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Residential Properties

Under normal conditions, we 
expect the housing market 

to boom when home prices 
are in line with household 
incomes, mortgage interest 
rates are at historically low 

levels and the supply of 
properties for sale is plentiful. 

Right now these favorable 
conditions generally prevail 

everywhere, but the housing 
market remains in one of its 

most serious busts. 

Sales of new and existing homes are at historic lows 
because of severe job losses, a high volume of distressed-
property offerings, tight mortgage underwriting standards 

that limit credit availability and depressed buyer morale. 
Nationally, home prices have fallen around 30 percent since 
their peak in mid-2006. Foreclosures could surge in 2010 with 
job losses and as massive numbers of prime adjustable-rate 
mortgages reset, pushing home values even lower.

Perhaps the only bright spot in the current housing bust is 
the substantial improvement in overall housing affordability 
throughout the country. Decreasing home prices are increasing 
affordability throughout the country. Ultimately, lower home 
prices may stimulate buyers and stabilize the housing market. 

The significant rise in the National Association of Real-
tors’ (NAR) monthly composite affordability index reflects the 
wide swing in overall housing affordability during this decade 
(Figure 1).

The affordability index measures whether a typical family 
could qualify for a mortgage loan on a typical home. The typi-
cal home is defined as the national median-priced home, and 
the typical family as one that earns the median family income. 

An index value of 100 means a family with the median 
income has exactly enough to qualify for a loan to buy the 
median-priced home at the prevailing 30-year fixed inter-
est rate with a 20 percent down payment and a 25 percent 



qualifying ratio (monthly mortgage 
payment does not exceed 25 percent of 
gross monthly income).

From 1994 through 2003, the index 
averaged 132.4 (Figure 1). It reached 146.9 
in February 1999 and 145.4 in April 2003. 
Then in July 2006, at the height of the 
recent housing boom, the index fell 31.5 
percent to a low of 99.6. As home prices 
began falling in late 2006, the affordability 
index increased dramatically from the July 
2006 low point to a record high 178.8 in 
April 2009. 

Affordability shrank substantially 
between 2004 and mid-2006. The 
median home price escalated to 

record highs and mortgage interest rates 
increased from 5.5 percent to 6.76 percent 
between March 2004 and July 2006. Since 
then, affordability has skyrocketed as prices and mortgage rates 
have fallen. 

Overlaying the national median existing home price and the 
Federal Home Loan Mortgage Corporation (FHLMC) 30-year 
fixed rate on top of the affordability index depicts how the 
index moves inversely to changes in home prices and interest 
rates (Figure 2). As the median home price and mortgage rates 
increased, affordability decreased. More recently, as median 
home price and mortgage rates have fallen, affordability has 
reached new highs.

Texas has maintained a comparative advantage relative to 
most other states and is the most housing-affordable high-
growth state. The median price of a home in Texas is lower 
than the national average and other major growth states’ me-
dian prices, but the differential is closing (Figure 3).

Texas avoided the housing price bubble that affected the na-
tion between 2003 and 2007. The bubble is easy to see in the 
national median price series. The gap between Texas’ median 
home price and the national median peaked at 38 percent in 
2005 but has since closed more than halfway to around 16 

percent. The gap narrowed because Texas home prices have 
not dropped as much as those elsewhere in the nation. Current 
estimates of median prices indicate the gap probably stayed 
about the same for 2009.

Another standard affordability measure is the ratio of median 
home price to median income. The price-to-income multiple 
provides a general gauge of overall affordability. In its annual 
report on the U.S. housing market, the Joint Center for Hous-
ing Studies of Harvard University reported that among the 122 
metro areas covered by NAR, the number of areas where the 
ratio is less than 3.0 is now roughly equivalent to 2003 levels. 

A well known rule of thumb is that a family should be 
able to pay 2.5 to 3.0 times its annual income for a home. 

This rule applies when 
mortgage interest rates 
are in the 6 percent to 7 
percent range. A price 
greater than three times 
annual gross earnings 
would be considered 
too high because the 
monthly payment 
for a typical conven-
tional 80 percent 
fixed-rate mortgage 
would put too great a 
financial burden on 
the homeowner. 

As mortgage inter-
est rates fall, the 
affordable multiple 
of income increases 
as households  
are able to buy a 

Figure 1. National Housing Affordability Index
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Figure 2. National Housing Affordability Index,

Median Home Price and FHLMC Fixed Rates
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higher-priced home for the same 
monthly payment. 

The price-to-income ratio 
between 1989 and 2000 averaged 
4.1 for new homes in the United 
States, 3.5 for existing homes and 
2.6 for all homes in Texas (Figure 
4). The pattern of the price-to-in-
come ratio during the past 20 years 
indicates how the market peaked 
from 2004 to 2006 but appears to be 
reverting to normal. 

In 2005, at the peak of the mar-
ket, buyers nationally were paying 
5.2 times their annual income to 
purchase a new home and 4.8 times 
their income to acquire an existing 
home because low interest rate loans 
were easier to obtain. From 2004 to 

THE TAKEAWAY

Even down times have an upside. Decreasing home 
prices, the higher volume of foreclosed homes avail-
able, tougher mortgage lending standards and reluc-
tant buyers are combining to make Texas homes 
more affordable than anywhere in the United States. 

2007, in some areas of Cali-
fornia, purchasers had to pay 
as much as ten times their in-
comes or more. These buyers 
were dependent on the most 
exotic financing schemes of-
fered by lenders. 

The 2008 ratios in Figure 
4 were estimated using the 
2007 median household 
income for Texas and the 
United States multiplied 
by the average growth rate 
during the past 23 years. 
Given the current economic 
climate, achieving this rate 
of increase is problematic. 
If the actual income growth 
turns out to be less, the 
ratio will be higher. Gener-

ally, Texas housing affordability stayed within reason-
able bounds, peaking at 3.3 in 2005 and 2006 and falling 
back toward 3.0. 

The Texas Housing Affordability Index (THAI) calcu-
lated by the Real Estate Center at Texas A&M Univer-
sity for selected state metro areas indicates that homes 
have remained affordable everywhere in Texas since the 
beginning of the last housing cycle. The table shows 
the computed THAI for the 45 Texas metropolitan areas 
surveyed.

The THAI employs the same financial assump-
tions in the same manner as the NAR index 
except for median income. The Center’s index 

uses the Housing and Urban Development median fam-
ily income estimate for each fiscal year as the income 
basis rather than calculating a quarterly household 
income estimate. 

All of the metro areas in Texas maintained high lev-
els of affordability even during the main thrust of the 
housing boom, primarily because home prices did not 
artificially inflate. 

With mortgage interest rates at historically low levels 
and a large supply of available properties for sale, afford-
ability for the next several years should be at a favorable 
level for households that can qualify for financing. 

Dr. Gaines (jpgaines@tamu.edu) is a research economist and 
Thomas (bthomas@mays.tamu.edu) is a research assistant with the 
Real Estate Center at Texas A&M University. 

Texas Housing Affordability Index Historical Summary

MLS Area 1Q2009 2008 2007 2006 2005 2004 2003
Abilene 2.62 2.01 1.78 1.90 2.32 2.71 2.83
Amarillo 2.17 1.84 1.70 1.81 2.01 2.21 2.25
Arlington 2.51 2.11 1.91 1.97 2.13 2.27 2.23
Austin 1.91 1.56 1.53 1.62 1.80 1.90 1.89
Bay Area 2.18 1.67 1.52 1.68 1.90 2.01 1.95
Beaumont 2.00 1.68 1.62 1.75 2.03 2.10 2.16
Brazoria County 2.72 2.16 2.10 2.20 – 2.79 –
Brownsville 1.90 1.44 1.06 1.25 1.30 1.50 1.54
Bryan–College Station 1.79 1.64 1.50 1.55 1.80 1.90 1.88
Collin County 2.47 2.08 1.28 2.10 2.36 2.44 2.53
Corpus Christi 1.82 1.46 1.37 1.48 1.62 1.80 2.00
Dallas 2.29 1.77 1.59 1.68 1.83 1.89 1.94
Denton 2.33 1.98 1.54 1.87 2.05 2.08 2.17
El Paso 1.37 1.17 1.13 1.24 1.50 1.74 1.78
Fort Bend 2.32 1.92 1.32 1.89 2.14 2.27 2.27
Fort Worth 2.96 2.35 2.10 2.19 2.43 2.69 2.72
Galveston 2.88 1.33 1.34 1.28 1.60 1.91 2.04
Garland 3.32 2.71 2.37 2.40 2.55 2.57 2.61
Harlingen 1.89 1.55 1.40 1.44 – 1.61 –
Houston 2.25 1.72 1.54 1.65 1.87 1.99 1.95
Irving 2.53 1.88 1.83 2.13 2.33 2.38 2.44
Killeen–Fort Hood 2.22 1.88 1.74 1.78 2.03 2.20 2.33
Laredo 2.14 1.26 – – – – –
Longview-Marshall 2.13 1.71 1.57 1.74 2.05 2.21 2.28
Lubbock 2.29 1.93 1.91 1.93 2.06 – 2.19
Lufkin 2.12 1.95 1.83 1.86 2.09 2.17 2.96
McAllen 1.69 1.34 1.00 1.10 1.27 1.33 –
Midland 1.70 – – – – – –
Montgomery County 2.15 1.75 1.37 1.69 1.89 2.10 2.10
Nacogdoches 1.87 1.10 1.47 1.89 2.66 1.73 2.09
Northeast Tarrant County 2.08 2.27 1.51 2.02 1.72 1.80 1.81
Odessa 1.78 1.20 – – – – –
Palestine 2.32 1.56 2.06 2.44 – – –
Paris 2.98 2.07 2.28 2.14 – 2.66 2.35
Port Arthur 2.16 2.63 1.92 2.22 2.73 2.67 2.78
San Angelo 2.19 1.82 1.88 1.90 2.18 2.23 2.30
San Antonio 1.93 2.09 1.47 1.50 1.63 1.87 1.92
San Marcos 2.15 1.69 2.02 1.78 – – –
Sherman-Denison 4.57 1.62 2.23 2.22 2.37 – 2.58
Temple-Belton 2.12 2.43 1.71 1.70 2.66 2.08 2.11
Texarkana 2.20 1.80 1.72 2.05 2.08 2.20 2.38
Tyler 2.10 2.24 1.55 1.61 1.77 1.83 1.93
Victoria 2.04 1.61 1.66 1.88 2.25 2.34 2.39
Waco 2.52 1.62 1.78 1.80 1.89 2.10 2.02
Wichita Falls 2.60 1.92 2.06 2.06 2.17 2.46 3.59
Texas 1.95 2.39 1.45 1.52 1.68 1.77 1.81
United States 1.55 1.33 1.11 1.09 1.23 1.34 1.61

Source: Real Estate Center at Texas A&M University 

Figure 4. Median Home Price

to Median Household Income Ratio
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