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Housing Affordability

Housing affordability in the United States has steadily declined
throughout 2022 as prices and interest rates continue to rise. Affordability
plays an enormous role in the housing market's direction, and recent
declines are the leading factor in the housing correction we're currently
experiencing. To understand where the market is going, we need to look
closely at this issue.

Has affordability ever been as low as it is today? Is this level of
affordability sustainable, or could it get worse? What markets are still
affordable?

These are all critical questions that can help inform your investing
strategy. In this article, I'll help you make sense of today's housing market
by exploring the history of housing affordability in the U.S., how the U.S.
compares to other countries in terms of housing affordability, and help
you identify some of the most and least affordable markets in the nation.

Please note that affordability is a huge topic—too big for any one article.
In future articles, | will look to address additional aspects of affordability
like the causes, potential solutions, and rent affordability.




Housing Affordability In
the U.S.




Housing ‘affordability’ refers to how relatively easy is it for an American with an average income to afford an average-
priced home. Right now, affordability is relatively low. According to the data provider, Black Knight, affordability is at its
lowest since the early 1980s. This follows an extended period of relatively affordable housing that lasted from the end
of the Great Recession until the beginning of 2022.

To understand why affordability has changed course so quickly, we need to examine the primary components of
affordability: housing prices, household income, and interest rates.

Housing
Affordability
1975-2022

National payment-to-income ratio, based
on the share of median income needed
to purchase the average-priced home.
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National PTI ratio is the share of the median income needed to make the monthly principal and interest
payment on the purchase of the average-priced home, using a 20% down payment for a 30-yr fixed
mortgage at the prevailing interest rate.


https://www.blackknightinc.com/

Housing Prices

When houses get more expensive, it puts downward pressure on affordability. And we all
know housing prices have grown tremendously over the last two years, going up 38%
nationally from July 2019 to July 2022.

Household Income

The income of a prospective homebuyer is, of course, an important factor. Wages have risen
16% since the beginning of 2020, which is very quick in historical contexts but not nearly
enough to keep pace with housing prices (or inflation).

Interest Rates

Most Americans use some sort of debt to finance a home purchase. As interest rates rise, debt
becomes more expensive, and the costs of a home purchase go up. For example, buying a
$400,000 house at 4% interest would cost the buyer about $1,910/month. At 6% interest, the
same house would cost just under $2,400/month.

With this context, it should be easy to see why affordability has trended in the way it has. At the

beginning of the pandemic, interest rates plummeted, creating one of the most affordable
housing markets we've seen in the U.S. for as long as | have data for.


https://www.redfin.com/news/data-center/
https://www.redfin.com/news/data-center/
https://seekingalpha.com/article/4528474-median-household-income-in-june-2022
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Interest Rates (continued)

Housing prices started going up rapidly in the second quarter of 2021, but ultra-low interest rates kept things relatively
affordable for the following 18 months. Then, in January 2022, mortgage interest rates started rising from an average of
3.1% for a 30-year fixed rate mortgage up to 6% by early September 2022.

Needless to say, affordability has tanked. Wages have gone up during this period, but not nearly enough to offset the
rapid growth of home prices and interest rates since the beginning of 2022.

We've found ourselves in a period of low affordability, but it's important to note that this level of affordability is not
unprecedented. If you revisit the chart earlier, you'll see that housing was less affordable in the 1970s and 1980s due to
super high interest rates. If you're curious, housing prices did continue to rise on a nominal (not inflation-adjusted) basis
through the period of low affordability back then, but there were some periods of high inflation during that time. The last
time housing was as close to this level of affordability was preceding the Great Recession, and we all know what

happened then.

So, if you're wondering if this level of affordability is sustainable, the short answer is yes. In the early 1980s, housing
was considerably less affordable than today and remained that way for about five years. Of course, historical data
doesn't tell us what will happen next, but it does show us that it's feasible for housing to remain at low affordability

for a long time.



Housing Affordability
Across the Globe




Another way we can try to understand whether current affordability
levels are sustainable is by looking at international comparisons. To
do this, | examined data from the 2022 Demographia International
Housing Affordability study.

This report looks at housing affordability across 92 metropolitan
areas in Australia, China, Canada, Ireland, New Zealand, Singapore,
the U.S. and the U.K. The study ranks each market as either
affordable, moderately unaffordable, seriously unaffordable, or
severely unaffordable, as measured by a metric known as the
“median multiplier.”

The data shows that the U.S. actually has the lowest median
average by nation. Note that many of these countries have only one
market, and therefore the median is not a good representation of
the country as a whole. Also, note that this data is from 2021—
before interest rates rose in the U.S.—but still tells an important
story.



http://www.demographia.com/dhi.pdf

Housing Affordability Rating
by Nation

Demographia International Housing Affordability

Table ES-2
Housing Affordability Ratings by Nation: Totals by Market
Australia
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Canada

China: Hong Kong
Ireland

New Zealand
Singapore

United Kingdom
United States

TOTAL

0
0
0
0
0
0
0
1
1




Out of all markets,
Pittsburgh, Pennsylvania, is
the most affordable. Hong
Kong was the least.

If you look at the data closely, you can see the wide variance in U.S. markets.
Pittsburgh’s median multiplier is just 2.7, while San Jose's is 12.6, a massive
difference!

Even though nearly half of the markets in the U.S. measured fell into the “Severely
Unaffordable” category, the U.S. also had the only market in the “Affordable” category
and had a wider distribution of markets. In short, housing is pretty unaffordable in all
of these markets, but relatively speaking, the U.S. has more affordable options than
other countries. You can see the full list of markets below.



Affordable
Housing
Markets

Internationally

TOP 20 MARKETS

(US, UK, Canada, Ireland, Australia, New
Zealand, Singapore, Hong Kong)

Click to see the full 92 market list >
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Market

Pittshurgh, PA

Oklahoma City, OK
Rochester, NY

Edmonton, AB

St. Louis, MO

Cleveland, OH

Glasgow

Cincinnati, OH

Buffalo, NY

Calgary, AB

Kansas City, MO
Louisville, KY

Tulsa, OK

Detroit, Ml

Hartford, CT

Blackpool & Lancashire
Grand Rapids, MI

Virginia Beach-Norfolk, VA
Middlesbrough & Durham
Newcastle & Tyneside

Median Multiple

2.7
3.3
3.3
3.6
3.6
3.7
3.8
3.8
3.9
4.0
4.0
4.0
4.0
4.1
4.1
4.2
4.2
4.2
4.3
4.3



https://www.biggerpockets.com/blog/most-affordable-housing-markets-in-the-world

Housing Affordability in Canada

To return to the question of the unaffordability of
housing in the US, Canada is a good means of
comparison. Canada’s housing market has been on fire
for decades and took a much smaller hit than the U.S.
did in the late 2000s.

Canadian housing prices have accelerated to all-time low
affordability levels (as measured by a different
methodology than the data above) without falling. Of
course, this could (and probably will) change soon, but
you can see that housing got less affordable for over 20
years. Despite some periodic declines in pricing, the
trend here is clear. Housing has been getting
progressively less affordable in Canada for decades and
is unlikely to return to the affordable levels seen around
2000 anytime soon.

Could the U.S. be on this path as well?

HOUSING AFFORDABILITY IN CANADA

House prices to disposable income have soared
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What This All Means



The U.S. is not in unprecedented territory. Housing is at the lowest level of affordability in decades and it's right in
the middle of the pack compared to other countries.

| believe demand will remain relatively low until affordability changes course and heads to a more normal level. The
loss in demand will continue to put downward pressure on pricing in the housing market.

The Fed is likely to reverse course on interest rate hikes at some point, which would improve affordability, but that
might not happen until 2024.

Every market is going to behave differently. It's very important to understand how affordable housing is in the
markets where you invest.

My personal hypothesis is that affordability will play a major role in regional housing markets for years to come.

On the other hand, affordable markets could see an uptick in demand. Work from home is here to stay for many
companies, and | believe that more affordable cities will likely continue to see large levels of domestic migration,
which will increase demand and put upward pressure on housing prices in those regions.

Read more in the full article: 92 of the Most Affordable Housing Markets in the World here > a


https://www.biggerpockets.com/blog/most-affordable-housing-markets-in-the-world

Meet Dave Meyer

Host of the On the Market Podcast and co-
author of the 2022 release Real Estate by the
Numbers
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Listen to On the Market,
presented by Fundrise, every
| Monday for a fun, fact-driven

e glimpse inside the world of
real estate, personal finance,
and economics.
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A Complete Reference Guide to

DEAL ANALYSIS
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Get Dave's book Real Estate
by The Numbers. Master
the simple formulas behind
every great real estate deal
for a foolproof investing
strategy.

Note By BiggerPockets: These are opinions written by the author and do not necessarily represent the opinions of BiggerPockets.
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