
“Housing affordability” refers to the relationship 
between household income and housing prices. 
Because the majority of owner-occupant buyers 

rely on mortgage debt financing, they need to know how much 
income is necessary to qualify for a loan to buy a particular home.

Home Affordability Indexes
General affordability indexes, such as the ones produced by the 
National Association of Realtors (NAR) and the Real Estate 
Center, look at the relationship between median family (or 
household) income and median home price. 

NAR’s national composite affordability index reached 
a record high in early 2012 based on a substantially lower 
median home price and mortgage interest rate and despite 
static-to-falling median household income (Figure 1). 

The Center’s Texas Housing Affordability Index (THAI) 
suggests that housing has been consistently more affordable in 
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Texas than for the United States and that the spread in afford-
ability has increased during the recent housing downturn 
(Figure 2). 

The NAR index and the THAI reflect the ratio of the area-
wide median family income to the income needed to qualify 
for a mortgage to buy the median-priced home under a speci-
fied set of mortgage financing conditions  [(Median Family 
Income ÷ Required Income) × 100]. If the required income 
to purchase the median-priced home is exactly equal to the 
median family income, the index value would be 100.0. 

Both indexes are computed in the same way but use different 
median family income estimates. NAR computes an estimated 
quarterly median family income based on Census Bureau 
decennial data. The THAI applies the annual median family 
income estimate provided by the Department of Housing and 
Urban Development (HUD) to compute each quarter’s index. 
Median home prices are estimated by each group according to 
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sales data compiled by local Mul-
tiple Listing Services (MLS).

Both measures compute the 
annual income a lender would 
require a borrower to earn to 
afford the monthly payments for 
an 80 percent, 30-year mortgage 
to purchase the median-priced 
home at the “effective” mortgage 
interest rate reported by the Fed-
eral Housing Finance Board. The 
requisite income for both indexes 
is based on an assumed, lender-
mandated 25 percent qualifying 
ratio. That is, the monthly mort-
gage payment can be no more 
than 25 percent of the borrower’s 
gross monthly income. 

Both ratios ignore other monthly costs of homeowner-
ship as they vary significantly from one area to another. 
Including other monthly costs of ownership would be 

offset by increasing the applicable qualifying ratio, generally to 
35 to 40 percent.

Because information on the percentage of potential buyers 
who can put 20 percent down is not available, the affordability 
indexes no doubt overstate true affordability. As the requisite 
down payment declines, the amount financed increases and, 
therefore, the required income increases. Additionally, as the 
down payment declines, some lenders will charge a higher 
interest rate to reflect the greater risk of the loan, raising the 
monthly payment and decreasing overall affordability.

NAR’s first quarter 2012 index of 225.9 indicates that the 
current median family income is more than twice as much as 
is required to buy the national median-priced home under the 
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Figure 1
National Housing Affordability Index

Source: NAR Composite Index
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assumed financing. The THAI fourth quarter measure of 211.9 
indicates that median family income in Texas is also more 
than twice the required income. 

The two main causes of the increase in affordability have 
been the changes in median home price and interest rates. The 
national median home price declined 25 percent between 2006 
and 2011, while the Texas median home price increased a mod-
est 4 percent over the same period (Figure 3).

Texas’ major markets are among the most affordable 
metropolitan areas in the country (see table, p. 6). Fort 
Worth shows the highest level of affordability based 

on the combination of local median family income and home 
prices. Austin is somewhat less affordable and has the highest 
median home price in the state.

Texas’ 2011 THAI 
was 21 percent 
above the 2005–11 
average, and the 
national index was 
nearly 56 percent 
above average. 
Affordability in 
2012 will probably 
be even better at 
the national level 
as interest rates and 
the median price 
stay steady at cur-
rent levels. Texas’ 
affordability, how-
ever, may statisti-
cally decline slightly 
as prices begin to 
firm and rise faster 
than income in some areas.

Since 1991, the Federal Home Loan Mortgage Corporation’s 
(FHLMC) 30-year, fixed rate mortgage averaged 6.8 percent, 
significantly above the current level of around 4 percent 
(Figure 4). 

The impact of lower interest rates on housing affordability 
is readily apparent. For example, to buy a $150,000 home with 
a 30-year, 80 percent loan at 9.64 percent (the rate in January 
1991) the monthly mortgage payment would be $1,021.31. 
A buyer would have to have an annual income of $49,023 to 
qualify for a loan with a 25 percent qualifying ratio. The price-
to-income ratio would be 3.06 ($150,000 ÷ $49,023).

At the long-term average 6.8 percent rate, the monthly 
mortgage payment to buy a $150,000 home would be $782.31. 
The required income to buy the same house falls to $37,351 
or 23 percent less and the price-to-income ratio rises to 3.99. 
To buy the same $150,000 home at the current 4 percent rate, 
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the monthly mortgage payment 
would only be $572.90 and the 
required income would only be 
$27,499 or 27 percent less than 
for a 6.8 percent loan and 44 
percent less than for a 9.64 per-
cent loan. The price-to-income 
ratio rises to 5.45. 

The home purchasing power 
of a dollar in income increases 
dramatically as interest rates 
fall. Assuming a buyer obtains 
an 80 percent loan, if the mort-
gage interest rate is around 10 
percent, $1 of income would 
buy about $3 of housing. At a 
7 percent interest rate, $1 of 
income buys about $4 of hous-
ing, and at a 4 percent rate, $1 
of income buys nearly $5.50 of 
housing. In the previous example, if a buyer had the 
$49,023 required income to afford the total monthly 
payment at the highest rate, they could buy a house 
priced nearly $270,000 at the lower rate. 

Return to Historically Sound Levels

If mortgage lenders tighten underwriting require-
ments by increasing the qualifying ratio, the 
effective price-to-income ratio goes down, and 

the home purchasing power of $1 in income falls. Of 
course, if underwriting standards become looser, as 
they did during the mid-decade housing boom, the 
ratio increases, and buyers can purchase more hous-
ing for a given amount of income. This effect is clear 
in tracing the effective price-to-income ratio for the 
United States and Texas over the past 36 years.

As the data indicate, Texas’ price-to-income ratio 
stayed below 4.0 even during the housing boom 
whereas the national ratio ballooned to unsustainable 
levels (Figure 5). The national ratio continues to trend toward 
the Texas rate as lenders apply stricter mortgage underwrit-
ing, and the housing market returns to a more traditional 
and sustainable level. The current multiple is as high as it is 
because of historically low mortgage interest rates and a fall-
ing median price. If mortgage interest rates were in the 6 percent 
to 7 percent range, the national rate would be approaching 3.0, 
and Texas’ rate might be in the 2.5 to 2.8 range.

Texas Affordability Pyramid 
Overall affordability can also be traced by translating house-
hold income data into the distribution of homes by price that 

households can afford to buy. This distribu-
tion results in what is called an affordability 
pyramid. The pyramid shows the percent 
of households that can afford to purchase a 
home at different price levels. The U.S. Cen-
sus Bureau’s American Community Survey 
provides detailed income distribution data for 
the country, states and local areas. The most 
recent year of data availability is 2010.

One estimate of the Texas affordability pyra-
mid is based on conventional financing with 10 
percent down, a 4 percent fixed-rate mortgage 
for 30 years and a qualifying ratio of 33 percent 
based on total monthly ownership cost (Figure 
6). Other costs of ownership are included based 
on an assumed annual effective rate of the home 
value. The relatively low down payment means 
more required income to qualify for the greater 
mortgage, making affordability slightly less.

For purposes of analysis, 
additional monthly costs 
are based on an estimated 
annual effective percent-
age of a home’s value. The 
additional monthly costs 
include taxes at an effective 
annual rate of 3 percent 
of home value, property 
insurance at 0.8 percent, 
and utilities (water, sewer, 
gas and electricity) at a 2 
percent annual rate. 

For a $100,000 home, 
for example, property 
taxes would equal $3,000 
per year or an average of 
$250 per month; insurance 
would equal $800 per year 
or $66.67 per month; and 

utilities would be $2,000 per year or $166.67 per month. In 
this case, other homeownership costs total $5,800 per year or 
an average $483.33 per month, an amount 12.5 percent greater 
than the monthly mortgage payment of $429.67 per month under 
the assumed financing. Based on the qualifying ratio and a total 
monthly housing cost of $913.01 ($429.67 + $483.33), the required 
income to qualify for the loan would be $33,200 per year. 

As expected, the base of the Texas pyramid indicates a sub-
stantial number of low to modest income households that can 
afford relatively modest-priced homes. Based on the assumed 
financing, nearly 35 percent or about 3.02 million Texas house-
holds cannot afford to buy a home priced more than $100,000. 
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FHLMC 30-Year Fixed Rate

Source: FHLMC
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Sources: U.S. Census Bureau 2010 American Community Survey and Real Estate Center at Texas A&M University
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Figure 6
Texas Affordability Pyramid:

Number of Housholds by Highest Affordable Price
with a 10 Percent Payment

10% down; 4% interest; 
33% qualifying ratio; 
5.8% taxes, insurance 
and utilities

Of the remaining households that can afford to pay more 
than $100,000, around 16.3 percent or approximately 1.42 
million Texas households can only afford to buy a home 
with a top price of $150,000 (the second step in the pyra-
mid). This trend of fewer households being able to afford the 
maximum price continues in successive steps except for the 
$300,000 to $400,000 level. The distribution of Texas house-
hold incomes exhibits a bulge in the $60,000 to $125,000 

income intervals (approximately 28.5 percent of Texas 
households fall in this interval). This explains how more 
households can afford a home in this price interval than in 
the preceding one.

The peak of the pyramid is somewhat larger, reflecting the 
open-end nature of higher priced properties, but is consistent 
with the state’s household income distribution. The required 
annual income to purchase a $600,000 home is $200,000. 

NEARLY 51 PERCENT OF TEXAS HOUSEHOLDS fall 
into the two lowest price ranges on the affordability scale 
($100,000 to $150,000 and below $100,000). At the 
other end of the scale, only 3.9 percent of households earn 
enough to qualify for a $600,000 home (Figure 6).



THE TAKEAWAY

Falling home prices and the lowest mortgage interest rates 
in nearly 70 years make homeownership conceptually the 
most affordable it has ever been. Home prices have moved 
more in line with historical norms relative to income, 
even with tight mortgage credit. Texas and Texas’ major 
metro areas remain among the most affordable places in 
the country as measured by the Center’s Housing Afford-
ability Index.

According to 2010 Census data, 332,563 or 3.8 percent of all 
Texas households had incomes of $200,000 or more.

By almost any measure, homeownership remains more 
affordable in Texas than for the United States over-
all. Texas’ median home price remains at a compara-

tive advantage relative to the U.S. median although the gap 
between the two has narrowed substantially in the past couple 
of years. 

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

Texas Housing Affordability Index by MLS Area

MLS Area 2005 2006 2007 2008 2009 2010 2011 Average

2011 
Percent 

Greater than 
Average

2011  
Percent 

Greater than 
2005

Abilene 2.32 1.92 1.78 2.01 2.20 2.38 2.23 2.12 5.0 –4.1
Amarillo 2.01 1.83 1.70 1.84 2.14 2.26 2.30 2.01 14.2 14.3
Arlington 2.13 2.00 1.91 2.11 2.40 2.61 2.77 2.27 21.7 30.0
Austin 1.80 1.64 1.53 1.56 1.88 1.93 1.99 1.76 12.6 10.0
Baytown 1.90 1.70 1.52 1.67 1.99 2.08 2.18 1.86 16.9 14.4
Beaumont 2.03 1.77 1.62 1.68 1.96 1.96 2.26 1.90 19.2 11.1
Brazoria Co. 2.52 2.23 2.10 2.16 2.67 2.88 3.16 2.53 24.9 25.5
Brownsville 1.30 1.25 1.06 1.44 1.76 1.75 1.84 1.49 23.8 41.6
Bryan/College Station 1.80 1.57 1.50 1.64 1.79 1.79 1.93 1.72 12.1 6.7
Collin County 2.36 2.13 1.28 2.08 2.41 2.43 2.53 2.17 16.4 7.2
Corpus Christi 1.62 1.50 1.37 1.46 1.78 1.87 2.01 1.66 21.3 24.0
Dallas 1.83 1.70 1.59 1.77 2.09 2.15 2.21 1.91 16.0 20.7
Denton 2.05 1.90 1.54 1.98 2.25 2.56 2.71 2.14 26.6 32.3
El Paso 1.50 1.26 1.13 1.17 1.35 1.51 1.60 1.36 17.8 6.9
Fort Bend Co. 2.14 1.91 1.32 1.92 2.06 2.23 2.36 1.99 18.5 10.2
Fort Worth 2.43 2.22 2.10 2.35 2.74 2.94 3.13 2.56 22.2 28.4
Galveston 1.60 1.29 1.34 1.33 2.09 1.89 2.03 1.65 22.8 27.1
Garland 2.55 2.43 2.37 2.71 3.14 3.82 3.82 2.98 28.1 49.6
Harlingen 1.43 1.40 1.55 1.84 2.03 1.94 1.70 14.1
Houston 1.87 1.67 1.54 1.72 2.00 2.11 2.19 1.87 17.0 16.9
Irving 2.33 2.16 1.83 1.88 2.39 2.67 2.61 2.27 15.1 11.9
Kerrville 1.53 1.66 1.82 1.67 8.9
Killeen 2.03 1.80 1.74 1.88 2.17 2.15 2.30 2.01 14.3 13.1
Laredo 1.75 2.05 2.21 2.27 2.07 9.4
Longview 2.05 1.77 1.57 1.71 2.00 2.14 2.12 1.91 11.2 3.4
Lubbock 2.06 1.95 1.91 1.93 2.25 2.35 2.37 2.12 11.9 15.0
Lufkin 2.09 1.88 1.83 1.95 2.03 1.94 2.35 2.01 16.8 12.3
McAllen 1.27 1.10 1.00 1.34 1.55 1.63 1.64 1.36 20.3 29.5
Midland 1.39 1.69 1.78 1.81 1.67 8.8
Montgomery Co. 1.89 1.71 1.37 1.72 1.90 2.15 2.18 1.85 18.2 15.4
Nacogdoches 2.66 1.92 1.47 1.56 1.84 1.84 1.87 1.88 -0.6 –29.8
NE Tarrant Co. 1.72 2.04 1.51 1.69 1.98 2.62 2.70 2.04 32.6 57.0
Odessa 1.63 1.78 2.07 2.02 1.87 7.6
Palestine 3.12 2.47 2.06 2.05 2.50 2.80 2.94 2.56 14.8 –5.8
Paris 2.23 2.16 2.28 2.32 2.47 2.88 2.83 2.45 15.2 26.7
Port Arthur 2.73 2.25 1.92 1.91 2.06 2.59 2.72 2.31 17.8 –0.1
San Angelo 2.18 1.93 1.88 1.85 2.20 2.15 2.28 2.07 10.3 4.6
San Antonio 1.63 1.50 1.47 1.58 1.86 1.89 2.00 1.71 17.3 22.4
San Marcos 1.68 2.02 1.71 1.95 2.42 2.30 2.01 14.2
Sherman-Denison 2.37 2.24 2.23 2.61 3.12 3.10 3.42 2.73 25.5 44.7
Temple 2.66 1.72 1.71 1.81 2.12 2.40 2.19 2.09 5.1 –17.7
Texarkana 2.08 1.44 1.72 2.19 2.15 2.50 2.51 2.08 20.4 20.9
Tyler 1.77 1.97 1.55 1.68 1.99 2.08 2.14 1.88 13.7 21.0
Victoria 2.25 1.90 1.66 1.71 2.01 2.17 2.21 1.99 11.2 –1.7
Waco 1.89 2.09 1.78 1.84 2.21 2.00 2.27 2.01 13.0 20.4
Wichita Falls 2.17 2.29 2.06 2.19 2.35 2.60 2.93 2.37 23.4 35.0
Texas 1.68 1.54 1.45 1.59 1.88 1.96 2.02 1.73 16.7 20.5
United States 1.23 1.10 1.11 1.33 1.77 1.80 1.91 1.46 30.3 55.6

Source: Real Estate Center at Texas A&M University
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• learn about the latest legal issues in ad valorem 
taxation

• understand current economic trends
• gain insight into how public policies are developed
• examine appraisal practices

Benefits of Attending

The 26th Annual Legal Seminar on Ad Valorem Taxation provides a wealth 
of information on a variety of legal, economic and other relevant issues. 

August 29–31, 2012
Hyatt Regency San Antonio Riverwalk
San Antonio, Texas

Who Should Attend

Register Online

• real estate licensees
• appraisers
• policy makers
• lenders
• attorneys

• investors
• land buyers
• land sellers
• consultants

Sponsored by the State Bar of Texas Property Tax Committee and the 
Real Estate Center at Texas A&M University

www.recenter.tamu.edu/register
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