
The �Affordability� Crunch
A Special Gold Bond Study Shows That the U.S. is Suffering a

Severe Crisis in the Ability to Afford Home Ownership

America is suffering a homeowner-
ship “affordability crisis,” accord-

ing to a study conducted by the Joint
Center for Urban Studies of the
Massachusetts Institute of Technology
and Harvard University. The study was
sponsored by National Gypsum Com-
pany of Dallas, Texas.

Exhibit 1
HOMEOWNERSHIP COSTS AS PERCENTAGE OF

MEDIAN FAMILY INCOME, 1965-1983

Recently released government
figures indicate that two million fewer
families own their own homes than
had been predicted just two years ago.
This decline in the proportion of U.S.
households that have chosen to pur-
chase a home is the first such decrease
since the Great Depression.

The study expects that this trend will
not only continue but will accelerate.
Over the next ten years, the U.S. Cen-
sus Bureau estimates that 10 million
American households who would nor-
mally become homeowners will remain
renters.

This is a comparatively recent crisis.
Between 1965 and 1973, the costs
associated with buying, financing and
operating a typical single-famiIy home
increased more slowly than income.
These costs rose more rapidly between
1973 and 1979 but the tax advantages
and potential for capital gains from
homeownership more than offset these
increases.

According to the Joint Center
report, the picture changed dramati-
cally about two-and-a-half years ago.

(Editor’s Note: Knowing the poten-
tial for a market is half the planning
game for wall and ceiling con tractors.
Amid all the optimism over housing
start increases, there is still the problem
of mortgage money and interest
rates—and this study by Gold Bond
takes a hard, tough look at ‘future
prospects which should be of interest
to construction executives whether
their companies are in the single house
market or not.)
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“Recently released government figures indicate that two
million families own their own homes than had been predicted
just two years ago . . . this decline in the proportion of U.S.

households that have chosen to purchase a home is the first such
decrease since the Great Depression.”

Higher home prices, interest rates and
utility costs, together with a reduction
in expected gain from appreciation,
have raised the total costs of owning
a home to nearly 40 percent of
medium income. This is a percentage
that many families who want and who
would ordinarily buy homes, simply
cannot afford.

Center by H. James Brown, Karl Case
and Kermit Baker, lists four factors
which have played a major role in rais-
ing the cost of home ownership:
1) Changes in the mortgage market

and higher interest rates resulting
f rom Federa l  Reserve Bank
monetary policies coupled with ris-
ing Federal deficits and deregulation

The study, written for the Joint of the saving and loan industry;

2) Inflation in home prices;
3) Movement of the baby-boom gen-

eration into the prime homebuying
stages; and

4) The rising cost of complying with
government regulations.
Of primary concern to the housing

industry, of course, is that higher costs
may eliminate the possibility of own-
ing for many householders. For the
first time since the 1930’s, the
homeownership rate dropped a full
point between 1980 and 1982 to 64.8
percent.

In response to the sharp increase in
housing costs since 1980, America ap-
pears to be becoming a renting rather
than a home-owning society. While
27.5 percent of moving renters bought
homes in 1973, 23.8 percent became
homeowners in 1979. Home purchase
rates decreased among almost all
households. Only 58.4 percent of
homeowners who moved in 1980
bought their units, down from over 70
percent in the previous year.

The likelihood that a young, low-
income renter would buy dropped
from 14.6 to only 7.9 percent. It ap-
pears that the young American dream
of owning their own home is, at the
present time, just that—a dream.

In response to the crisis, Americans
who do buy are purchasing a different
type of housing. Single-family homes
represented about 75 percent of all
private housing starts from 1975 to
1977. By 1982, it had dropped to 62.7
percent.

Condominium units gained in pop-
ularity. The indication is that people
are buying “less” housing—less in-
terior space, fewer bathrooms, and
they are less likely to have a garage.

The study asks the crucial question
“What now?” The authors point out
that between May 1982 and May 1983,
mortgage rates have dropped 3.5
points to 12.5 percent before adjusting
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for inflation. Housing starts are up 60
percent and existing house sales have
returned to 1979 levels. Has the pic-
ture, then, turned rosy? Not according
to the Joint Center’s report. It points
to several reasons for concern.

to to to t o to

1) The Federal deficit remains enor-
mous and the Federal Reserve is un-
likely to continue expanding the
money supply at current costs. In-
terest rates will probably rise over
the next few years.

2) Recent data suggest that home costs
are again increasing substantially
faster than inflation—prices for
both new and existing homes are
now growing at an annual rate of Low

10 percent.
This deadly combination of an in-

crease in mortgage rates and sustained
cost inflation, or, as a matter of fact,
either one of them, could stall the
housing market recovery altogether. In
addition, today’s homeownership costs
stand at record levels. There is no
question that without programs and
policies to reduce these costs, younger
people, working people, and lower-
middle class people will be unable to
afford home ownership.

“We did not commission this study
to discover that our industry has prob-
lems,” John P. Hayes, chairman and
CEO of National Gypsum Company,
one of the world’s largest suppliers of
products to the housing industry, said.
“We knew that. We wanted an objec-
tive, responsible organization to help
us to analyze the nature and cause of
those problems.”

“I agree most emphatically with the
Joint Center’s conclusions that the ‘af-
fordability crisis’ in the housing in-
dustry will continue and intensify
unless we evolve programs and policies

Percent of
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Table 1
AVERAGE ANNUAL CHANGES IN HOUSING PRICES AND COSTS

1963 1973 1975 1979 May 1982

1973 l975 1979 1982 May 1983

ALL CONSUMER PRICES1 + 3.8% + 10.0% + 7.5% + 10.2% + 2.0%

TOTAL COST OF
HOMEOWNERSHIP2 + 5.1% + 11.0% + 9.5%    + 13.7% - 2.0%

New Home Prices3 + 6.2% + 11.1% + 12.3% + 2.2% + 9.5%

Existing Home Prices4 + 7.5% + 10.6%    + 12.3% + 6.5% + 2.2%

Fuel & Utility Prices5 + 2.5% + 15.0% + 9.1%    + 13.4% + 5.0%

Maintenance & Repair Costs5 N A + 11.5% + 8.0% + 9.1% + 3.0%

Average Mortgage Interest Rate6

High
5.9% 7.8% 8.9% 10.7% 12.8%
7.8% 9.6% 10.9% 16.4% 16.1%

SOURCES and DEFINITIONS:

1. Annual rate of change in the Consumer Price Index.

2. Annual change in broad-based index of full costs to homeowners including purchase price,
mortgage interest, fuel and utilities, insurance, maintenance and repair costs, etc.

3. U.S. Departments of Housing and Urban Development and Commerce, Construction
Reports, Series C-25, 1963-1983.

4. National Association of Realtors, Median Sales Price of Existing Homes for the U.S.
(1968-73 only).

5. U.S. Department of Labor, Bureau of Labor Statistics, Consumer Price Index: Fuel and
Utilities and Maintenance and Repair.

6. Actual average conventional mortgage rates on single- family homes sold. Figures are
highest and lowest monthly average for periods given beginning and ending in July.
Source: Data Resources, Inc., U.S. Central Data Banks.

to solve the problems. The solutions is a research center sponsored cooper-
are the responsibility of the industry, atively by MIT and Harvard Univer-
the government, the labor unions—all sity dedicated to be a center of ex-
elements of the American community cellence for policy research in housing,
are able to make a contribution. We construction regional and urban
know what has to be done. Let’s pro- development, family policy and pop
ceed to the job of doing it.” ulation, and public finance ‘and

The Joint Center for Urban Studies management.

Table 2
INVESTMENT AND GROSS NATIONAL PRODUCT, 1960-1983

Gross Private Residential Residential
Domestic Investment as Investment as

Investment as Percent of Total
Period Percent of GNP Investment GNP

1960-65 14.3% 33.3% 4.8%

1965-70 14.6 27.0 3.9

1970-75 14.8 29.7 4.4

1975 13.7 25.9 3.6

1975-80 15.3 29.0 4.5

1981:2 16.2 23.2 3.8

1982:2 14.1 21.0 3.0

1983:2 13.8 28.1

SOURCE: Department of Commerce, Bureau of Economic Analysis.
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