
1

High Anxiety
How Rising Inflation Impacts Housing Affordability

Publication 2331

Takeaway

Inflation diminishes purchase affordability by 
widening the gap between home price and income 
and increasing the costs of borrowing. It diminishes 
repayment affordability by eroding residual income 
and hiking the homeowner’s property tax burden. In 
both instances, the effects will prove most detri-
mental to low-income and elderly households.
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High home price appreciation emerged as a nation-
wide trend during the COVID-19 pandemic, with 
year-over-year (YOY) appreciation hitting double 

digits in January 2021. It shows little sign of abating any-
time soon. Meanwhile, labor shortages, supply chain bottle-
necks, and increased consumer spending following the 
rollout of the COVID-19 vaccine and the return of workers 
and consumers to offices and businesses have accelerated a 
rise in the costs of goods and services, prompting inflation. 

Although inflation was initially expected to be temporary, 
revised forecasts indicate it may be more long-term. 
Inflation has significant implications on the housing 
market—at least in the short-term, and particularly for 
low-income buyers. Inflation pushes up home prices, 
diminishes a household’s purchasing power, and may 
prompt a rate hike by the Federal Reserve Bank, result-
ing in marginal increases in the mortgage interest rate. 
All three factors reduce affordability when it comes to 
either purchasing a home or repaying a mortgage.

Inflation and Purchase Affordability

Purchase affordability is the ability of a household 
(whether a renter or existing owner) to buy a home.  

Inflation affects purchase affordability primarily by wid-
ening the gap between home price and household income.

Increases in the costs of goods and services, includ-
ing construction materials and labor, have caused 
home prices to rise. The National Association of Home 
Builders reported that the price of inputs to residential 
construction jumped 12.3 percent since the beginning of 
2021. These price increases are passed on from builders 
to consumers through higher home prices. 

Meanwhile, cost increases reduce people’s purchasing 
power by making them spend more money on the same 



2

product or service, leaving less money for other things. 

In addition, inflation can result in higher home price 
appreciation, which increases home prices and, conse-
quently, how much income a buyer needs to qualify for 
a mortgage. For example, a $150,000 home would in-
crease slightly to $153,000 after one year of appreciation 
at 2 percent, but it would rise significantly to $172,500 
after one year at 15 percent (Table 1). This makes the re-

quired income to qualify for a mortgage loan $49,250 at 
a home price appreciation rate of 2 percent and $55,527 
at a home price appreciation rate of 15 percent (Table 2). 

Appreciation takes an even greater toll over time. After 
five years of appreciation at 2 percent annually, that same 
$150,000 home would increase to $165,612 (Table 3). At 
15 percent, though, the price would more than double to 
$373,248. This means an income of $53,310 is necessary 

Table 1. Home Price After One Year by Appreciation Rate

Home  
Price

Home Price Appreciation Rate

2% 3% 5% 10% 15% 20%
$70,000 $71,400 $72,100 $73,500 $77,000 $80,500 $84,000

$100,000 $102,000 $103,000 $105,000 $110,000 $115,000 $120,000
$150,000 $153,000 $154,500 $157,500 $165,000 $172,500 $180,000
$200,000 $204,000 $206,000 $210,000 $220,000 $230,000 $240,000
$250,000 $255,000 $257,500 $262,500 $275,000 $287,500 $300,000
$300,000 $306,000 $309,000 $315,000 $330,000 $345,000 $360,000
$400,000 $408,000 $412,000 $420,000 $440,000 $460,000 $480,000
$500,000 $510,000 $515,000 $525,000 $550,000 $575,000 $600,000
$750,000 $765,000 $772,500 $787,500 $825,000 $862,500 $900,000

Source: Texas Real Estate Research Center at Texas A&M University

Table 2. Required Income to Qualify for a Mortgage  
by Home Price Appreciation Rate (One Year)

Home  
Price

Home Price Appreciation Rate

2% 3% 5% 10% 15% 20%
$70,000 $22,983 $23,209 $23,659 $24,786 $25,913 $27,039

$100,000 $32,833 $33,155 $33,799 $35,409 $37,018 $38,628
$150,000 $49,250 $49,733 $50,699 $53,113 $55,527 $57,941
$200,000 $65,667 $66,311 $67,598 $70,817 $74,036 $77,255
$250,000 $82,083 $82,888 $84,498 $88,521 $92,545 $96,569
$300,000 $98,500 $99,466 $101,397 $106,226 $111,054 $115,883
$400,000 $131,334 $132,621 $135,196 $141,634 $148,072 $154,510
$500,000 $164,167 $165,776 $168,995 $177,043 $185,090 $193,138
$750,000 $246,250 $248,665 $253,493 $265,564 $277,635 $289,706

Note: Assumes a 3 percent mortgage interest rate, 80 percent loan-to-value ratio, 25 percent debt-to-income ratio, and a 30-
year loan term. Assumes property taxes and insurance equal 4 percent of the home price.

Source: Texas Real Estate Research Center at Texas A&M University

Table 3. Home Price After Five Years by Appreciation Rate

Home  
Price

Home Price Appreciation Rate

2% 3% 5% 10% 15% 20%
$70,000 $77,286 $81,149 $89,340 $112,736 $140,795 $174,182

$100,000 $110,408 $115,927 $127,628 $161,051 $201,136 $248,832
$150,000 $165,612 $173,891 $191,442 $241,577 $301,704 $373,248
$200,000 $220,816 $231,855 $255,256 $322,102 $402,271 $497,664
$250,000 $276,020 $289,819 $319,070 $402,628 $502,839 $622,080
$300,000 $331,224 $347,782 $382,884 $483,153 $603,407 $746,496
$400,000 $441,632 $463,710 $510,513 $644,204 $804,543 $995,328
$500,000 $552,040 $579,637 $638,141 $805,255 $1,005,679 $1,244,160
$750,000 $828,061 $869,456 $957,211 $1,207,883 $1,508,518 $1,866,240

Source: Texas Real Estate Research Center at Texas A&M University
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to qualify for a mortgage at a home price appreciation 
rate of 2 percent, while an income of $97,117 is needed 
at a 15 percent appreciation rate (Table 4). Clearly, per-
sistent high home price appreciation decreases purchase 
affordability. While it is uncommon for a market to have 
a 15 percent annual home price appreciation rate for five 
consecutive years, this exercise shows the significant 
effect of high home price appreciation on purchase af-
fordability. 

 Inflation can also cause mortgage interest rates to 
increase, affecting the cost of borrowing. As the inter-
est rate increases, the total monthly mortgage payment 
increases (Table 5), which increases the income required 
to qualify for a loan (Table 6). 

For instance, a buyer who purchases a home for 
$200,000 can expect a total monthly mortgage payment 

(principal, interest, property taxes, and insurance) of 
$1,341 with a 3 percent mortgage interest rate. That 
increases by nearly $100 per month—$1,431 in total—
with a 4 percent rate (given the assumptions stated in 
Table 6). This raises the income required to qualify for 
a mortgage loan from $64,379 to $68,665—a nearly 7 
percent increase. A rise in mortgage interest rates par-
ticularly affects low-income homebuyers. 

Inflation and Repayment Affordability 

Repayment affordability is a homeowner’s ability to 
make timely monthly mortgage payments. Inflation 
affects repayment affordability primarily by eroding 
residual income. 

The more a homeowner spends on basic necessities 
like food and gas, the less residual income they have. 

Table 4. Required Income to Qualify for a Mortgage   
 by Home Price Appreciation Rate (Five Years)

Home  
Price

Home Price Appreciation Rate

2% 3% 5% 10% 15% 20%
$70,000 $24,878 $26,122 $28,758 $36,289 $45,321 $56,069

$100,000 $35,540 $37,317 $41,083 $51,842 $64,745 $80,098
$150,000 $53,310 $55,975 $61,624 $77,762 $97,117 $120,147
$200,000 $71,080 $74,633 $82,166 $103,683 $129,490 $160,196
$250,000 $88,850 $93,291 $102,707 $129,604 $161,862 $200,245
$300,000 $106,620 $111,950 $123,249 $155,525 $194,234 $240,294
$400,000 $142,160 $149,266 $164,332 $207,367 $258,979 $320,392
$500,000 $177,700 $186,583 $205,415 $259,208 $323,724 $400,490
$750,000 $266,549 $279,874 $308,122 $388,812 $485,586 $600,735

Note: Assumes a 3 percent mortgage interest rate, 80 percent loan-to-value ratio, 25 percent debt-to-income ratio, and a 30-
year loan term. Assumes property taxes and insurance equal 4 percent of the home price.

Source: Texas Real Estate Research Center at Texas A&M University

Table 5. Total Monthly Mortgage Payment Based on Home Price,  
Mortgage Interest Rate

Home  
Price

Mortgage Interest Rate

3% 3.5% 4% 4.5% 5% 5.5% 6%

$70,000 $469 $485 $501 $517 $534 $551 $569 

$100,000 $671 $693 $715 $739 $763 $788 $813 

$150,000 $1,006 $1,039 $1,073 $1,108 $1,144 $1,181 $1,219 

$200,000 $1,341 $1,385 $1,431 $1,477 $1,526 $1,575 $1,626 

$250,000 $1,677 $1,731 $1,788 $1,847 $1,907 $1,969 $2,032 

$300,000 $2,012 $2,078 $2,146 $2,216 $2,288 $2,363 $2,439 

$400,000 $2,682 $2,770 $2,861 $2,955 $3,051 $3,150 $3,252 

$500,000 $3,353 $3,463 $3,576 $3,693 $3,814 $3,938 $4,065 

Note: Assumes an 80 percent loan-to-value ratio and a 30-year loan term. Assumes property taxes and insurance equal 4 
percent of the home price. 

Source: Texas Real Estate Research Center at Texas A&M University



4

Low-income homeowners and homeowners who lose 
their jobs likely have even less residual income, making 
it especially difficult to make timely monthly mortgage 
payments. Meanwhile, rapid home price appreciation 
increases appraised values, raising the homeowner’s 
property tax burden. Although tax exemptions such as 
the homestead exemption cap the annual increase in 
property taxes, such increases can still put stress on 
households over time. This may make homeownership 
unsustainable for low-income and elderly homeowners 
(or other homeowners on a fixed income).

For example, the annual property tax payment for a 
home purchased for $200,000 is $6,000 at a 3 percent 
tax rate (Table 7). Should home price appreciation 
measure 3 percent annually, the tax payment increases 
to $6,956 in five years and $10,837 in 20 years in 2021 

Table 7. Annual Property Tax Payment Increase Based on 3 Percent 
Annual Home Price Appreciation (2021 Dollars)

Initial Home  
Price

Annual Payment 
at 3% Property 

Tax Rate

End of Year

1 5 10 15 20 25 30

$70,000 $2,100 $2,163 $2,434 $2,822 $3,272 $3,793 $4,397 $5,097

$100,000 $3,000 $3,090 $3,478 $4,032 $4,674 $5,418 $6,281 $7,282

$150,000 $4,500 $4,635 $5,217 $6,048 $7,011 $8,128 $9,422 $10,923

$200,000 $6,000 $6,180 $6,956 $8,063 $9,348 $10,837 $12,563 $14,564

$250,000 $7,500 $7,725 $8,695 $10,079 $11,685 $13,546 $15,703 $18,204

$300,000 $9,000 $9,270 $10,433 $12,095 $14,022 $16,255 $18,844 $21,845

$400,000 $12,000 $12,360 $13,911 $16,127 $18,696 $21,673 $25,125 $29,127

$500,000 $15,000 $15,450 $17,389 $20,159 $23,370 $27,092 $31,407 $36,409

Source: Texas Real Estate Research Center at Texas A&M University

dollars. Should home price appreciation measure 10 per-
cent annually, the property tax payment rises to $9,663 
in five years and $40,365 in 20 years, also at a 3 percent 
tax rate and in 2021 dollars (Table 8).

Such a precipitous increase would significantly strain the 
average household. Of course, it is highly unlikely any 
market would witness such high growth over two 
decades.

Are High Appreciation Rates Here to Stay? 
Prior to the COVID-19 pandemic, YOY growth in 
home price appreciation generally hovered between 
3 and 6 percent nationwide. In 2019, it averaged 3.5 
percent. Although it rose slightly in 2020, it increased 
considerably in 2021, measuring nearly 20 percent in 
July 2021.

Table 6. Required Income to Qualify for a Mortgage Loan 
Based on Home Price, Mortgage Interest Rate

Home 
Price

Mortgage Interest Rate

3% 3.5% 4% 4.5% 5% 5.5% 6%

$70,000 $22,533 $23,270 $24,033 $24,820 $25,630 $26,462 $27,316 

$100,000 $32,190 $33,243 $34,333 $35,457 $36,614 $37,803 $39,023 

$150,000 $48,284 $49,865 $51,499 $53,185 $54,921 $56,705 $58,534 

$200,000 $64,379 $66,487 $68,665 $70,913 $73,228 $75,606 $78,045 

$250,000 $80,474 $83,108 $85,832 $88,642 $91,535 $94,508 $97,557 

$300,000 $96,569 $99,730 $102,998 $106,370 $109,842 $113,409 $117,068 

$400,000 $128,758 $132,973 $137,331 $141,827 $146,456 $151,212 $156,091 

$500,000 $160,948 $166,217 $171,664 $177,284 $183,070 $189,015 $195,114 

Note: Assumes an 80 percent loan-to-value ratio, a 25 percent debt-to-income ratio, and a 30-year loan term. Assumes 
property taxes and insurance equal 4 percent of the home price. 

Source: Texas Real Estate Research Center at Texas A&M University
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strong population growth and increasing demand for 
homeownership.
____________________
Dr. Losey (clare_losey@tamu.edu) is an assistant research 
economist with the Texas Real Estate Research Center at Texas 
A&M University.

© 2021. Texas Real Estate Research Center. All rights reserved.

This level of growth in home price appreciation is 
unsustainable in the long-run, and growth will likely 
dissipate, but it is unlikely that home prices themselves 
will decline. 

Furthermore, the story may bear out differently for 
Texas than most other states thanks to the state’s 

Table 8. Property Tax Payment Increase Based on 10 Percent  
Annual Home Price Appreciation (2021 Dollars)

Initial Home  
Price

Annual Payment 
at 3% Property 

Tax Rate

End of Year

1 5 10 15 20 25 30

$70,000 $2,100 $2,310 $3,382 $5,447 $8,772 $14,128 $22,753 $36,644

$100,000 $3,000 $3,300 $4,832 $7,781 $12,532 $20,182 $32,504 $52,348

$150,000 $4,500 $4,950 $7,247 $11,672 $18,798 $30,274 $48,756 $78,522

$200,000 $6,000 $6,600 $9,663 $15,562 $25,063 $40,365 $65,008 $104,696

$250,000 $7,500 $8,250 $12,079 $19,453 $31,329 $50,456 $81,260 $130,871

$300,000 $9,000 $9,900 $14,495 $23,344 $37,595 $60,547 $97,512 $157,045

$400,000 $12,000 $13,200 $19,326 $31,125 $50,127 $80,730 $130,016 $209,393

$500,000 $15,000 $16,500 $24,158 $38,906 $62,659 $100,912 $162,521 $261,741

Source: Texas Real Estate Research Center at Texas A&M University


