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ON THE BRINK
Today’s first-time home buyers need financial stamina
CONTINUED FROM PAGE 1

B

UT AS THE nation’s economy shows signs of
slowing, some consumer groups worry
whether this new class of homeowner has the
financial stamina to hang on.
Low-down-payment mortgages became widely
available after Fannie Mae and Freddie Mac began
to loosen their loan-approval guidelines.
In essence, the two quasigovernmental companies, which buy more than half of the nation’s mortgage loans, agreed to include such loans in the pool
of mortgages they buy from lenders, and subse-

quently guarantee and securitize.
The change made lenders much more willing to
originate the riskier low-down-payment loans because it enabled them to hand off the added risks to
one of the two government-chartered guarantors.
This past November, Fannie Mae said it had underwritten $1.8 billion under one such mortgage program in just five months, almost two-thirds of the
mortgages going to first-time home buyers.
The policy shift has contributed to a wave of
home building and helped to revive neighborhoods
such as this long-neglected corner in the metropolitan Dallas area.

A Wave of Building
ceeded in turning low-income families those who made even slightly larger
In addition to the new Las Hacieninto property owners. But some critics down payments.
das development of 400 homes, where question whether these new owners,
Such initial results trouble consumer
the Zuazuas live, existing-home sales buoyed by the past few years of econom- watchdogs. They contend that some
are up around Cockrell Hill, and the new ic growth, could withstand a downturn.
overzealous lenders are giving out mortelementary school is already adding Compared with the buyers of the postgages to borrowers who aren’t ready for
portable classrooms to handle an over- war years, and with their more-affluent the responsibility, leaving the new
flow of students.
contemporaries, these homeowners live homeowners vulnerable when economic
Outside the red brick walls of Las
closer to the financial edge.
conditions inevitably weaken.
Haciendas, signs in English and Span“Clearly, this is a problem that
ish tout monthly payments starting at Established Thresholds
needs the country’s attention,” says
$630. Many homeowners got in through
For example, Hilda Duarte, commu- Stephen Brobeck, executive director of
federally funded grants from the city of nity liaison for Mary McLeod Bethune
the Consumer Federation of America,
Dallas that subsidize down payments or Elementary School, says more than half
which advocates more-selective lending
closing costs.
of the children from Las Haciendas and more independent counseling for
Others qualified to buy their $60,000- qualify for free or reduced-price school
home buyers.
to-$100,000 homes with an initial outlay meals because their families receive
But back in Cockrell Hill, neither the
of $1,195 — including down payold nor new generations of home
ment and closing costs — through Steady As She Goes
buyers are strangers to economa special loan package the develThe home ownership rate in the U.S. has stayed at ic adversity. On Flo Avenue,
opers purchased from a lender.
three blocks away from Las Haabout 65% during the past 30 years.
For those of better means,
ciendas, Melvin and Louise
such as David and Trisha Inurri- 100%
Ware rented their road’s thengarro, buying their Las Haciensolitary house back in 1951 with
das home was almost as easy as 90%
an agreement that they would
buying a car.
watch over the land and feed
80%
Mr. Inurrigarro, 23 years old,
their landlord’s livestock.
works for a small consumer
Eight years later, when
70%
lender. Ms. Inurrigarro, 21, is an
homes began going up along the
office worker in a law firm. She 60%
street, the Wares bought one for
jokes that she was allowed to buy
$25,000 using money from the
a house before she could legally 50%
sale of Mr. Ware’s mother’s
buy liquor. Buying the $74,000
house. They had rented for years
home took $2,500 down — an 40%
because saving for the big down
amount she had socked away for
payment proved too hard. “I’d
a new car. A city grant matched 30%
rather spend my money than
her $2,500.
save,” admits Mr. Ware, 84, a
With a combined annual in- 20%
former teletype operator for the
come between $40,000 and $50,000,
Associated Press.
the Inurrigarros can easily make 10%
their $700 monthly payments,
A Longer Road
0%
though the commitment seems a
Two blocks down Flo,
’70
’80
’90
bit overwhelming. “Man, I’m in
Dorothy Robinson had an even
Source: Fannie Mae
debt now for 30 years,” Mr. Inurlonger road to home ownership.
rigarro says. “I have no concept
Like Mr. Gillenwater and others
of 30 years.”
government aid or their household inwho took part in her generation’s houscomes fall below established thresholds.
ing boom, she came from a rural backSqueezing Buyers
“Just because they’re homeowners
ground and remembers wearing clothes
Las Haciendas developers Jeff and doesn’t mean they’re not needy. In fact, from a New Deal program and eating
Donna Bosse are adept at finding ways some of them are more needy, because
biscuits made with coarse graham flour.
to squeeze buyers into new homes. The
now they have mortgage payments,”
She came to the city for a job and
Bosses were remodelers who became Ms. Duarte says.
found a husband, but the marriage
builders after noticing that recently renA weak economy could lead to a failed. She met her second husband
ovated homes on the city’s south side delinquency rate well above the current while working at a bakery, and they
were snapped up as soon as they hit the rate of about 4.3%.
bought their modest four-bedroom house
market. Demand hasn’t been a problem
Mortgage insurance company MGIC in 1959, after saving several years for a
— virtually all their customers come to
Investment Corp. conducted a study that down payment. Even then, Ms. Robinthem. The challenge is matching loans
showed that people who put just 3% son and her husband couldn’t afford the
with borrowers who have spotty credit down on their homes — when low-down- $500 in closing costs; the builder let
or little cash on hand.
payment mortgages first appeared — them pay it off in monthly installments.
So far, the new programs have sucdefaulted at about twice the rate of
(Please turn to Page 18)
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Income, Home Prices and Interest Rates
Many economic factors affect a consumer’s ability to buy a home. Three of
these factors are annual income, home
prices and mortgage-interest rates,
which are shown in the top three charts
on the left.
The scale for all the charts on these
pages is to the left, while the light-blue
shaded areas represent economic recessions in the U.S.
Median Household Income
The top chart illustrates median
household income in the U.S. in current
dollars for each year from 1975 to 1997.
Median household income is the middle
level of incomes earned by households.
From 1991 to 1997, median income
in the U.S. jumped to $37,005 a year
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from $30,126 a year, a rise of nearly
$7,000, or 23%. This increase has helped
fuel the boom in the housing market in
the 1990s.
Mortgage companies are especially
interested in knowing how much a person earns annually since the person applying for the loan must be able to
make monthly payments.
Median New-Home Prices
This chart shows median prices for
new homes from 1970 to 1997.
In 1997, the median price for a new
home in the U.S. hit a record high of
$146,000, up $6,000, or 4.3% from the
year before.
Despite rising home prices, other
factors, including higher median in-

come, have made it easier for many
people to afford a new home.
Another important factor in affordability is the interest rates people must
pay on their mortgages.
Interest Rates
The third chart shows effective interest rates on loans closed on existing
homes from 1977 to 1997, as reported by
the National Association of Realtors.
When interest rates are low, as they
have been in recent years, it is easier to
buy a home because mortgage payments will be lower.
But no matter what the economic
conditions, the one question people always ask themselves is: How much
house can I afford?

0
’70 ’71 ’72 ’73 ’74 ’75 ’76 ’77 ’78 ’79 ’80 ’81 ’82 ’83 ’84 ’85 ’86 ’87 ’88 ’89 ’90 ’91 ’92 ’93 ’94 ’95 ’96 ’97 ’98 ’99
16%

Interest Rates
12%
8%
4%
0%

’70 ’71 ’72 ’73 ’74 ’75 ’76 ’77 ’78 ’79 ’80 ’81 ’82 ’83 ’84 ’85 ’86 ’87 ’88 ’89 ’90 ’91 ’92 ’93 ’94 ’95 ’96 ’97 ’98 ’99

160

Affordability Index
140
120
100

Affordability Index

Demographics

This chart illustrates the National Association of Realtors Housing Affordability Index from 1977 to 1997. This index shows the ratio of the median family
income to the income needed to qualify to buy a median-priced, existing singlefamily home. The association says the affordability index assumes that the
buyer’s down payment is 20% of the home price and that a 30-year, fixed-rate
loan is available to the buyer at a rate equal to the effective interest rate.
According to the association, an index of 100 or higher indicates “favorable
economic conditions” for prospective buyers, and therefore favorable conditions
for sellers, lenders and real-estate agents.
An affordability index significantly less than 100 is supposed to spell “trouble” for the interested home buyers, and for sellers, lenders and real-estate
agents who are dependent on the single-family home market.

The chart at the bottom of these
pages shows the U.S. population for
the years 1970 to 2029 for two age
groups that are important to U.S.
home sales. (The dotted lines for both
groups are projections.)

Composite Affordability Index (All Households)
The light-green line on this chart shows that favorable economic conditions
in the 1990s have made houses generally more affordable.
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Composite Affordability Index (First-Time Home Buyers)
The red line on this chart shows that it is harder for first-time home buyers
in the U.S. to qualify for a mortgage on an existing home.

20
0
’70 ’71 ’72 ’73 ’74 ’75 ’76 ’77 ’78 ’79 ’80 ’81 ’82 ’83 ’84 ’85 ’86 ’87 ’88 ’89 ’90 ’91 ’92 ’93 ’94 ’95 ’96 ’97 ’98 ’99
1,000,000

New-Home Sales

New-Home Sales

800,000
New Homes Sold
The blue bars on this chart represent the number of new homes that were
sold in the U.S. from 1970 to 1997. In 1977, sales reached a record 819,000 new
homes. Relatively low interest rates and a recession-free economy contributed
to this housing boom.
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New Homes Still for Sale At Year-End
The green bars show the number of new homes still for sale at the end of the
year from 1970 to 1997. Despite the record sales in 1977, note that some 400,000
new homes remained unsold at the end of the year.
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People 25-to-34 Years Old
The red line represents 25-to-34year-olds, the age range at which
most people begin buying homes.
Consider the late 1970s. As baby
boomers began entering their firsthome buying years, new-home sales
rose significantly, then dropped when
recessions hit the U.S. in the 1980s.
Home sales picked up again after
the 1981-82 recession ended, as interest rates fell and incomes rose. Following another recession that stalled
the economy again in the early 1990s,
favorable economic conditions once
again made it easier for people to buy
new homes.
People 60-to-69 Years Old
The blue line represents 60-to-69year-olds. This is the age range when
most people begin selling their homes
as children grow up and parents prepare for retirement. Many people in
this range will move to smaller places,
such as condominiums or apartments.
How do you think this will affect
the housing market in the future?
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Sources: U.S. Census Bureau, National Association of Realtors

