AFFORDABILITY SHOWED IMPROVEMENT IN 2008
In Maricopa County, the resale and new home sectors fell from record sales appreciation. Much of the hyper activity of 2003-3005 was driven by people seeking investment opportunities through rentals and /or flipping. As prices accelerated over those years, it drew in more and more people who did not want to be left out of the booming housing market whether they were occupants or investors. 
While the area is well known for its affordable housing, the recent rapid rise in home prices and fairly stable household income, affordability has been significantly impacted. Further, the affordability index is based on monthly gross household income ($4,360) and does not take into account any wealth effects such as savings or equity appreciation in previous homes. 
Since 1985, the Realty Studies has computed affordability indexes for the Greater Phoenix area and several cities. When the index value is 100, the typical home buyer (based on the current median resale price and household income) will be able to afford a median-priced home at the stated effective interest rate (6.2 percent). A lower index value indicates less affordable single-family homes, but does not take into account alternative housing forms such as townhouse/condominiums or manufactured housing.

While interest rates increased during much of 2008, the mounting financial crisis and weakening economy led to lower interest rates by the end of the year. Thus, the average annual interest rate on a 30-year mortgage remained at 6 percent.    

In the resale home market, the median home price increased 37.5 percent in 2005, but only 1.4 percent in 2007 and declined 26.3 percent in 2008 to $186,000 from $255,000. Median home price opened 2008 at $225,000, but ended in December at $147,100. For new homes, the median home price decreased 16.7 percent from $283,365 in 2007 to $235,955. This was in response to homebuilders lowering prices to decrease very high levels of new home inventory. 
Based on the annual median price of $198,000, the resale affordability index will be at 100. Continued low interest rates and much lower home prices offset a slightly higher median household income. The Greater Phoenix resale affordability index increased from 77 in 2007 to 106 for 2008.For the same reasons, the Greater Phoenix new home affordability index value also improved from 69  to 84 (See Table 1).
Historically, local median prices have been below national levels. However, this relationship was reversed beginning in 2005, but returned to the historical relationship with 2008 ($186,000) being below national value of $197,100. However, the local new home market ($235,955) was  above the national median price ($232,100).
Just as changes in the median sales price can affect the affordability index, changes in any of the other assumptions used to compute the index also will impact its value [see Table 2]. A key assumption is that a household earns the median income. Because interest rates have remained low and consistent in the last few years, a household earning $25,000 annually could afford a home priced at $94,000. 
Although the typical term for a mortgage is 30 years, shorter terms are becoming more common, especially for refinancing homes. If the term is reduced to 15 years, the 2008 resale index falls to 76. If the effective interest rate were to rise to 10.5 percent as it did in 1990, the 2006 index value would only be 72. 

Many households, especially those acquiring a home for the first time, may have difficulty saving enough for the down payment. If the down payment is reduced from 15 to 10 percent, the larger debt and subsequent higher monthly payment would place a greater strain on the household income, and the 2007 resale index would drop to 100. However, current homeowners may be able to use the appreciated equity in their home to make a 25 percent down payment for their next home — then the resale affordability index would be 120.
.

LOOKING AHEAD

Housing affordability has been an important element in economic development, especially when competing with California. In contrast to San Diego ($385,600) and Orange County ($533,200l housing appears to be very affordable, but less so when compared to Atlanta ($149,500) and Dallas ($145,800). Affordability is based on three items: household income, home prices and the financing package, especially down payment and interest rates.  
 For the last year, the housing market has been confronting issues derived from the hyper-market of previous years such as the subprime meltdown and overly ambitious investors. However, the over-all economy was still fairly good. Now, the housing market still has the market issues but the economy is in a recession. While there has been little attempt to help investors and many of their dreams are now foreclosed, there have been many programs started to help homeowners to save the occupancy of their home. Most of the attempts have dealt with reset of higher interest rates, with the basic premise being that the home occupant has the income but not enough to satisfy the new mortgage payment, In a weak economy that has had  and will continue, to have additional job and income losses, many households now will not have the needed income to save their homes, even with a new mortgage payment plan. Of the three items, household income is the most troublesome and potentially limiting on the future of the local housing. The weakening economy has led to increasing job losses at all level of the economy. Even with existing jobs, companies are trying to transfer costs to the employee, especially in the pension and health care areas. Thus, they are reducing the take-home pay, which can influence consumer confidence and the economic ability to buy homes. Thus, the potential economic downturn will define how much further the housing market will worsen and when will recovery begin.

Except for the wealthy, most homebuyers have to make tradeoffs such as lot size for location or number of bedrooms for size of bedrooms. Thus as affordability declines, homebuyers have to make more tradeoffs in order to buy a home within their budget. Further, there is a mounting concern in many cities that many employees such as policeman, teachers and fireman cannot afford homes within the community. Thus, these public servants are unable to make a meaningful relationship with the people of the community. Another affordability issue concerns the ability of young households, who lack the wealth for a down payment, to enter the housing market. Once in the market, people can use their respective equity appreciation to move-up the housing market.  
The local resale housing market, since 1982, has been fairly stable representing 7 percent of the single-family inventory, while the 2005 indicator stood at 11 percent. The 2008 housing market stood at 8 percent of inventory which is comparable to the housing markets of the early 1990s. However, unlike past markets, the foreclosure activity accounted for over 40 percent, while it is usually under 3 percent. Although there is a large inventory of available homes, buyers, for many reasons, appear reluctant to take advantage of the market. The first issue is that most buyers have to be sellers, which is difficult in this market. While interest rates are low, higher underwriting guidelines for all loans and limited capital availability for non-conforming loans (above $417,000) have made it difficult for people to obtain the needed financing. Finally, many of the vacant homes are in submarkets that current buyers do not want due to travel congestion, higher energy costs, lack of area amenities and uncertainty about the future appreciation in the area. Thus, throughout 2008, the resale housing market increasingly showed signs of weaknesses that will continue into 2009 and 2010, especially in light of a very weak economy.

For the last few years, the housing market has been confronting issues derived from the hyper-market of previous years such as the subprime meltdown and overly ambitious investors. However, the over-all economy was still fairly good. Now, the housing market still has the market issues but the economy is in a serious recession. While there has been little attempt to help investors and many of their dreams are now foreclosed, there have been many programs started to help homeowners to save the occupancy of their home. Most of the attempts have dealt with reset of higher interest rates, with the basic premise being that the home occupant has the income but not enough to satisfy the new mortgage payment, In the current economy that continues to have further job and income losses, many households now will not have the needed income to save their homes, even with a new mortgage payment plan. Thus, how much longer and deeper will the economic downturn go, will define how much further the housing market will worsen and when will recovery begin.

Although not really predictable, a major concern is that geopolitical risk could  adversely impact the economy and lead to even lower housing market activity. An example would be some event that would lead to even higher oil and gasoline prices that would further reduce the net income of people and their ability to support their current home or to buy one.  Further, as people settle into their dream homes with low mortgage payments, there will be little incentive or pent-up demand for people to change their housing investment. Thus, any  market recovery will is increasingly dependent on population growth and new household formation. 

After the hyper market of the last few years, it is difficult to accept a normal market with lower sales and appreciation. While the market works towards recovery, there are many concerns that could adversely impact the local housing market.  These include

· Geopolitical event occurs that adversely impacts the economy, especially in the area of energy resources.

· The credit crunch continues to grow, increasing the cost of borrowing and lowering the availability of financing, even to credit-worthy borrowers.

· Increasing number of homes come onto the market, especially in submarkets, putting more downward pressure on home prices in areas.

· An increasingly weak economy will lead to further job and income loss that will greatly impact the ability of households to sustain ownership. 

· Increasing energy, food, and health costs that put more pressure on household’s net income and on their ability and desire to own the current home or purchase another one.

· Increasing energy costs and traffic congestion could further erode the market and values in the newer development areas. 

· During the past few years, condominiums have become popular as evidenced by new high rise projects, condo conversions and higher priced units. However, buyers have not been as excited as developers, so many projects languish. 

With a continuing weak economy and mounting job losses, most potential homebuyers lack the confidence and/or financial capability to buy a home. Further, much of the housing market is fairly satisfied with their current housing. Must like the hyper-market, investors seem to be playing a lead role in acquiring inexpensive homes for rental or hold for appreciation. Thus, the housing market of 2008 appears to be one of transition from hyper activity to sustainable activity, but where many concerns remain.  When the full recovery commences is dependent on when the economy and job growth commences. Further, inflation pressures have to be low or interest rates will be increased, further delaying any recovery.  Even with stronger economy in 2010, the recovery will be back to historical norms not the hyper market levels.  This would generally, mean around 70,000 resale homes, with limited foreclosure activity,  and 45,000 single-family permits. Further, it will be inconsistent across the greater Phoenix area as higher energy cost and other costs could limit the selection process and financial capability for many households. Thus, the close-in areas could see recovery sooner while the new areas of development might not see recovery until late 2010 or beyond 

— Jay Q. Butler

Arizona Realtor Professor
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	GREATER PHOENIX REAL ESTATE MARKET
	
	

	
	
	
	 Single-family Housing Affordability
	
	
	

	
	
	
	
	Annual
	
	
	
	

	
	
	
	
	1988-2008
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	Resale Homes
	
	New Homes
	

	
	Median Gross
	Effective
	Median
	Monthly
	Resale
	Median
	Monthly
	New

	
	Monthly
	Interest
	Sales
	Housing
	Affordability
	Sales
	Housing
	Affordability

	Year
	Income
	Rate
	Price
	Payment
	Index
	Price
	Payment
	Index

	1988
	$2,490 
	10.8%
	$78,000 
	730
	95
	$103,950 
	$970 
	72

	1989
	2,600
	11.0
	78,000
	740
	98
	105,850
	1,010
	72

	1990
	2,725
	10.5
	79,000
	720
	106
	109,300
	1,000
	76

	1991
	2,800
	9.4
	80,000
	670
	118
	107,500
	845
	87

	1992
	2,835
	8.6
	83,000
	640
	123
	108,800
	850
	94

	1993
	2,890
	7.4
	84,000
	580
	139
	112,500
	780
	104

	1994
	2,985
	8.5
	87,225
	670
	125
	124,475
	960
	87

	1995
	3,150
	8.1
	90,500
	670
	132
	127,600
	945
	93

	1996
	3,280
	7.9
	97,000
	705
	130
	130,750
	950
	97

	1997
	3,425
	7.5
	105,000
	735
	131
	136,130
	950
	101

	1998
	3,595
	6.9
	113,585
	750
	135
	139,070
	915
	110

	1999
	3,780
	7.2
	120,000
	815
	130
	146,710
	995
	106

	2000
	3,900
	7.9
	128,900
	935
	117
	150,770
	1,095
	100

	2001
	3,965
	6.9
	136,000
	890
	124
	156,560
	1,030
	108

	2002
	4,025
	6.4
	144,900
	905
	124
	159,990
	1,000
	113

	2003
	4,060
	5.7
	155,000
	900
	126
	173,235
	1,005
	113

	2004
	4,120
	5.7
	174,815
	1,015
	114
	195,000
	1,130
	102

	2005
	4,190
	5.7
	240,500
	1,395
	84
	251,795
	1,460
	80

	2006
	4,260
	6.3
	260,600
	1,615
	74
	306,355
	1,895
	63

	2007
	4,310
	6.2
	255,000
	1,560
	77
	285,085
	1,745
	69

	2008
	4,360
	6.3
	186,000
	1,150
	106
	235,955
	1,460
	84
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	AFFORDABLE HOME PRICE AND MONTHLY PAYMENT

	By Level of Income
	
	
	

	(Greater Phoenix Area; Effective Interest Rate of 6.3 Percent)

	
	Sales 
	Monthly
	Affordability

	Gross Monthly/Annual Income
	Price
	Housing Payment
	Index

	$1,675/$20,000
	$75,500 
	$470 
	100

	$2,075/$25,000
	 94,000
	580
	100

	$2,500/$30,000
	113,500
	700
	100

	$2,925/$35,000
	132,750
	820
	100

	$3,325/$40,000
	151,000
	935
	100

	$3,750/$45,000
	169,000
	1,045
	100

	$4,175/$50,000
	188,000
	1,165
	100

	$6,250/$75,000
	282,500
	1,750
	100

	$8,325/$100,000
	378,000
	2,340
	100


	
	
	
	
	
	
	

	2007
	Median Gross
	Resale
	Resale
	
	New
	New

	Effective Interest rate
	Monthly
	Median
	Affordability
	
	Median
	Affordability

	6.2 percent 
	Income
	Price
	Index
	
	Price
	Index

	
	
	
	
	
	
	

	Avondale
	4,675
	225,000
	95
	
	236,890
	90

	Carefree 
	8,435
	900,000
	43
	
	
	

	Cave Creek
	5,700
	473,090
	55
	
	
	

	Chandler 
	5,550
	289,000
	88
	
	449,200
	56

	El Mirage 
	3,215
	190,200
	77
	
	266,045
	55

	Fountain Hills 
	5,860
	500,000
	54
	
	
	

	Gilbert
	6,470
	294,000
	101
	
	291,535
	101

	Glendale 
	4,280
	235,000
	83
	
	314,635
	62

	Goodyear 
	5,465
	252,000
	99
	
	316,290
	79

	Mesa 
	4,070
	232,900
	80
	
	280,000
	66

	Paradise Valley 
	14,285
	1,740,000
	38
	
	
	

	Peoria 
	4,965
	257,000
	88
	
	341,585
	66

	Phoenix 
	3,920
	220,000
	81
	
	308,825
	58

	Scottsdale 
	5,465
	572,000
	44
	
	1,150,000
	22

	Surprise 
	4,200
	235,215
	82
	
	257,490
	75

	Tempe 
	4,035
	275,000
	67
	
	335,650
	55

	
	
	
	
	
	
	

	Maricopa County
	4,310
	255,000
	77
	
	285,085
	69

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	2008
	Median Gross
	Resale
	Resale
	
	New
	New

	Effective Interest rate
	Monthly
	Median
	Affordability
	
	Median
	Affordability

	6.3 percent 
	Income
	Price
	Index
	
	Price
	Index

	
	
	
	
	
	
	

	Avondale
	4,730
	158,895
	135
	
	204,635
	105

	Carefree 
	8,530
	748,500
	52
	
	
	

	Cave Creek
	5,765
	372,675
	70
	
	693,215
	38

	Chandler 
	5,615
	234,000
	109
	
	387,930
	65

	El Mirage 
	3,255
	124,900
	118
	
	
	

	Fountain Hills 
	5,925
	425,000
	63
	
	
	

	Gilbert
	6,545
	235,000
	126
	
	254,315
	116

	Glendale 
	4,325
	172,500
	113
	
	250,995
	78

	Goodyear 
	5,530
	186,635
	134
	
	244,000
	103

	Mesa 
	4,120
	175,000
	106
	
	234,535
	79

	Paradise Valley 
	14,450
	1,660,000
	39
	
	
	

	Peoria 
	5,020
	210,000
	108
	
	282,885
	80

	Phoenix 
	3,960
	150,000
	119
	
	266,455
	67

	Scottsdale 
	5,531
	460,750
	54
	
	1,120,000
	22

	Surprise 
	4,245
	179,595
	107
	
	212,460
	90

	Tempe 
	4,081
	230,290
	80
	
	338,040
	55

	
	
	
	
	
	
	

	Maricopa County
	4,360
	186,000
	106
	
	235,960
	84


HOUSING AFFORDABILITY

DEFINITION OF TERMS

Affordability index: Defined in terms of the median-income household. An index of 100 indicates that a median-income household is able to qualify for a median-priced home under the assumptions provided in this table. An index of 90, for example, suggests that such a household earns only 90 percent of the needed income.

Income: Median gross household income is estimated from median effective buying income (similar to disposable income), published in Sales and Marketing Management.

Income qualification factor: Federal National Mortgage Association (FNMA) guide-lines state that “monthly housing expenses should not represent more than 25 to 28 percent of gross monthly income.” The upper limit is used.

Interest rate: The effective interest rate on 30-year, fixed-rate, conventional mortgage loans for single-family homes includes the contract interest rate plus fees and charges, or “points,” amortized over a 10-year period.

Loan amount: A down payment of 15 percent is assumed.

Median sales price: Single-family homes only. Metropolitan Phoenix data from real estate recordings in Maricopa County. National resale home data from National Association of Realtors; national new home data from U.S. Bureau of the Census.

Monthly housing payment: As defined by FNMA, housing expenses comprise principal, interest, taxes and insurance. Data on taxes and insurance are not available; they are estimated at 15 percent of total housing expenses, using information supplied by the National Association of Home Builders.


	2004
	Median Gross
	Resale
	Resale
	
	New
	New

	Effective Interest rate
	Monthly
	Median
	Affordability
	
	Median
	Affordability

	5.7 percent 
	Income
	Price
	Index
	
	Price
	Index

	Avondale
	4,470
	163,000
	132
	
	163,670
	132

	Carefree 
	8,065
	525,000
	74
	
	
	

	Cave Creek
	5,450
	325,000
	81
	
	390,000
	67

	Chandler 
	5,310
	186,000
	138
	
	249,630
	103

	El Mirage 
	3,075
	134,900
	110
	
	139,950
	106

	Fountain Hills 
	5,600
	322,000
	84
	
	350,000
	77

	Gilbert
	6,185
	205,000
	146
	
	214,995
	139

	Glendale 
	4,090
	158,900
	124
	
	201,715
	98

	Goodyear 
	5,225
	183,000
	138
	
	186,310
	135

	Mesa 
	3,890
	158,000
	119
	
	217,325
	86

	Paradise Valley 
	13,655
	925,000
	71
	
	
	

	Peoria 
	4,745
	175,000
	131
	
	270,000
	85

	Phoenix 
	3,745
	139,500
	129
	
	165,470
	109

	Scottsdale 
	5,225
	385,000
	65
	
	569,095
	44

	Surprise 
	4,015
	164,900
	117
	
	178,760
	108

	Tempe 
	3,855
	182,000
	102
	
	223,154
	83

	
	
	
	
	
	
	

	Maricopa County
	4,120
	174,815
	114
	
	195,000
	102

	
	
	
	
	
	
	


	
	
	
	
	
	
	

	2005
	Median Gross
	Resale
	Resale
	
	New
	New

	Effective Interest rate
	Monthly
	Median
	Affordability
	
	Median
	Affordability

	5.7 percent 
	Income
	Price
	Index
	
	Price
	Index

	Avondale
	4,546
	239,900
	91
	
	224,915
	98

	Carefree 
	8,200
	724,500
	55
	
	
	

	Cave Creek
	5,542
	466,740
	57
	
	433,500
	62

	Chandler 
	5,397
	272,650
	96
	
	303,330
	86

	El Mirage 
	3,127
	199,000
	76
	
	176,435
	86

	Fountain Hills 
	5,697
	465,000
	59
	
	455,700
	

	Gilbert
	6,290
	292,000
	104
	
	272,800
	111

	Glendale 
	4,159
	221,900
	90
	
	293,925
	68

	Goodyear 
	5,315
	260,000
	99
	
	263,525
	99

	Mesa 
	3,958
	220,000
	87
	
	260,585
	73

	Paradise Valley 
	13,886
	1,320,000
	51
	
	
	

	Peoria 
	4,825
	250,000
	93
	
	323,190
	72

	Phoenix 
	3,808
	189,500
	97
	
	228,665
	80

	Scottsdale 
	5,315
	525,000
	49
	
	716,670
	36

	Surprise 
	4,082
	240,195
	82
	
	240,845
	82

	Tempe 
	3,922
	250,000
	76
	
	
	

	
	
	
	
	
	
	

	Maricopa County
	4190
	240,500
	84
	
	251,795
	80

	
	
	
	
	
	
	


	
	
	
	
	
	
	

	2006
	Median Gross
	Resale
	Resale
	
	New
	New

	Effective Interest rate
	Monthly
	Median
	Affordability
	
	Median
	Affordability

	6.3 percent 
	Income
	Price
	Index
	
	Price
	Index

	Avondale
	4,620
	255,000
	82
	
	285,030
	73

	Carefree 
	8,340
	875,000
	43
	
	
	

	Cave Creek
	5,635
	505,000
	50
	
	
	

	Chandler 
	5,490
	297,900
	83
	
	447,070
	56

	El Mirage 
	3,180
	215,000
	67
	
	234,050
	61

	Fountain Hills 
	5,790
	530,000
	49
	
	1,040,000
	25

	Gilbert
	6,395
	327,000
	88
	
	348,515
	83

	Glendale 
	4,230
	249,900
	77
	
	403,900
	47

	Goodyear 
	5,405
	282,000
	87
	
	347,570
	70

	Mesa 
	4,025
	243,500
	75
	
	293,240
	62

	Paradise Valley 
	14,120
	1,650,000
	39
	
	
	

	Peoria 
	4,905
	270,000
	82
	
	395,650
	56

	Phoenix 
	3,870
	220,000
	80
	
	303,665
	58

	Scottsdale 
	5,405
	595,000
	41
	
	904,080
	27

	Surprise 
	4,150
	250,000
	75
	
	294,010
	64

	Tempe 
	3,990
	285,000
	63
	
	
	

	
	
	
	
	
	
	

	Maricopa County
	4,260
	260,600
	74
	
	306,355
	63

	
	
	
	
	
	
	

	
	
	
	
	
	
	


	
	
	
	
	
	
	

	2007
	Median Gross
	Resale
	Resale
	
	New
	New

	Effective Interest rate
	Monthly
	Median
	Affordability
	
	Median
	Affordability

	6.2 percent 
	Income
	Price
	Index
	
	Price
	Index

	
	
	
	
	
	
	

	Avondale
	4,675
	225,500
	95
	
	237,465
	90

	Carefree 
	8,435
	900,000
	43
	
	
	

	Cave Creek
	5,700
	473,095
	55
	
	
	

	Chandler 
	5,550
	290,000
	87
	
	443,315
	57

	El Mirage 
	3,215
	192,600
	76
	
	226,610
	65

	Fountain Hills 
	5,860
	504,500
	53
	
	
	

	Gilbert
	6,470
	295,000
	100
	
	299,645
	99

	Glendale 
	4,280
	237,500
	82
	
	297,460
	66

	Goodyear 
	5,465
	255,500
	98
	
	317,990
	79

	Mesa 
	4,070
	235,000
	79
	
	276,430
	67

	Paradise Valley 
	14,285
	1,740,000
	38
	
	
	

	Peoria 
	4,965
	257,830
	88
	
	350,000
	65

	Phoenix 
	3,920
	220,000
	81
	
	300,580
	60

	Scottsdale 
	5,465
	579,000
	43
	
	1,150,000
	22

	Surprise 
	4,200
	237,000
	81
	
	255,880
	75

	Tempe 
	4,035
	276,000
	67
	
	345,000
	53

	
	
	
	
	
	
	

	Maricopa County
	4,310
	257,000
	77
	
	283,365
	70

	
	
	
	
	
	
	


