better
time to look for money. In 2003 the mortgage
industry originated $3.8 trillion worth of loans,
according to the Mortgage Bankers Associa-
tion. Next year it will hand out an estimated
$2.1 trillion. “That’s nearly a 50% drop in vol-
ume, which means there’s tremendous pressure
On company earnings,” says Doug Duncan,
chicf economist with the MBA. “They’re go-
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ing to negotiate 1o getyour business.” Bank of
America offercd the Downies the same loan
for 8% with no fees. Webster offered 7.749%.
Wachovia came down to 7.44% with $230 in
fees. And TD Banknorth’s rate is 6.49%, as
long as the payments are deducted automati-
cally from their checking account.

KEEP AN EYE ON YOUR EQUITY

The Downies borrowed against their growing
home equity to improve their home, but not
everyone has been so wise. Of the nearly $2.8
trillion that Americans have withdrawn from
their homesin the past five years, plenty has gone
toward such farsighted capital improvements
as trips to Disney World, fancy clothes, boats,
etc. The good news, of course, is that reckless
spending has kept the American economy chug-
ging. But it has also saddled many American fam-
ilies with some major debt, which is particularly
dangerousin a declining real estate market.

Bottom line: Lay off the home leverage, be-
cause if you run into trouble, the price appreci-
ation won't be there to bail you out. According
to the forecast, only four of the 100 metro areas
are expected to grow by more than 5% next
year. That’s a big comedown from the frothy
20%, 15%, or even 10% annual increases that
you’ve been conditioned to expect as nor-
mal. One more piece of advice on the equity
front: Go easy on remodeling projects. When
housing appreciation was through the roof,
a $100,000 state-of-the-art kitchen probably
paid dividends if the home went up for sale.
Today that’s no longer the case, so you need
to think hard before shoveling a lot of extra
money into your abode, Spiffing up in order 1o
£0 to market is one thing; ripping up the entire
first floor to improve the layout is another. “If
you're trying to determine whether a home im-
provement is a good investment, it’s probably
measurably less so than it was,” says Zandi. As
careful as the Downies have been with their
equity, they also have dreams of making their
home utterly fabulous. One amenity they've
always wanted: an outbuilding for holding sum-
mer parties, which would cost $30,000 to build.
Considering the current real estate market,
those plans, utterly fabulous though they may
be, are on hold indcfinitely.

It’s a new market. And as far as sensible
homeowners like the Downics are concerned?
Solvent is the new fabulous. @
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