
Why Housing Isn’t As Cheap as It Looks
Source: Wall St. Journal

While economists expect the housing industry to strengthen this quarter as improving weather releases
pent-up demand, there are concerns about the underlying momentum of improvements in the housing
market due to concerns about affordability. Despite the fact that sales of previously-owned homes edged
up 1.3 percent in April to a seasonally adjusted annual rate of 4.65 million units, thereby reversing four
straight monthly declines, many experts blame last summer’s increase in mortgage rates for a broad
slowdown in housing activity that began last fall.

Making sense of the story

 While the NATIONAL ASSOCIATION OF REALTORS’® housing affordability index shows
that housing is still more affordable than anytime between the early 1990s and 2008, sales were
still 6.8 percent below their levels of a year earlier, despite an increase in April.

 Affordability could be enhanced by mortgage rates that are still below 4.5 percent, which is a rate
that was unheard of before 2011, and home values are still well below their bubble-era peak.
However, access to affordability assumes borrowers have down payments of at least 20 percent
and that they’re able to qualify for the lowest mortgage rates.

 For marginal borrowers, including many first-time buyers, the picture of affordability is different.
Since many of these marginal borrowers are obtaining loans from the Federal Housing
Administration, they are paying higher insurance premiums because the FHA raised its rates.

 With the higher insurance premiums, the effective rate paid by FHA borrowers, once premiums
and other costs are baked in, stood at around 5.65 percent. As a result, mortgage rates for these
marginal borrowers are higher than those used to gauge affordability for the market as a whole.

 Goldman Sachs economists Marty Young and Hui Shan commented, “While focusing on the
median family is one way of gauging housing affordability, another way is to focus on the
marginal buyer who is arguably more relevant for determining house prices. Put differently, the
prices that we observe should be determined by how much the marginal buyer is willing and able
to pay.”

 Goldman constructed a separate index to measure affordability for just marginal buyers, and it
found that the payment-to-income ratio is closer to its historical average of 23 percent, thereby
making a home less of a good deal than the 15 percent average experienced by overall buyers.

 While housing affordability has improved recently for the market as a whole, it’s actually gotten
worse for marginal buyers.

Read the full story
http://blogs.wsj.com/economics/2014/05/22/why-housing-isnt-as-cheap-as-it-looks/



In other news …

3 Million Young People Missing From Housing Market? It's Everyone's
Problem
Source: NPR

The rate of homeownership for young adults has declined in the past decade from 43.6 percent to just
over 36 percent today. Additionally, it is estimated that there are about 3 million missing young people
from the market because they are living at home with their parents rather than buying or renting a place to
live. Delayed marriage rates also make it difficult for young Americans with one income to purchase a
home.

Read the full story
http://www.npr.org/2014/05/19/313953257/3-million-young-people-missing-from-housing-market-its-
everyones-problem

Housing Crisis Was Overlooked
Source: The New York Times

Amir Sufi, a professor of finance at the University of Chicago’s Booth School of Business, contends that
“Failure to more adequately address the housing crisis was the biggest policy mistake made by the
Department of Treasury under Secretary Timothy Geithner’s leadership.” Sufi argues this mistake stems
from the Obama Administration’s narrow focus on saving banks, which led to unwise decisions on
housing and household debt and kept homeowners from being helped.

Read the full story
http://www.nytimes.com/roomfordebate/2014/05/20/did-the-bank-bailout-do-enough-for-the-
country/housing-crisis-at-root-of-collapse-was-overlooked

The salary you must earn to buy a home in 27 metros
Source: HSH.com

Determining the salary you need to earn in order to afford the principal and interest payments on a
median-priced home in your metro area is detailed in a new chart from HSH.com, and it was found that
buying a home remained very favorable during the first quarter of 2014. Los Angeles, New York, San
Diego, and San Francisco required the highest salaries.

Read the full story
http://www.hsh.com/finance/mortgage/salary-home-buying-25-cities.html



Sales of Existing U.S. Homes Rise for First Time This Year
Source: Bloomberg

For the first time this year, sales of previously owned U.S. homes increased as the spring buying season
benefited from warmer weather, slowed price increases, and more properties being put on the market.
Overall, the number of homes for sale jumped 16.8 percent in April.

Read the full story
http://www.businessweek.com/news/2014-05-22/sales-of-existing-u-dot-s-dot-homes-rise-for-first-time-
in-four-months

Homeowners Afraid to Sell
Source: CNN

Due to an ongoing shortage of available homes for sale in cities across the country, many homeowners are
feeling stuck because while they know in a hot market they can get top dollar if they sell their home, there
is fear that they will have no place to go if they leave, as competition for homes that are available is
intense.

Read the full story
http://money.cnn.com/2014/05/20/real_estate/home-sales-fear/index.html?iid=HP_LN

Why Overhauling Fannie Mae and Freddie Mac Needs Congress
Source: Wall St. Journal

Analysts have debated whether Fannie Mae and Freddie Mac can exit their government-run
conservatorship and be restored as private companies without an act of Congress, since legislative efforts
to overhaul the government-sponsored enterprises has faced gridlock. A new article from the Urban
Institute argues the answer is no.

Read the full story
http://blogs.wsj.com/economics/2014/05/22/why-overhauling-fannie-mae-and-freddie-mac-needs-
congress/



What you should know …

 California’s housing market continued to perform better than expected in April with both the
median home price and home sales increasing month to month, according to the CALIFORNIA
ASSOCIATION OF REALTORS® (C.A.R.).

 Sales in April increased 7.4 percent from a revised 367,020 in March but were down 7 percent
from a revised 423,690 in April 2013. The statewide median price of an existing, single-family
detached home rose 3.2 percent to $449,360 in April compared with March, reaching its highest
level since December 2007.

 Housing inventory remained tight in April, with the supply of existing, single-family detached
homes for sale slipping last month to 3.5 months, down from March’s Unsold Inventory Index of
4 months, but up from 2.8 months in April 2013.


