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Most people would be shocked by just how dispersed the opinions of value from educated and competent professionals using the same market information on the same subject property, when no information is given about the selling price.   Depending on the uniqueness of the neighborhood, a plus or minus range of 10% should not be unexpected.  This means a home with an average value of $300,000 may be appraised at $270,000 by one appraiser and $330,000 by another, both competent and aware of the market conditions.  

With most residential appraisals being procured for the purpose of supporting the mortgage market we have historically observed the need for a single point value estimate.    The uncertainty and trend around this value are important pieces of information which could be utilized in assessing the risk of loss by the mortgage provider.  Historically we have seen appraisers compelled to produce a single value along with the implied origination LTV, loan to value ratio, which is essential for compliance with mortgage market rules.  Today a market condition addendum, known as 1004MC is required, which provides additional information about the value trends.

Here we examine the limits of accuracy in attempting to pin down a single value, via a tale of two cities, more precisely two submarkets.  First, we will discuss why prices may vary.  Second, we provide a comparison between a very homogeneous submarket and a very heterogeneous submarket to see how diverse normal ranges in prices an appraiser might observe in the process of formulating value.   The conclusion is that pinpoint values are challenging enough in homogeneous markets but especially difficult in markets where all the homes are unique.  This is why the market trends analysis and uncertainty are appropriate inclusions in a report used for mortgage underwriting.
Why do we observe market price uncertainty?


There is a range of prices over which any particular property will sell at any point in time.  Most of the reasons for price dispersion for very similar property are well known, but not well documented.  They include:

1) Tastes and preferences differ and while many properties are fairly comparable, there are still nuances and décor that influence value and which remain unobservable.  The more unique and custom the home the greater we should expect the variance on

Volatiliy

Missed variables of importance

Inaccurate Info (home fixed up without permit)

Asymetric information

Thin markets

Time lags


Price indices are hard for the typical appraiser

Seasonality
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	Appendix 4:  Sample of the State Foreclosure Rate Correlations MBA data 1972-2002  (Negative Correlations Shaded)

	
	AL
	AK
	AZ
	AR
	CA
	CO
	CT
	DE
	DC
	FL

	AL
	1.00
	
	
	
	
	
	
	
	
	

	AK
	0.48
	1.00
	
	
	
	
	
	
	
	

	AZ
	0.58
	0.87
	1.00
	
	
	
	
	
	
	

	AR
	0.35
	0.65
	0.65
	1.00
	
	
	
	
	
	

	CA
	-0.16
	-0.40
	-0.25
	-0.40
	1.00
	
	
	
	
	

	CO
	0.26
	0.78
	0.88
	0.69
	-0.32
	1.00
	
	
	
	

	CT
	0.39
	-0.20
	-0.12
	-0.26
	0.69
	-0.43
	1.00
	
	
	

	DE
	0.27
	-0.32
	-0.22
	0.26
	0.35
	-0.34
	0.58
	1.00
	
	

	DC
	0.05
	-0.32
	-0.26
	0.07
	0.55
	-0.33
	0.49
	0.79
	1.00
	

	FL
	0.72
	0.49
	0.76
	0.58
	0.10
	0.58
	0.34
	0.34
	0.22
	1.00

	GA
	0.89
	0.39
	0.50
	0.52
	-0.19
	0.20
	0.41
	0.51
	0.18
	0.74

	HI
	-0.07
	-0.38
	-0.29
	0.08
	0.39
	-0.25
	0.25
	0.72
	0.87
	0.18

	ID
	-0.05
	0.25
	0.38
	0.81
	-0.31
	0.60
	-0.49
	0.21
	0.09
	0.37

	IL
	0.08
	-0.26
	-0.07
	0.48
	0.06
	-0.04
	0.04
	0.78
	0.67
	0.31

	IN
	0.24
	-0.11
	0.03
	0.62
	-0.16
	0.03
	-0.01
	0.76
	0.48
	0.35

	IA
	0.43
	0.66
	0.79
	0.91
	-0.33
	0.85
	-0.26
	0.12
	-0.08
	0.73

	KS
	0.52
	0.72
	0.94
	0.65
	-0.18
	0.87
	-0.14
	-0.14
	-0.23
	0.78

	KY
	0.17
	-0.06
	0.05
	0.65
	-0.29
	0.09
	-0.19
	0.62
	0.38
	0.25

	LA
	0.49
	0.83
	0.85
	0.91
	-0.32
	0.85
	-0.17
	0.05
	-0.10
	0.72

	ME
	0.42
	-0.31
	-0.17
	-0.19
	0.46
	-0.52
	0.86
	0.62
	0.40
	0.27

	MD
	0.19
	-0.30
	-0.21
	0.24
	0.45
	-0.28
	0.57
	0.96
	0.88
	0.36

	MA
	0.57
	0.05
	0.12
	-0.24
	0.39
	-0.25
	0.88
	0.28
	0.10
	0.39

	MI
	0.24
	-0.17
	-0.01
	0.55
	-0.11
	-0.05
	0.03
	0.76
	0.47
	0.30

	MS
	0.79
	0.39
	0.55
	0.60
	-0.22
	0.30
	0.31
	0.47
	0.05
	0.75

	MN
	0.40
	0.70
	0.93
	0.61
	-0.16
	0.94
	-0.24
	-0.25
	-0.26
	0.74

	MT
	0.09
	0.58
	0.68
	0.80
	-0.28
	0.89
	-0.43
	-0.10
	-0.15
	0.56

	NE
	-0.01
	0.22
	0.50
	0.51
	-0.18
	0.59
	-0.51
	-0.08
	-0.08
	0.33

	MO
	0.34
	-0.10
	0.09
	0.56
	0.07
	0.00
	0.23
	0.86
	0.63
	0.48

	NV
	-0.17
	0.10
	0.40
	0.39
	0.01
	0.60
	-0.49
	-0.10
	0.04
	0.31

	NH
	0.55
	0.20
	0.22
	-0.11
	0.34
	-0.16
	0.82
	0.30
	0.17
	0.40

	NJ
	0.50
	-0.09
	0.00
	-0.21
	0.50
	-0.36
	0.95
	0.50
	0.33
	0.41

	NM
	0.48
	0.56
	0.65
	0.93
	-0.29
	0.61
	-0.14
	0.39
	0.27
	0.69

	NY
	0.38
	-0.22
	-0.18
	-0.14
	0.60
	-0.47
	0.97
	0.72
	0.57
	0.33

	NC
	0.48
	0.01
	0.13
	0.62
	-0.12
	0.01
	0.25
	0.83
	0.47
	0.51

	ND
	-0.07
	0.47
	0.63
	0.48
	-0.17
	0.84
	-0.50
	-0.40
	-0.31
	0.40

	OH
	0.15
	-0.20
	0.01
	0.51
	-0.08
	0.01
	-0.08
	0.67
	0.50
	0.27

	OK
	0.17
	0.78
	0.82
	0.76
	-0.28
	0.96
	-0.38
	-0.26
	-0.27
	0.57

	OR
	-0.06
	0.14
	0.41
	0.47
	-0.16
	0.59
	-0.51
	-0.08
	-0.02
	0.30

	PA
	0.45
	-0.07
	0.04
	0.45
	0.26
	-0.13
	0.56
	0.95
	0.73
	0.53

	RI
	0.24
	-0.44
	-0.33
	-0.34
	0.73
	-0.60
	0.94
	0.69
	0.64
	0.20

	SC
	0.40
	0.16
	0.34
	0.79
	-0.15
	0.36
	0.05
	0.65
	0.34
	0.64

	SD
	-0.05
	0.30
	0.40
	0.55
	-0.45
	0.66
	-0.60
	-0.17
	-0.35
	0.22

	TN
	0.62
	0.16
	0.24
	0.63
	-0.25
	0.05
	0.24
	0.72
	0.35
	0.51

	UT
	0.20
	0.43
	0.64
	0.78
	-0.39
	0.73
	-0.51
	0.04
	-0.06
	0.49

	TX
	0.58
	0.83
	0.90
	0.73
	-0.11
	0.83
	0.07
	0.01
	-0.13
	0.82

	VA
	0.43
	-0.17
	-0.08
	0.15
	0.48
	-0.32
	0.82
	0.91
	0.75
	0.48

	VT
	0.12
	-0.08
	0.02
	-0.07
	0.24
	-0.13
	0.27
	0.15
	0.22
	0.11

	WA
	-0.07
	0.04
	0.30
	0.64
	-0.03
	0.50
	-0.34
	0.33
	0.28
	0.40

	WV
	0.50
	0.28
	0.30
	0.79
	-0.29
	0.20
	0.10
	0.66
	0.37
	0.53

	WI
	0.04
	0.06
	0.39
	0.50
	-0.12
	0.51
	-0.43
	0.12
	0.11
	0.39

	WY
	0.02
	0.54
	0.69
	0.56
	-0.19
	0.92
	-0.46
	-0.35
	-0.33
	0.47
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