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20% of homeowners 'underwater

Study finds more than 20% of U.S. homeowners - abo20 million
residences - owe more than their homes are worth.

By Les Christie, CNNMoney.com staff writer
Last Updated: May 6, 2009: 9:51 AM ET

NEW YORK (CNNMoney.com-- More than 20% of American homeowners owe moréheir mortgage debt
than they can sell their homes for, according tindastry report released Wednesday.

The real estate Web site Zillow.com reported tHa8% of all U.S. homes, representing more than B@m
residences, were in a "negative equity" or "undégvigosition after prices dropped more than 14%onally in
the year ended March 31.

"A combination of falling prices and low down paynt® has left many borrowers underwater," said Stan
Humphries, Zillow's vice president in charge ofedanhd analytics. "In some markets, more than Halfl(homes
are in negative equity."

Those markets include Las Vegas, where a whopti2f6 of homeowners would have to bring cash taabk
if they sold their homes. Other markets are Statk@alif., where 51.1% of homes are underwater,Madesto,
Calif., where 50.8% of homes are in that position.

"That's really important, because homeowners iratieg) equity have fewer options if they take finahshocks
such as divorce, job loss or medical bills, makorgclosure more likely," said Humphries.

Zillow.com based its estimate of negative equityngigts own home price estimates. It obtains th®seollecting
sales records and applying the price trends isfiodother homes in the community. It then compisdsome
price estimates to the initial loan balances tegeine if borrowers have fallen underwater.

The analysis is based on the mortgage balance &intle of purchase and the price changes thatdwougred
since. It does not take into account that some lb@mers may have paid down principal along the way.

Humphries believes it's a conservative approachusrthe trend has been for people to strip vatue their
homes in the form of home equity loans and linesreflit, than to add value by paying down their tg@ges.

"I think our number is either right on or negateguity may be even a little worse," he said.
Some dispute Not all industry insiders back these findings.

"Zillow's negative equity estimates strike me dittle high," said Richard DeKaser, a real satelystaand founde
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of Woodley Park Research in Washington D.C. Hetgdimut that other estimates of negative equitinfro
Moody's Economy.com, for example, and First Ameri¢aAF, Fortune 50) CorelLogic, have not been that
elevated.

The last CoreLogic report was for data throughethé of 2008 and it estimated that 8.3 million homvese
underwater.

Moody's Economy.com chief economist Mark Zandireated that 14.8 million were underwater at the @nd
March.

Foreclosure risk: Underwater homeowners are much more likely to thee& homes to foreclosure than
borrowers with value remaining. That negative ggodntributes to foreclosures is supported by Hildostatistics
on foreclosure sales.

In Los Angeles, 20.3% of owners are underwaterfaratlosures accounted for 34% of all sales. InNb& York
metropolitan area, by contrast, only 7.8% of homeens are underwater and a mere 4.5% of all hones sairing
the past 12 months were foreclosures.

Negative equity makes it harder for housing marketevive

"It puts increased downward pressure on housirggpras defaults increase and add supply to mdrkatd,
DeKaser.

It also makes homes more difficult to sell. Undelevawners either have to bring cash to the tabtader to pay
off the balances of their debts not covered bystile prices of their homes, or they have to gét theders to
agree to "short sales," for less than what they, @wd have their lenders forgive the unpaid debts.

The problem may be easing a bit. Zillow did rebat price drops seem to be moderating in some hiaites,
indicating that they might be approaching a bottaatording to Humphries.

"Places like Modesto, Calif. have recorded a cooplguarters of flat or diminishing year-over-yeclines," he
said. "That's what constitutes the good news mrigport."s
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