


The table at left depicts our 
analysis of the impact on US 
housing affordability if compos-
ite (fixed and ARM) mortgage 
interest rates rise 100 bps to 
6.7% and 7.7%, holding family 
income and prices constant at 
current levels. As the table 
shows, a 100bp increase would 
bring affordability back to the 
level in 1991-92 when interest 
rates were over 9%. This re-
flects the rapid home price 
gains of recent years outpacing 
income growth. 

A 200bp increase in mortgage 
rates would still place the index 
level above 100, indicating that 
the median family could still 
qualify to purchase a home. 
This is still well above the af-
fordability levels of the early 
1980s that corresponded to a 
depressed housing market. 
However, the relative deteriora-
tion from the present afforda-
bility level would surely have a 
negative affect on the housing 
market.  

In our next quarterly edition of 
the Building Product Advisor, 
we’ll discuss the demographics 
that determine long term trends 
in housing starts.  
 
Maximus  Advisors  
(www.maximusadvisors.com) is an 
independent research and con-
sulting firm specializing in re-
gional economics, real estate, 
and the construction/building 
and allied products industries. 

(cont’d from pg. 1) 

 

Mortgage interest rates 

While the 30-year fixed rate 
mortgage remains near 6%, 
adjustable-rate mortgages are 
moving up as the Federal 
Reserve hikes up short-term 
interest rates. If interest rates 
begin to move up in a stronger 
way, this year could be a 
bumpy ride for the housing 
market - especially in areas 
that have experienced incredi-
bly robust home price gains. 

Another cause of concern is 
that a significant number of 
homebuyers have switched to 
ARMs over the last year, de-
spite the expectation of Fed-
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Housing starts at highest level since  1978. 

Sources: NAR, FHFB, Census Bureau, Maximus Advisors  

The US housing market may be more vulnerable to interest rate 
changes today, given the run-up in home prices. 

  

ABOUT CAPSTONE: 
Capstone Financial Group is an 
investment banking firm 
assisting owners of middle 
market companies with their 
financial needs - including 
mergers and acquisitions, 
recapitalizations, private 
placements, divestitures, and 
other financial advisory 
services.   Capstone is backed 
by a highly experienced and 
knowledgeable team of financial 
professionals with first hand 
knowledge of starting, 
operating, growing, and selling 
middle market companies.  

eral Reserve increases in 
short-term interest rates. This 
suggests that homebuyers 
may be facing affordability 
issues and are stretching to 
keep their monthly payment 
low enough to qualify for a 
mortgage. Further interest rate 
increases could either weaken 
demand or force home prices 
lower to maintain sales.  

Interest rate sensitivity 

The strong increase in home 
prices in recent years and the 
interaction of interest rates 
and home prices on afforda-
bility suggest that housing 
may be more vulnerable to a 
sudden sharp increase in 
interest rates today than 
would have been the case a 
few years ago. 
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Monthly 
mortgage 

rate

Med-price 
Single-Fam 

Home
Princp. & 

Interest Pmt
Family 
Income

Composite 
Affordability 

Index
1980 12.95 $62,200 $549 $21,023 79.9
1981 15.12 $66,400 $677 $22,388 68.9
1982 15.38 $67,800 $702 $23,433 69.5
1983 12.85 $70,300 $616 $24,580 83.2
1984 12.49 $72,400 $618 $26,433 89.2
1985 11.74 $75,500 $609 $27,735 94.8
1986 10.25 $80,300 $576 $29,458 106.6
1987 9.28 $85,600 $565 $30,853 113.8
1988 9.31 $89,300 $591 $32,100 113.2
1989 10.11 $89,500 $634 $33,600 110.4
1990 10.04 $92,000 $648 $35,353 113.6
1991 9.30 $97,100 $642 $35,939 116.6
1992 8.11 $99,700 $591 $36,812 129.7
1993 7.16 $103,100 $558 $36,959 138.1
1994 7.47 $107,200 $598 $38,782 135.1
1995 7.85 $110,500 $639 $40,611 132.3
1996 7.71 $115,800 $661 $42,300 133.3
1997 7.68 $121,800 $693 $44,568 133.9
1998 7.10 $128,400 $690 $46,737 141.1
1999 7.33 $133,300 $733 $48,950 139.1
2000 8.03 $139,000 $818 $50,890 129.6
2001 7.03 $147,800 $789 $51,407 135.7
2002 6.55 $157,700 $802 $52,692 136.9
2003 5.69 $169,000 $784 $53,166 141.3
2004 5.70 $182,000 $845 $55,505 136.8

+100 bp 6.70 $182,000 $940 $55,505 123.1
+200 bp 7.70 $182,000 $1,038 $55,505 111.4






