1. HOUSING IN THE U.S.: AFFORDABLE OR NOT?
How do we measure housing affordability? What does the data tell us about the United States? What explains
the different patterns? What is the short term outlook? What can policymakers do? These are some of the
questions that Svenja Gudell tackles in the November issue of the Global Housing Watch Newsletter. Gudell is
the Chief Economist of Zillow and a leading expert on the U.S. housing market.

Svenja Gudell presenting housing market data (Photo credit: Adam Cohn)
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Hites Ahir: Zillow has a lot of great data on the U.S. housing market and it is available to the
public. So how do you track housing affordability?
Svenja Gudell: Zillow’s research frames housing affordability as the percent of someone’s monthly
income spent on a mortgage or rental payment. For renters and buyers alike, we assume they make their
area’s median annual household income and will be making the area’s median rent or mortgage payment.
For home buyers, we make a few basic additional assumptions: that they are making a 20 percent down
payment on the median-valued home in their area, and that they are financing their purchase with a
conventional, 30-year, fixed-rate mortgage at prevailing mortgage rates as published by Freddie Mac.
We publish this data assuming a resident is earning their area’s annual median household income and
paying for median housing costs. In addition to considering the median, we also dig a little deeper to
look at the tails of the distribution. So for a resident making their area’s median bottom-third household
income (the median of the bottom third of the income distribution in that area), we match that buyer
with either the mortgage payment of the median bottom-tier home – often a less expensive or entry level
home – or the bottom-tier median rental payment. We do the same for the top third of the market, where
residents making their area’s median top-third household income, are matched with the median top-third
home or rental payment. We calculate all these affordability stats at the metro and city level.
We approach affordability in this way because we feel it provides an intuitive sense for consumers of the
actual costs of housing to their household budget each month. It’s easy to communicate, for example,
that renting the median home in the Seattle metro will consume 32 percent of a resident’s typical salary
each month. More traditional measures of affordability, like price-to-income ratios or price-to-rent ratios,
typically only produce a non-specific number that doesn’t tell the consumer very much. For example, the
current price-to-income ratio in the Seattle metro is 5.2. In addition, this also doesn’t include the impact
a low mortgage rate has on spending power.

Hites Ahir: What do the data show for the national and local level?
Svenja Gudell: In a general sense, buying a home currently is much more affordable than renting a
home. Nationwide, buying the typical U.S. home on the median U.S. household income will consume
about 14 percent of your monthly pay. Renting the typical home will consume 30 percent of income.
Compared to historic norms, buying a home today is much more affordable than it was in prior decades:
from 1985 through 2000, buying a home consumed, on average, about 21 percent of a buyer’s income.
For renters, the story is reversed – renting today is much less affordable than it was in the pre-bubble
years, when the typical rental consumed about 26 percent of income.
The reason buying a home is so much more affordable today comes down to today’s historically low
mortgage interest rates, which help keep monthly mortgage costs low even as home values rise. Today,
prevailing mortgage rates are hovering near or below 4 percent, far less than the 8 percent or higher rates
that prevailed throughout much of the 1980s and 1990s. Mortgage interest rates will need to rise to
roughly 7 percent before buying a home becomes less affordable than it was in the pre-bubble years
(given forecasted home values over the next year), giving the overall U.S. housing market lots of
headroom before mortgage affordability becomes a widespread concern. Renters, of course, can’t take
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advantage of low interest rates to help finance their rent, and so as rents have risen, the share of income
needed to afford them has also gone up. Rental affordability problems are already emerging in many
markets, and look set to only get worse as rents keep rising.

But while affordability looks pretty good at a national level (at least for home buyers) in a handful of
very popular, pricey markets, the share of income necessary to afford a typical mortgage is already
exceeding historic norms – even with historically low mortgage rates. In the Los Angeles metro, for
example, buyers should currently expect to spend 38 percent of their income on a mortgage, up from 35
percent historically. If and when mortgage interest rates rise to 5 percent – a decent jump, but not outside
the realm of possibility in the mid-term – Angelenos looking to buy a home should expect to spend
almost half (46 percent) of their income on a mortgage. Renters in the L.A. area are already spending
almost half their incomes on a typical rental payment (48 percent), and this share will only rise as rents
keep going up at a faster pace than incomes. We see similar stories in other hot California markets,
including San Diego and the Bay Area. In the long-run, these kinds of trends aren’t sustainable, and
either incomes will need to grow very substantially, or housing costs will eventually need to level off or
even come down a bit, in order to keep these communities affordable to typical residents.
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Hites Ahir: If we look at housing affordability by income groups, what do the data show?
Svenja Gudell: It’s a lot easier for home buyers and renters at the top of the income distribution than it
is for those at the bottom. Currently, those making the median, bottom-third U.S. household income and
looking to buy the median, bottom-third/entry-level U.S. home should expect to pay roughly twice the
share of their income toward a mortgage as those making the typical top-third income and buying a topthird home. In very expensive areas, like the San Francisco Bay Area, lower-income buyers should
expect to pay almost 70 percent of their income toward a mortgage on an entry-level home. Essentially,
in an area like San Francisco, it’s virtually impossible to afford housing costs on a low income and also
afford all the rest of life’s necessities.
For lower-income renters, the situation is even more dire. Again in the Bay Area, a lower-income renter
looking to rent even a less-expensive, bottom-third rental home will need to pay more than 86 percent of
their income on rent – more than three times as much as a higher-income peer renting a more expensive,
top-third home. Realistically, lower-income renters need to find multiple roommates to help shoulder
this kind of burden; or try to work longer hours or find a second (or third) job to make ends meet.

Hites Ahir: What explains these patterns?
Svenja Gudell: Housing affordability is essentially defined by two basic factors: income and housing
costs. If income rises at roughly the same pace as housing costs, then affordability doesn’t change much.
If income growth exceeds growth in housing costs, then affordability can be expected to improve, in a
general sense. If incomes stay flat or fall, but housing costs rise, then housing affordability will suffer.
(Assuming relatively stable mortgage rates on the mortgage affordability side. As mortgage rates rise,
affordability will also worsen, all else equal, as housing costs will rise.)
Over the past decade-plus, incomes at the upper end of the distribution have risen strongly, but incomes
for the lowest earners have barely budged. At the same time, housing costs have risen fairly steadily
over the past few years – especially rents, which largely did not see the big drop during the recession
that home values did, and instead kept chugging upward. Exacerbating the problem at the lower-end of
the market is the fact that bottom-tier home values are increasing at roughly double the pace of top-tier
home values. This is largely attributable to low supply of homes for sale overall, especially at the bottom
end of the market, and very high demand for those homes that are available. Investors, cash buyers and
“regular” buyers alike are all competing for these homes, pushing prices up – which in turn contributes
to mounting affordability issues.

Hites Ahir: In a recent article, you looked into the link between the housing bust and inequality.
What did you find?
Svenja Gudell: The housing bust disproportionately impacted homeowners in lower-tier, less expensive
homes – the share of entry-level homes foreclosed upon since 2006 is roughly three times the share of
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higher-end homes foreclosed upon over the same time. Most of these homes were foreclosed upon
simply because their owners had less means to absorb some of the financial shocks of the recession, like
a lost job. And those that were able to hang onto their homes often slid into negative equity, in which
their home was worth less than the outstanding mortgage balance on it, making it virtually impossible to
sell without a complicated, lengthy and costly short sale or mortgage modification. Once in negative
equity – sometimes very deep – many of these homeowners simply gave up and let their home fall into
foreclosure rather than keeping up with a mortgage and throwing good money after bad, exacerbating
the foreclosure problem.
But in the years following the recession, the value of foreclosed homes climbed dramatically. Investors
and cash buyers scooped them up to turn them into rentals, along with natural demand from first-time
buyers and recent renters. Throughout the entire recovery, foreclosed homes showed greater annual
appreciation than homes in general, peaking at 12.4 percent in January 2014, and falling to 6.8 percent
by April 2016. Overall median U.S. home values, over the same time, reached a high of 7.9 percent
annual growth in April 2014, with growth slowing to a pace of 4.9 percent by April 2016. Homeowners
that were foreclosed upon, then, missed out on this opportunity to see large gains in their personal
wealth as their home values grew. Their wealthier peers, able to purchase these homes at the bottom of
the market and convert them into rentals, or homeowners that were able to hang on to their homes
during the recession, only saw their wealth grow.
There is no small amount of irony in the fact that, after foreclosure, many former homeowners were
prohibited from buying again with a mortgage for seven years, and so millions were forced to rent
the exact same kind of homes they had owned only a few years prior. What’s more, these homeowners
exchanged the relative stability and predictability of a monthly mortgage payment for the instability of
rent.
And there’s still more salt to throw on the wound with the benefit of hindsight. It’s likely that millions of
hardworking Americans found ways to hold on to their homes through the first few years of the
recession, only to be foreclosed upon later – which actually turned out worse for them than simply
giving the home up in the early years. A homeowner who foreclosed on a home in 2007 would have
theoretically been able to buy again in 2014, and may have realized some of the gains in housing of the
past few years. But a homeowner that held out desperately only to finally succumb to foreclosure in
2010 or 2011, won’t be able to buy again until 2017 or 2018.

Hites Ahir: In the short run, will housing affordability deteriorate or improve?
Svenja Gudell: We got some encouraging news recently that incomes last year rose at roughly the same
pace as housing costs, a strong year of growth after years of stagnant or even falling wages. At a
minimum, this kind of growth should at least mean that housing affordability maintains its current status
quo, and doesn’t get worse. It’s good news, but one strong year of income growth isn’t enough to make
up for several more years of low/no growth, coupled with very steady growth in housing costs. For
housing affordability to meaningfully improve for most Americans – particularly renters – incomes will
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need to show solid growth for several more years to come. In addition, slowing home value appreciation
and rental appreciation will help give incomes a chance to catch up.

Hites Ahir: What can policymakers do to address housing affordability issues? Are there any
success stories that we can learn from?
Svenja Gudell: Solving housing affordability issues from a federal level is tricky, since so much of what
determines housing affordability and the ability to build/maintain affordable housing is determined at a
local level. In a general sense, policies which continue to promote job and wage growth will – obviously
– help. Cutting down some of the local and regional barriers to creating affordable housing, like zoning
constraints, permitting timelines and effective transit from areas with affordable housing to areas with
abundant jobs will also help. Places where its relatively easy to build new housing – like Houston, for
example – have succeeded in keeping housing affordable in a general sense, and there are lessons to be
learned from their successes. Of course, not every market has as much physical room to grow as
Houston or other wide-open areas in the middle of the country, so there is no “one size fits all” approach.
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2. THE CORDON: OTHER VIEWS AND ANALYSIS ON HOUSING MARKETS
 Call for Papers/Events: Special Issue of the Journal of Housing Economics on research related to
'Housing in Europe: issues of supply, affordability and tenure' (Journal of Housing Economics) | 39th
Annual Real Estate & Economics Symposium (University of California Berkeley) | Housing Summit
(University of Pittsburgh) |

 Cross country: Prime Global Rental Index - Q2 2016 (Knight Frank) | Macroprudential policy (BIS) |
Episodes of Exuberance in Housing Markets: In Search of the Smoking Gun (SSRN) | Prime Global Rental
Index enters positive territory (Knight Frank) | Housing and Macroeconomy: The Role of Credit Channel,
Risk -, Demand - and Monetary Shocks (Institute for Advanced Studies) | Global Residential Cities Index Q2 2016 (Knight Frank) | World Student Housing (Savills) | The Housing Challenge in Emerging Asia:
Options and Solutions (Asian Development Bank) | Literature Review of Housing in Latin America and the
Caribbean (Urban Institute) | House Valuations and Economic Growth: Some International Evidence
(SSRN) | 3 Challenges to Safe and Affordable Urban Housing (World Resource Institute) | Does Real Estate
Defy Gravity? An Analysis of Foreign Real Estate Investment Flows (SSRN) | Slum Upgrading and
Housing in Latin America (IADB) | Constructing housing PPPs to build trust (World Bank) | Habitat III:
MDBs from around the world collaborate to support "New Urban Agenda" (EBRD) | Real estate valuations
and economic growth: The cost of housing cycles (Vox) |

 Austria: Vienna’s pied-a-terre market sparks investor interest (Knight Frank) |
 Australia: Australian housing market update: September 2016 (NAB) | What impact do house prices have
on household debt and labour supply in Australia? (Ahuri) | The Price of Australia’s Real Estate Boom (New
York Times) |

 Canada: Canada just announced new measures to slow down its housing market (Business Insider) |
Canada Tightens Mortgage Eligibility, Closes Tax Loophole (Bloomberg) | The impacts of the Foreign
Buyer Tax on the Vancouver housing market (CMHC) | Most Canadian Housing Markets are Overvalued
(CMHC) |

 China: Keynes and Hayek in China’s Property Markets (Project Syndicate) | China cities move to halt
housing market frenzy (Financial Times) | Housing Market Sentiment and Policy Effectiveness: Evidence
from Shanghai (University of Toronto) | Shanghai Adopts Measures to Curb Rocketing Property Prices
(Bloomberg) | A severe imbalance in land supply fuels China’s wild property market (The Economist) |
China’s Ballooning Mortgage Debt Built on Shaky Foundation (Wall Street Journal) | How one city in China
is trying to avoid a property boom and bust (Financial Times) |

 Colombia: El sector inmobiliario: un ajuste en varias fases (BBVA) |
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 Denmark: Danish Housing Risks Fanned by Tax Plan, Central Bank Chief Says (Bloomberg) | Owning
and letting of second homes: what are the drivers? insights from Denmark (SpringerLink) |

 Egypt: Is inequality underestimated in Egypt? Evidence from housing prices (World Bank) |
 Germany: Berlin’s war on gentrification (Financial Times) | Germany grapples with refugee housing
demand (Financial Times) |

 Hong Kong: Hong Kong: Residential sales jumped almost 40% month on month in August (Knight
Frank) |

 Poland: Overview of Housing Policy Interventions in Poland (OECD) |
 Spain: Understanding the Effects of Homeownership and Regional Unemployment Levels on Migration
During the Economic Crisis in Spain (SSRN) | El sector inmobiliario se suma a la recuperación de la
actividad económica (CaixaBank) | Situación Inmobiliaria España 2016 (BBVA) | 5 claves para entender
qué pasa con el sector inmobiliario (BBVA) |

 Sweden: Is there an evident housing bubble in Sweden? (Sveriges Riksbank Economic Review) |
Macroeconomic effects of reducing household debt (Sveriges Riksbank Economic Review) |

 Turkey: Challenges Ahead: Turkey’s Housing Market (World Bank) |
 United Arab Emirates: Dubai: Market resilience continues (Knight Frank) |
 United Kingdom: UK house price sentiment bounce-back continues (Knight Frank) | Positive signs for
UK prime market despite price moderation (Knight Frank) | Stamp duty reforms distort London market
(Knight Frank) | The Bedroom Boom: Airbnb and London (Residential Landlords Association) | Is debt the
main driver of the UK housing market? (ING) | Short-term effects of house prices on birth rates (EBRD) |
An investigation into the effects rising property prices are having on first time buyers within the United
Kingdom (University of Portsmouth) |

 United States:
Working Paper: Economical Rental Housing by Design for Communities That Work (American Enterprise
Institute) | Housing and Credit Markets: Booms and Busts (ScienceDirect) | Childhood Housing and Adult
Earnings: A Between-Siblings Analysis of Housing Vouchers and Public Housing (NBER) | Borrower Credit
Access and Credit Performance After Loan Modifications (Federal Reserve Bank of Philadelphia) | Do
Mortgage Subsidies Help or Hurt Borrowers? (Board of Governors of the Federal Reserve System) | Home
Price Expectations and Behavior: Evidence from a Randomized Information Experiment (Federal Reserve
Bank of New York) |
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 Other Analysis: Reform land use, promote shared growth of new housing (San Francisco Chronicle) | More
Regulation Won’t Make Housing Affordable (Cato) | When Immigrants Push Up Housing Prices (Citylab) |
Housing, Household Debt, and Macroeconomics (University of Chicago) | Studies Examine Most Effective
Ways to Discuss Affordable Housing (MacArthur Foundation) | Homeownership and Inequality (California
Assoication of Realtors) | Housing Preferences of Asian and Hispanic/Latino Immigrants in the United
States: A Melting Pot or Salad Bowl (Real Estate Economics) | Homeowners and Renters – a Tale of Two
Charts (FannieMae) | What the Consumer Expenditure Survey tells us about mortgage instruments before
and after the housing collapse (BLS) | Closing California’s housing gap (McKinsey&Company) |
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ABOUT GLOBAL HOUSING WATCH NEWSLETTER
The Global Housing Watch Newsletter aims to present a snapshot of the month's news and research on
global housing markets. If you have suggestions on new material that could be included or ideas to improve
this newsletter, you can send it to Hites Ahir (hahir@imf.org).

*Disclaimer: The views expressed in this note do not necessarily represent those of the IMF or IMF policy.
Also, this note does not independently verify the accuracy of the news, statistics or events presented in this
document.
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