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Five Year Forecasts of House Prices: A New Product from Collateral Analytics 
 

An important stylized fact of US housing markets is that movements in the price of housing can vary widely 
among local housing markets. A recent article which appeared on the Collateral Analytics website entitled 
“Here is Strong Proof of Wide Differences in Local House Prices” by Follain and Sklarz (2014) highlights this 
point. An implication of this stylized fact is that movements in future house prices will continue to vary widely 
among markets. The challenge is predicting what these changes might be.  It is surely well-understood that 
predicting future house price movements is not an exact science, but a wide variety of evidence does suggest 
that econometric models can shed light on what those movements will be.  
 
The primary purpose of this article is to introduce a new model of house prices at the Metropolitan Statistical 
Area (MSA) level by Collateral Analytics. The model forecasts future house prices for 384 MSAs for a five year 
period: 2014:Q3 through 2019:Q2. A longer article on the CA web site provides more details about the 
estimates of the model, its predictive power, and a variety of other measures of the model forecasts. Here 
focus is upon a brief summary of the model and one set of forecasts.  
 

Description of the CA House Price Model and Key Assumptions Underlying the Model 
 

The model consists of a single equation that is estimated separately for nine groups of MSAs. The dependent 
variable is the natural log of the median sales price. The drivers of this measure of house prices include the 
lagged values of employment, household income, and the number of households, all of which are measured 
in natural logs. Two interest rate measures are also included: the level of the 10 year Treasury Bond and the 
gap between the 10 year and 1 year Treasury rates. The final variable in the model is the index of US House 
Prices, as measured by FHFA’s repeat sales index. The estimated equation also includes MSA specific fixed 
effects, which capture the average gap between the level of prices in an MSA and the amount predicted by 
the economic variables in the model. Quarterly data from 1984 through to 2014:q2 and 384 MSAs are used 
for the estimation.   
 
A key assumption of the new model is that is that it is best estimated by pooling groups of MSAs. This is an 
intermediate approach between two extremes. One extreme would pool all MSAs and generate a common 
set of coefficient estimates for all MSAs in the U.S. This runs the risk of imposing inappropriate coefficients 
for many or most MSAs. The other extreme is one in which the model is estimated separately for each of the 
384 MSAs in the sample. This can result in less precise estimates due to relatively smaller sample size and 
omitting common ground and known interactions among MSAs. Of course, choosing these groups is a 
judgment call. Our approach uses nine different groups of MSAs. Three are based upon employment growth 
between 1990 and 2010 and three are based upon the size of total employment in an MSA in 2000. The 
groups represent those above the 75th percentile, below the 25th percentile, and those between these two 
percentiles.  

http://www.housingwire.com/blogs/1-rewired/post/31325-heres-strong-proof-of-wide-differences-in-local-house-prices
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The combination of these groupings of MSAs and the estimation procedure provide the opportunity to 
capture some of the many other traits of a local market that affect house prices but are difficult to measure 
and incorporate into a model of house prices. For example, some markets are more impacted by international 
buyers than others, e.g. New York, Miami, San Francisco, Los Angeles, etc. A specific measure of 
international demand is not incorporated into the model but its impact may be captured in one of two ways in 
the model. First, the approach generates estimates of what are called MSA fixed effects. These fixed effects 
measure the persistent departure or gap between the level of house prices in a market and what the 
fundamental drivers of house prices incorporated into the model.  These fixed effects vary among the 384 
MSAs in the sample and can reflect this left out factor. Similarly, the nine groupings of the MSAs include one 
for the largest MSAs, which allows the model coefficients to capture the influence of some of the potentially 
left out variables.  
 
The model rests upon the predictions of the underlying variables that drive house prices. The predicted values 
of the number of households, median household income, and the level of employment at the MSA level are 
based upon CA’s own forecasts for these series. The interest rate and U.S. house price projections are based 
upon recent projections of the Federal Reserve Board for its CCAR program.1  
 

Forecasts 
 

Figure 1 offers a summary of the cumulative predicted house price changes from 2014:q3 through 2019:q2 
for the baseline scenario.  The median cumulative price change is 22 percent, which is about 4.5 percent per 
year. The most optimistic predictions call for 6 percent or more per year. About 10 percent of the MSAs fall 
into this category. At the other end of the spectrum, 10 percent of the MSAs are projected to grow at 3 
percent or less per year. 50 percent of the MSAs are predicted to grow between 19 and 27 percent during the 
five year forecast period. Palm Coast, FL and St. George, UT top the list with predicted growth rates of 41 
and 38 percent, respectively. At the other end of the tail are Albany, GA (0 percent) and Rocky Mount, NC (-3 
percent).  

 
More insights about the predictions are 
obtained by focusing on one particular 
group of MSAs. Three are based upon the 
group with the largest amounts of total 
employment and the largest rates of growth 
in employment as defined above. The results 
are in Figure 2. The average predicted 
cumulative growth rate for this group of 
MSAs is about 27 percent, which is higher 
than the average of 23 percent for all 384 
MSAs. Riverside CA tops the list with a 
predicted growth rate of 37 percent. Phoenix 
is at the other end with a predicted growth 
rate of 18 percent.  

                                                 
1 Information about CCAR (Comprehensive Capital Analysis and Review) program and the specific scenarios used in the forecasts 

can be found at: http://www.federalreserve.gov/newsevents/press/bcreg/20141023a.htm. 
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Figure 1: Distribution of Predicted 
Cumulative Growth Rates in House Prices 

among 384 MSAs

http://www.federalreserve.gov/newsevents/press/bcreg/20141023a.htm
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Brief Summary and Key Conclusions 
 

A key conclusion of these forecasts is that there are likely to be wide variations in the future growth of house 
prices among MSAs in the coming years. The specific predictions may be helpful to a variety of potential 
audiences. Those making direct investments in housing would be one specific audience. Another includes 
mortgage lenders. Indeed, one key application of these predictions is within CA’s Credit Risk Model, which 
offers estimates of the wide variation in the credit risk associated with single family mortgage lending among 
MSAs. More information about the predictions of the model is available on the CA web site. We will continue 
to update the model and discuss specific implications of these predictions.   
 

 
ABOUT COLLATERAL ANALYTICS 
Collateral Analytics (CA) develops analytic products and tools to support financial institutions, investment banks, appraisers, real 
estate brokers, and real property capital market activities.  Founded by Dr. Michael Sklarz, CA empowers its clients and business 
partners through cutting-edge technological innovation that provides greater and faster access to reliable information which real 
estate professionals need to make critical decisions. CA is committed to building and delivering the most advanced and innovative 
AVM models, premiere collateral and mortgage risk tools and related products which incorporate CA’s proprietary and sophisticated 
analytics with a wide range of real estate and mortgage related databases.  collateralanalytics.com 
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Figure 2: Predicted Cumulative Growth in House Prices for Large 
and Fast Growing MSAs

http://collateralanalytics.com/

