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A Threat to Apartment Demand: Homeownership Is More Affordable Than Ever

By Jennifer Quinn (jguinn@pprglobal.com

Homeownership is more affordable than ever, and that's bad news for apartment demand. Moody’'s Analytics’ U.S. Housing Affordability Index, which measures the ability
of a family earning a median income to qualify for a mortgage loan on the median-priced home, reached a historic high in the first quarter.® When mortgage payments
become less expensive than rental payments, people frequently make the leap into homeownership. A closer look at the relationship between median single-family home
prices and home affordability can tell us a lot about the potential impact of home-buying on apartment demand by market.

To illustrate the dynamic between home prices and affordability—and, thus, apartment demand—by market, let's view a composite of the eight markets that were most
impacted by the housing bubble.? As seen in Exhibit 1, when prices escalated in 2005-07, the Affordability Index plummeted to 70, which means family median income

was not enough to afford the median house price—the only time in recorded history when this was the case. But as the bottom of the market has fallen out, the
Affordability Index has reached record highs in these eight markets.

EXHIBIT1: AFFORDABILITY OVER TIME IN HOUSING
BUBBLEMARKETS
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For those who sat on the sidelines, homeownership seemed to be more of a liability than an advantage. However, as prices for homes remain depressed and rents keep
escalating, renters will likely take a second look at the American Dream. And as lending loosens up and more folks have enjoyed stable employment, the price will be
more than right for people to jump back into homeownership, making a bigger dent in apartment demand.

If you really want to study the impact of housing affordability on apartment demand, it would be wise to look at markets where home prices remained more stable during
the previous cycle and where the Affordability Index isn't that much higher than it was before. These markets, such as Pittsburgh, Houston, and Milwaukee, did not see
significant run-ups in pricing during the boom and have remained relatively stable through the recession. As seen in Exhibit 2, these markets would likely provide a more
stable demand picture, because homeownership shouldn’t be more of a drag on apartment demand now than it has been through history.



EXHIBIT2: AFFORDABILITY OVER TIME IN STABLE
HOUSING MARKETS
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LAn Affordability Index of 100 means that a family with the median income in a metro has exactly enough income to qualify for a mortgage on a median-priced home, and an index above 100 signifies
that a family earning the median income has more than enough income to qualify for a mortgage loan.

2The Housing Bubble markets were determined by ranking the difference between the peak and trough pricing. The eight markets with the greatest bust include: Las Vegas, Inland Empire, Phoenix,
Miami, Sacramento, Palm Beach County, Orlando, and Fort Lauderdale. The most stable markets were determined by ranking the difference between the peak and trough housing price, and include:
Pittsburgh, Dallas-Fort Worth, Houston, Hartford, Kansas City, Milwaukee, Columbus, and Denver. Each composite is appropriately weighted by number of households in a metro.
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