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Introduction
Realtors® are in the business of helping Americans fulfill their dreams of

homeownership In Floridamany residents in recent years have attained that Jaed.

s t a hoeéosvnershiprate hasdeclinedonly slightly from its alltime high of 724
percentin 2006. The annual homeownership figure for 2007 was 7de8cent.
However, his is well above the national homeownership raté6®fl percentin 2007
The currentnationalrate issomewhat lower than its 2004 peak of 69.0 percent but still
higher than the B4 percenthomeownership raten 2000 and significantly higher than
the 63.9 percentratein 1990. Mortgage ratesit generational low qualified many new
households to purchase a homehe early part of the decad® ore affordable hotisg
prices in Floridathenalso played a roleRecently, ising prices have brought ownership
rates down from their peaks, bmortgage rates remain low, attte market correction
will return prices back to a level of affordability that will bring aboehewed sales

provided that policies remain friendly to homebuyers.

Homeownership trends have been positive in both the U.S. and Floodayér,the

gains in homeownershipationally have been less robust thBnl o r i d armreceng ai n s
years The natiorimproved its homeownersHipate by0.7 percentag@oints since 2000
compared to & percentaggoints gain forFloridaover the same periodractorsunique

to Floridamust have contributed the more robust gains.

This paper finds thatavorablemigration trendd including international immigratign

affordable home prices, ariew housing policiegetrimental to housinm Florida have

broughtabout a very dynamic market in the state. Furthermorehdhsing market and
homeownership makienportart contributiorst o F I or i d a 6®mneucitp. mo my and
2006 $122.2 billion was attributed to real estate related economic activity in the
Sunshine Stafe Property taxesevied by counties, cities, school boards and other taxing

districts contributed #%9bi | | i on t o FIl or i daZD85 ahddbB80s5! di str

! Homeownership figures are from the Census:
http://www.census.gov/hhes/www/housing/hvs/annual07/ann07t13.html
2 .

Ibid.
3 Figure from Gross Domestic Product by state dattp://www.bea.gov/regional/index.htm
* http://dor.myflorida.com/dor/property/infographic07.pdf
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billion in 2006. Given their importancehts paper examines the effects mdlicy
changed fwhatifo analysi® on the housing sector arftbmeownershigo as to better

highlight potentialconsequences, both anticipated and unforeseen

The paper begins by examining the critical role that housing and homeownership
contributes to the economy and community. It tepecificallyf ocuses on housi
impactonF|l or i dad6s e c on o mfyand the possible reasoims fAlad i iotha 0 s
more robust housing market are then provided. The pali@nvs by showing simulation

results ofvariousreal estate related policy changes tingpact homeownership The

impact analyssaresimulated for the wble state as well dsr severaimetro markets in

Florida.

® Florida Legislative Office of Economic and Demographic Research
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Housingbs I mpact on the Economy
The housing sector s an i ntegr al p a.rHobme cdles &t home d ads e

building provide jobs and incomes to real estate agents, construction wdmkiasg
contractors, mortgage service providers, home inspector, home appraisals, and many
others.To begin this section examines the scope of the housing market at the national
level. It provides aframe of referencenabling comparison between Flaiénd the
country as a wholé€The linkages of housing and the economy are dettolguovide the
readerwith an understanding @he variety of channels through which housing interacts

with the economy

Size of the Housing Sector
One reason for read st at eds significance toltishe over a

significant contributor to the U.S. economy, providing millions of Americans with jobs
and generating hundreds of billions of dollafseconomic output each yedt.is an
important sourceof wealth building and homeownership is an integnadrt of the
AAmer i ¢ anThdde axeaseveral different methods of measuring the economic
impact of the relaestate industry (see belowAs large as the resulting numbers may be,
many understate theue financid impact of the housing sectoBeyond economic

measures, homeownership provides many intangible benefits to our society.

For an appreciation of the scope of the industry, consider the following:

e The housing sector directly accounts fooabl5 per cent of the nati
productiof;

e Indirect contribution from housinelated expenses such as spending fottiasli
and furniture add anotherpércent to the national economy

e Home equity constitutes the largest share of householdvaegh for a vast
number of Americarfs

e In 2007, 75 million households owned their own homes, for a national

homeownership rate oB6L percent;

® Housing Service plus Residential Fixed Investment as a share of GDP from BEA/Haver
"Household Operation plus FurnitunecdaHousehold Equipment as a share of GDP from BEA/Haver
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e Household holdingsof real estatas®ts areworth nearly 0.2 trillion as of the

fourth quarter of 200 well morethanony e ar 6 s wort h of U. S.

e About 40 percent of monthly consumer expenditures are housing f8lated

Housingds I mpact on the Economy
Economists measure the size of the overall economy by looking at all gbdids and

sewvices produced in theconomy the Gross Domestic Product (GDExamining the
housing sector 6s 0dahn tiredthb and i imdinectfytgives &hD P
approximationof its importance to the overall econombhe two line items in GDP
directly associated with the housing sedogresidential fixed investment and housing

service Residential fixed investment consists of vapjug-in-place of new housing units,

GD

production of mobil e homes, brokersd commi s

properties, expenditures relateditmprovementsand additions to existing units, and net
purchases of used struoes from government agenci¢tousing service is a component

of personal consumption expenditures, purchased by residents in the United States,
usually in the form of rent fotenants or as rental equivalence for homeowners. It is
important to note that this approach measures the value to the homeowner of the daily
consumptionof the flowof-services provided by a home (a place to fix meals, relax,
entertain, garden, etc.) amdt the value of amvestmenin a longlived asset (home).
Because implicit rent is not a market transaction, such as the payment to a landlord from
a renter, it is estimated by measuring the change in market rents for rental housing units
with similar dharacteristics and in similar latons as the homeowner units. 2007*,
residential fixed investment totaled4l billion and housing service expenditure was
$1,466billion. The combined total ofZb1 trillion represented5 percent of GDP.

The constuction and sale of new homes makdirect contribution to GDP, based on the

value of construction put in place. However, the sales pfareexisting homes do not

enter into the calculation of tésalepri@ti onds

8 hitp://federalreserve.gov/Pubs/0ss/0ss2/2004/bull020@ade A23)
® hitp://lwww.federalreserve.gov/releases/z1/Currentizpdf
1% ftp://ftp.bls.gov/pub/special.requests/cpi/cpir06_2007.txt
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does not get enteredecause the transaction does not represent new production.
However, purchases related to the transaction of existing honsedsafget included in

GDP. For example, all payments for services rendered, such as real estate agent
comnissions, home inspector fees, attorney fees, and loan origination fees, are included.
These activities involve actual labaours for the service providedowever,in the GDP
accountingpayments, such as transfer taxes, escrows, title and other inspranmgems,

interest payments, and loan pojréee excluded.

In addition, all economic activitgroduces a multiplier effecthat is to say that a sale of

a home generates atidnal consumer expenditure$dlome sales naturally involve

moving costs, wheter t hrough a professiomabemo¥rog coc
renting a moving van. Expenditures accompanying the moves, though they do not show

up in the housing sector category of the GDP acspwatso need to be considered.
Furthermore, many hoabolds purchase new furniture and spend maae tisual for

home improvemenwvhen moving to a new homé&Ve project that a typical home

purchaser will spend $b71 on improvementsvithin the first two year®f a purchase in

2007 that they would not have sp®therwisé”. The income earned in the other sectors

of the economy is then 1@rculated into the economy asistspent, generating another

round of income and purchas@&he multipliereffects dependn the degree of monetary

policy accommodation andt he fAcr owd i n ghe MatiohabAssedafioa oft

Realtor®6 s macroeconomic modeling suggests that
1.62 in the first year or two after an autonomous increase in spending.means that

each dollar increase in ditt housing activity will increase the overall GDP by $1.34 to

$1.62.

Aside from economic activity generated as a result of home building and home sales,
homeownership itselfields benefitsHomeownersip provides individuals with a way to
accumulate wdth for the future while at the same timagjoyingthe provision of shelter.

™ Nominal Figures; Haver/BEA

2 Data reported by the Joint Center for Housing Studies at Harvard University (2003) adjusted for inflation
This number is similar to the $8,900 that NAldBtimates new homeownesgend compared to $4,000

spent by nosmovers http://www.nahb.org/generic.aspx?sectionID=1309&genericContentID=93626
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The wealth that is derived from homeownership is in fact the largest source of wealth for
mosthousehol ds . T h e 4 Buveyeof @GohsunieeRBnancdsieodesi 2 0 0
that thenet worth for homeowners wasl®,400 while that of renters was $00.

Though, the net worth figure includes financial stock wealth such as mutual funds and
certificate of deposits, undoubtedly housing equity is a major contributor to the wealth
differences between homeowners and renters given that average housingseajoiyt

$160,000 per homewning household.

The importance ofthe housing wealth effect has gained widesearchattention.
Research indicates that consumer spending and thecoearay are affected by the rise

and fall of equity whether derived from the stoukrket or from homeownership. The
estimated stock market wealth effect is on the order of 3 to 7 cents for each one dollar
change in the equity value of the stock markey. cBntrast, Case, Quigley, and Shiller
(2001) have shown that each extra dollar of housing wealth has five times the impact of
an extra dollar of stock market wealtkurthermoreNational Association of Realtd®s

funded research bthe Joint Center for ldusing Studies at Harvarghowed a much
speedier consumer spending response from a change in housing wealth compared to a

change in stock market wealth

Given the importance of housing to the econ
livelihoods apend on real estate. The Bureau of Labor Statistics produces monthly
employment reports listing employees on payrolls by industiye March 2008 report

showed tha®.1 million workers were employed in the real estate industry. Furthermore,

3.0 million were employed imesidentialconstructionbuilding or as residential specialty

construction contractor. An additional 82million were employed in the credit
intermediation sector, which includesortgage banking.The secondary employment

generated byhe multiplier effect and by the housing wealth effeother adds to the

overall employment picture in the other sectors of the econding. also worth noting

that many Realtors® are self employed and areoontedn the payroll survey.

13 hitp://www.federalreserve.gov/PUBS/0ss/0ss2/2004/scf2004home_modify.html
Yhttp://www.realtor.org/wps/wem/conndsf3ea30048be3820b51cff0c8bc1f2ed/housing_wealth_effects_f
inal.pdf?MOD=AJPERES&CACHEID=5f3ea30048be3820b51cffOc8bclf2ed
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Ho u s i mngécson Communities
Construction of new homes provides jobs agneatertax revenues for local, state, and

federal governmentsThe National Association of Home BuildetNAHB) estimate¥

thatin 2005the construction of 1,000 singtamily homes genates3,470full-time jobs

in construction and constructioelated industries, 18134 million in wages, and 8.2

million in combined federal, state and local revenues and fees. The construction of 1,000
multifamily units generates 290 full-time jobs inconstruction and catructionrelated

industries, $54.nillion in wages; and 30.8 million in combined federal, state and local

tax revenues and fees. Furthermore, it is estimated that roughly 30 percent of a new
home occupantos i n cpadced iby local fesinelssesp such iag e ms

hospitals, daycare centers, dry cleaners, and auto repaitshops

Homeowner shipds Contribution to Positive
Homeownership als@eneratespositive social and politicabutcomes forAmerican

society. Reear ch shows that homeownership raises
community and their willingness to invest in both the home as an asset and es @ pla

live. Furthermore, a higher overall quality of life among homeowisetselieved to

contribute to the wetlbeing of both homeowners and their children in a number of ways.

For example, children of homeowners tend to have higher levels of achievement in math

and reading and fewer behavioral problems. These factors, as well as many others, help
explain increased educational attainment and higher lifetime annual incomes of
homeownersé children. (Haur i n, Par cel and H
addition to being more satisfied with their own personal situation than renters (Rohe and
Stegma, 1994), homeowners also enjoy better physical and psychological health. (Rohe,

Van Zandt and McCarthy001).

Although the extent of community involvemearid the benefits that accrue to society are
hard to measure, several researchers have foundhtiméowners tend to be more
involved in their communities than renters. For example, owners participate in a greater

number of nofprofessional organizations. They also have higher voter participation

15 www.nahb.org/generic.aspx?sectionID=734&genericcontentlD=44096&channelID=311#3
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rates. In addition to higher civic participation, ownalso tend to remain in their homes
longer, adding a degree of stability to their neighborhood. Since homeowners reap the
financial gains of any appreciation in the value of their home, they also tend to spend
more time and money maintaining their residenehich also contributes to the overall

quality of the surrounding community (Rossi and Weber, 1996; Rohe and Stewart, 1996).

Research confirms that adverse social outcomes are less frequent in neighborhoods with
high rates of homeownership, communitwoelvement, and access to economic and
educational opportunities (Ellen and Turner, 1997). Theralss some evidence that
homeownership programs may result in increased property values near subsidized or
locally assisted homeownership sites and can, rutnderight circumstances, draw other
northousing investment to the community (Ellen, Susin, Schwartz and Schill, 2001).

Housi ngds CamRecentlBusiness Gycle
Home sales set successive record yeatd 2005 Since that time, home sales have

returned to a level that would have been considered respectable were it not for the great
boom in the earlier part of the decade. &le&ve housing markdiuoyedthe economy
throughthe mild recession in 20Gdnd how it will affect the economy as it unasfrom

its heights remains to be seedome equity buileup is estimated to beearly$3 trillion
since 200Y. The gains are mostly texee given the preferential treatment of home
purchases/sales in the tax code. The impact on economic activityhivare price
appreciation was large; the current consensus suggests a housing wealth affectioh
as10 to 20 cents spent for each dollar increase in housing wekiik.implies that, the
housing wealth effect alone would have added as much3@8 #® $600 billion in
additional spending to the economis a comparison, the tax refund chedkstributed

in early 2008 (the $300 to $1,200 rebate checksntusttaxpaying households) totaled
$68.9 billiort®. Home equity peaked in tHest quarter of 2007andestimates from the

first quarter of 208 show a decline of 85 billion or a decline of 8.8 percentThe

18 http://www.shimberg.ufl.edu/pdf/Newsletune02.pdf
7 http://Iwww.federalreserve.gov/RELEASES/Z1/Current/a jpdf
18 http://www.cbo.gov/ftpdocs/89xx/doc8973/hr5140pgo.pdf

10
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degree to which the wealth effect operates on the downside is not yet kabwill
certainly be seen To the extent that homeowners believhad tncreases in housing
wealth in the previous years were permanent, the declines will come as a shock and will
likely manifest in a reduction in spending that would be a reverse wealth effect. To the
extent that households expected the whopping gaitiseirearlier part of the decade to

eventually slonand reversegthe impact will be smaller.

11
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Housi ngosonFinp a cBdandnsy
Just as housing is a central part of t he

economy. In 2006, $122.2billion was attributed to reaéstate related economic activity
in thesunshine stateFurthermore property taxes levied by counties, cities, school boards
and other taxing districts contributéd2 5. 9 bi I Il i on to Fl oridabs
2005 and $30.5 Biion in 2006°.
Figure 1.
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Real estate —— Rental and leasing services and lessors of intangible as

Gross State Product (GSRyhich is similar in spirit to the GDP accounting discussed

earlier, provides an economic activity measure at a more localized level. GSP is derived

as the sum of the gross production of goodssamdices originating in all industries for a

given geographical regionT he U. S. Department of Commerce
at $713.5billion in 2006 (in current dollars The real estate sectfincluding leasing

services)accounted for $22.2 billion or 17.1 percent of this totah 2006 Data for

19 http://dor.myflorida.com/dor/property/infographic07.pdf

12
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2005, the most recent year for which a categorical breakdown of real estate and leasing
servicesis available shows that real estatdone comprised 15.8% of GSBmongall

industries and 17.9% of5SP aaoss private industried F1 ori daés GSP and
components over time can be seerffrigure 1.0Over the period froni998 to 2002, real
estatebds share of peocendo 14.1p&dent Laoking enty atthe om 1 3. 3
private industries (after subfrting away valuadded component from federal and local
governmente mpl oy ment ) , r e a lwoultl He veell &ovd4 peroenttor i but i o

total privateindustry output.

Another economic measure, though not aslapth as GSP, but more frequently
published is personal income data. In 20@otal personal income among Florida
residents was M2 billion. Earningsfrom the realestate industry amounted to $13.4

billion. A separate construction sector added anotBéridillion?.

Real estate andcang uct i on empl oyment are more i mport
compared to the country as a wHdleIn 20, 598,100 workers were employed in the
construction sector and’3,200 were employed in the real estate sector. That represents

9.6 percent ofall of theFl o r iwdrlkets sFor the country, the figure wasl percentin

2007. Such a difference is not surprisimgnd may be due in patb the need to
accommodatenany newly arriving residents from other parts of the cowmidthe real

estate boonthat Florida experienced in recent years.

% Florida Legislative Office of Economic and Demographic Research

L http://lwww.bea.gov/regional/index.htm

2 bid.

% Bureau of Labor and Statistics State and Area Employment, Hours, and Earnings Data and National Data
from the Current Employment Statistics survey

13
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Impact Analysis on Homeownership
Given the many benefits of homeownership to individuals and societies, Realtors®,

governments, and negorofits have worked to attain ever higher rates of ownership.
Residents cahe proud of the fadhatFlorida has one of the higheomeownership rase

in thenation

As to the causeof rising homeownershighelow interest rate conditioria recent years
would certainly be at the top of the list. Nonetheless, lowrestgate conditions
prevailed in all parts of the countrgnd yet Florid&® shomeownership grew more
robustly than other parts of the countfy.l o r iocheo@wnershif rate edged up t61.8
percent in 200 compared to B.4 percent in 2000 andB.9 percent in1990. By contrast

the national homeownership rate, though reaching an all time high of 69.0 percent in
2004, was significantly lower than that in Florida. In addition, the gains in national
homeownershipn recent years have been less robust thase hat have occurred in
Florida. The nation improved its homeownership rateDbypercentage points since
2000 compared to 4&.percentage points gain for Florida over the same period.
Therefore, facts aside from a uniform countwide event, such as lowmterest rates,

are likely to have played a role in bringing about more robust gains in Florida.

Demographic and Migration Impact
One state specific reason for the faster rise in homeownership in Floridasis thet e 0 s

changingdemographics. The oamonly accepted notion of many retirees wanting to live
out their golden years in Floridesupportedy fact Floridahas the highegtercentage

of persons who are 65 and oveshown in Figure®. The next top ranking statese
Pennsylvania and West ndinia, which both also have significantly higher

homeownership rasecompared to the rest of the nation.

** Homeownership figures are from the Census:
http://www.census.gov/hhes/www/housing/hvs/annual07/ann07t13.html
% http://lwww.census.gov/population/projections/PressTab3.xls

14
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Another factor idavorablepopulationtrendsin the state.F|1 or i dads popul ati or
2.1 million in thelastsix years. There werel8.1 million residents living in the state in

2006 compared to 16.0 million in 2000. The annual growth rate @fp2rcent nearly

doubles the pace of population growth for the rest of the country.

In particulay Florida has benefited fromweery favorableinternal migrationtrend (that is

the movements of U.S. residents between statbgch thereforeexcludes births and
deaths and foreign immigratian)siven that many U.S. retirees are heading for the, state
a higher homeownershi@te naturally is likely tofollow. That is becausexesting U.S.
residents, as opposed to foreign iigrants, are more likely to baomeownes®.
Secondy, retiree® thosewho are 65 years dland oved have one of the highest
homeownership rates among differing age group3¥able 1 shows the varying

homeownership rate among different age gréups

Figure 2.
Pecentage of Persons aged 65 and over
20
18
16 1
14 + 1
12 + T
10 1 —
8 i — —_—
6 i — —_—
4 4 | -
2 i — —_—
O T T T T T T T T
2 @ . %> QO ) 2> ) &
Q\&é @\@Q 4\*\0\% 0&0& e\g\é\ & 0’3@ @\& @Q’&Q
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% hitp://www.migrationpolicy.org/pubs/ray_homeownership.pdf
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Table 1: Homeownership Rate by Age Groujn 2005

Age Group Homeownership Rate
Less than 35 years 43.0%
35 to 44 years 69.3%
45 to 54 years 76.6%0
55 to 64 years 81.2%%
65 years and over 80.6%

In arother favorable trendFlorida led the nation in netinternal migration with an
estimatedl.3 million net gain in households in the pastvenyearsas shown in Table
2% Arizona was the second most popular destinationtHeugain 0f%655,000was only
abouthalfo f F | or i d &itndartranestareligedy itorcontinue into the futureA
favorable climate remains a draw fogople wanting tonove out ofthe colder and wetter
northern stateandinto the warmer and surar southern states. Having no state income
taxin Floridaalsois likely to be a heavy draw amndll, thereforecontinue tossupportnet
migration trend.

Table 2: Net Internal Migration

Rank State Net Internal Migration
(Top Five and Bottom Five) 2000 to 200/
1 Florida 1,286,175
2 Arizona 655,354
3 Texas 582,078
4 North Carolina 490,907
5 Georgia 484,919
46 Michigan -359,758
47 New Jersey -377,159
48 lllinois -551,311
49 California -1,223,992
50 New York -1,449,169

Finally, while U.S. migants might be more likely to own a home, many international

citizens also own or seek to own real estate in the U.S., and anecdotally, Florida seems to

#'source http://www.census.gov/hhes/www/housing/hvs/annual05/ann05t15.html

16
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be a popular choice. From o2008 nationakurvey of Realtors® who had international

client$®, we findthat the Top 3 countries of origin of internationals purchasing homes in

Florida are Canada (30%), the United Kingdom (19%), and Germany @®8oprding to

this survey, aly two-fifths of internationals used mortgage to secure the property, and

59 perent paid cash. Singlamily homes were the most common purchases2

percent. Condominium opartment purchases comprised 34 percamd only 4 percent

of purchases were townhome$he median price for the variol®mespurchasd was

$296,900. The mostfrequentuse for the property, cited by 61 percent of respondents,

was fAVacation home f or 6 peraemiof fgreigaensccited the e nd s . ¢
purpose as a fARent al property for invest ment

for the puchase.Five percent did not know what the purpdeethe home

Affordability Impact
One very obvious factor in the housing affordability debate is home Priogger prices

tend to go handh-hand with higher rates of homeownershigrigure 3 shows the
relationship between state home prices and homeownership rates among fitgreiate
the District of Columbia. Not surprisingly, there is a negative correlation between home
price and homeownership rate. California, for example, had the highest homania
homeownership rate adnly 60 percent. By contrast, West Virginia had the highest
homeownership ratat 80 percent while having one of the lowest home prices in the

country.

Florida was in theuppermiddle of the pack witithe 16th highest lome price in the
countryand thel8" highest homeownership rate. A full list of state home price and state

homeownership rate is shown in Appentlix

#Bsource http://www.census.gov/popest/states/tables/NESIT 200704.xIs
% The data from the 2008 Survey of Florida Realtorth witernational clients is not yet available
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Figure 3.
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Giventhe affordability impact on homeownership, Florida needs to be mindful of the

excepional strong rurup in home prices in recent years. Home prices38gercent in

the statdrom 2003-2007 or almost 15 percent per yaacording taheFlorida

Association of Realtof8. They rosdy 71 percentor nearly 18 percent each yaarthat

timeaccording to th®ffice of Federal Housing Enterprise Oversight (which tracks

prices based on loans purchased by Fannie Mae and Freddie Mac).
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Figure 4.
Home Price, Income Growth, and
Qualifying Income in Florida
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Figure 4shows that the income needed to qualify for a mortgage on the median priced
home tas grow with the median price of a honmeeratemuch faster than the median
household income has growBased orthis relationship, we see Figure 5that a family

at the median income level would need to devote a géedéikaly unsustainablé@

portion of monthy income to a mortgage payment.

Figure 5.

Median Payment as Percent of
Median Income
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Falling mortgage rategelayedthe negative affordability impact of higher home prices
for a time, but now as prices decline, we can ltmolknproving affordability conditions

as rates remairelatively low. When rates begin to rise, as most forecasters agree they
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will, affordability may again become an issugigure 6is an affordability index
constructed in the same manner as NAROGSs
national index, a higher value iedtes more affordable conditions; a lower value

indicates less affordable conditions. Affordability has declined markedly in recent years,
but as prices fall and interest rates remain low, we can expect to see the decline in
affordability slow and possip even reverse.

Figure 6.

State of Florida
Affordability Index Composite
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In fact, we see this for affordability indexes that have been constructed for the major
Metropolitan Statistical Areas in Florida. Because the data sources are diffareht
more recerdi than the source for the state of fid@a composite, in these series we can
already see an improvement in affordability from 2006 to 2@dgure 7 shows the

indexfor Jacksonville, anfiguresfor the other areas are availableAippendix2.
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Figure 7.

Jacksonville
Affordability Index Composite
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Potential Impacts from Changes in Real Estate Taxes

Another important impact on homeownerstogonsideis the effect ofchanges in
government policy relating to housingn an environment of declining federal aid and

limited financing options, local governments are searching for atigenrevenue

sources. Transfer taxes more commonly known in Florida as documentary stamp
taxes,are no longer only imposed at nominal rates to cover-osmtding costs.

Nonet hel ess, Fl oridads tr andpgariqulalygven r at e
that the state imposes no income tax. By contrage gansfer tax rates of one percent

or more are imposed in five states (Delaware, New Hampshire, New York, Washington,

and Pennsylvania) and in the District of Columbia

It is important taconsider the issues of equity and economic imipaictgard to the

transfer tax

¢ Real estate transfer taxes are regressive because the tax burden is higher for lower
income households.

¢ Real estate transfer taxes are discriminatory because theyasse against one

type of assét real estate.

¢ A household that moves frequently, for whatever reason, does not derive additional
benefits or place additional burdens on public services (except for minimal administrative
costs) as compared tioe househal thatdoes not move, and should therefpag similar

taxes.

e The narrow base of property transfer taxes places a larger burden on a small share of
the population relative tmore broadlybased taxes.

e Transfertax revenues are volatile

e Increased clasg costs on the transfer of existing residential property are likely to

reduce the abilitpotentialhomebuyers to purchase a home.
A property transfer tax in excess of the costs associated with the administration of

propertyownership records is an #@rary levy that is neither systematically related to a

household's ability to pay nor to the benefits that movers derive from public services.
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Whether as a general or earmarked revenue source, real estate transfer taxes and fees are
a major burden tolyers and sellers, particularly at time of closing. Additionally, these

taxes and fees have a negative impact on housing costs and, therefore, economic
development. Finally, because of their volatility, these taxes and fees are a particularly

poor revenusource for the general operating budgets of state and local governments.

Transfer Taxes are Regressive and Discriminatory
A tax is regressive when its burden relative to income is greater on lower income people

compared to higher income people. Thd estateransfer tax clearly falls in the

regressive category because people tend to spend a decreasing share of their total income
on housing as income increases. Most state andrieaiadstatéransfer taxes are

assessed as a uniform percentagé®ialue of the real property.

The ratio of home value to income for various income levels illustrates this point and is
presented in Figur® The greater this ratio is, the greater the share of income that is
being spent on housing. According tostdata on homeowners from the 2@dmerican
Housing Survey, the home value/income ratio drops steadily from a leV/&Badt an
income level of $,500 to a ratio oR.1at an income of $0,0000r more The decline in
the home value/income ratio as in@® increases is why the flat ratmal estatéransfer

tax is regressive.
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Figure 8.

Value to Income Ratio by Income Grou
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The degree to which it is regressive is shanRigure9. For various income levels and

their corresponding average home values, a 0.5 percent property trangferalaxlated.

Figure 9.
Real Estate Transfer Taxes and Effective Tax Rates by Income C
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The effectivereal estatéransfer tax is then calculated. The effective tax rate is a relative
measure of tax burden that relates taxes paid to ability to pay. In this case the transfer tax
was related to income. At amcome of $12,500, the 0.5 percent transfer taxX&9$

which results in an effective tax rate¥ percent.On the other hand, the average

person making $0,0000r morepays a much higher transfer tax of I0, but relative

to income, the effectiveate is a much lowet.1 percent. Therefore, relative to income,

thereal estaté¢ransfer tax burden decreases as income increases.

Another important characteristic of theal estatéransfer tax that contributes to its
regressive nature is that itagax on only one type of asset, ireal estate. Therefore,
thetransfer tax discriminates against buying a home versus buying some other type of
asset such as stocks or bonds or buying other large ticket consumer durable goods. As
can be seen in T&b3, housing equity is larger than stock holdings at the lower income
levels. However as incomes risetack holdings rise more quicklyor the highest

income groupthe value oftock holdingss muchlarger than housing equity. Thus any

tax appliedo real estate assets such as housing would be regressive relative to taxes on
other assets such as stock holdifiggle 4 shows the relationship betweaeal estate
transfer tax and total assets. Forredianfamily, a 0.5 percemnteal estatérander tax
equals 0.8 percent of the value of all assets. However, as income rises, an increasing
share of income is used to purchase assets other than real estate, so the transfer tax
comprises a decreasing share of total assets. Therefore, a 0.5 picestatéransfer

tax for households with the greatest value of agsgigesents less than half the tax

burden of the median familyonly 0.19 percent of total assets.
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Table 3. Assets Held by Income Level:

2004

All
Families

Percentile
of Income
<20

20 - 39.9
40 -59.9
60 - 79.9
80 -89.9
90 - 100

Percent
Homeowners

69.1

40.3
57

715
83.1
91.8
94.7

Median Value of
Housing Equity

$65,000

$33,000
$46,700
$57,000
$78,000
$92,000
$265,000

Percent
Stock
Owners

48.6

11.7
28.8
49.2
66.5
82.5
91.0

Median Value of
Stock Holdings

$21,300

$7,000
$8,800
$11,600
$20,000
$34,600
$169,900

Source: Recent Changes in U.S. Family Finances: Evidence from the 2001 and 2004 Survey of
Consumer Finances, Brian K. Bucks, Arthur B. Kennickell, and Kevin B. Moore, Federal Reserve
Bulletin, vol. 92 (February 2006), pp. A1-A38.

Table 4: Real Estate Transfer Tax Burden

Value of Value of
Total Primary
Assets Residence
All Families $172,900 $160,000
Percentile of
Income
<20 $17,000 $70,000
20 -39.9 $78,300 $100,000
40-59.9 $154,400 $135,000
60 - 79.9 $289,400 $175,000
80 - 89.9 $458,500 $225,000
90 - 100 $1,157,700 $450,000

Property Transfer
Tax: 0.5%

$800

$350
$500
$675
$875
$1,125
$2,250

Tax as a % of
Total Assets

0.46%

2.06%
0.64%
0.44%
0.30%
0.25%
0.19%

Source: Recent Changes in U.S. Family Finances: Evidence from the 2001 and 2004 Survey of
Consumer Finances, Brian K. Bucks, Arthur B. Kennickell, and Kevin B. Moore, Federal Reserve
Bulletin, vol. 92 (February 2006), pp. A1-A38.
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Narrow vs. Broad Based Taxes

One of the disadvantages of the property transfer tax is that it is a very narrowly based
tax. Itis atax on a single iteirthe value of property when ownerghs transferred

from one party to anotheiVhen taxes are narrowly based, they tend to distort behavior
because, all other things equal, taxes increase the cost of specific choices which rational

actors will then seek to avoid.

What choice doesatraesf t ax puni sh? Hereb6s a simple t|
comparehe tax burdens that a typical household would incur uademsfer tax or a

property taxdesigned to raise identical amounts of revenue.

Replacing the transfer tax with an increase lImaadbased property tax would mean that

a homebuyer would not face a high dmee payment at purchase, but would pay a

higher property tax each year they owned real estate. If the transfer tax was replaced by a
broadbased tax, over an extended peribtirae, people who move frequently would

pay less in taxes and people who live in one house for a long time would pay more in
taxes. Therefore, the key factor as to whether a particular household ends up paying
more over time under a transfer tax compdoea broaebased property tax is the

frequency with which they purchase a new hométh a transfer tax, frequent moves are

discouraged and staying in the same house is incentivized.

Volatility of Transfer Tax Revenue

Residential real estatecbaraterized by strong cycles as can be seen in Figuiekl,

and12. Existing Single FamiljHome sales volume declined by 50 percent fitsnpeak

in thelate 1970s tdts trough in theearly 1980s. From 1988 to 1991, sales again fell by
nearly 20percen. Before the recent end of the slow steady increase in sales from 1991
through 2005, some conjectured that a new era had dawned. Unfortunately, the decline
in sales from 2005 to 2007 reminds us that sales growth has rarely been that prolonged,
and hus,taxes orreal estate servicesenot a stable source of revenuéomigerterm

history were our guide.
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Specifically, relating td-lorida, both existing home sales and new home sales (as proxied
by new singlefamily construction permits) have experieddarge swings in the past.
Existing home saléell 43% from 1980 to 1982Sales themmore than doubleffom

1982 to 198. Like the US, Florida saw sales climb from 1991 to 2005 increasing nearly

threefold in fourteen years before falling back to &lewt seen for a decade in 2007.

As for new homes, sales deotid by 36% from 1980 to 1982. New home sales then
recovered, nearly doublirig 1983. Because, condominiums are a larger factor in the
multifamily construction in Florida, a fluctuation ihe overall housing permit (single
family plus multifamily)figuresshow even largerariations over time The peak to
trough cycles in overall housing permitgluded a 40 percent decline from 1980 to
1982, a 97 percent surge from 1982 to 1984, andwfkedhe recent drop off of 64

percent from 2005 to the present

Figure 10.

Existing Home Sales in Florida
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Figure 11
Single-family Housing Permits in
Florida
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Figure 12,

Total Housing Permits in Florida
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By contrast, retail sales receipts and personal income tax receipts have historically shown
much more stable patterns. Figdfeshows thatetail sales taxes at all state and local

governments haveemained fairlysteady.
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Figure 13.

Quarterly Sales Tax Revenue:
US States and Local Governments
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Impact Analysis of Transfer Tax

Regardless of the party paying the real estate transferimailorida responsibility is not
assigned by lad it increases the cost of buying or selling a home, and all parties in the
transaction are affected o simplify the modeling, it makes sense to assume that one
partyd in this case the buy@rpays the entire taxThe economic modeling suggest an
increase in transféax by one percentage point (from 0.7 percent rate to 1.7 percent
rate®) will reduce the number of giible homebuyers in Florida bys#65 Miami will

see a fall in eligible homebuyers bgarly9,300 while a smaller market of Gainesville

will see a drp of almost600. In reality, the number of eligible homebuyers may not fall
by these amounts if sellers chip in to help pay for the real estate transfer tax. Whether
this reduces fiobservedo sales prices or

increases the cost of the home sale for them.

The logic behind the impact figures works as follows, using the Orlando market as an
example.In Orlandq the median home price wag39,825n 2007. The raising of the
transfer taxby 1 percentage poimtould result in an increase thetransfer tax bilby

$2,598 Therefore, the cash needed at settlement increaskattamount A homebuyer
would be forced to use their savings (planned originally for down payment) to cover the
increased closing cost. tarn, the homebuyer would need to take out a larger matgag
loan to make up the deficit. But taking out a larger loan is not feasible for many
households. Lending institutions have certain lending criteria and income requirement
before a mortgage lods approvedf. Therefore, a higher loan requiremprgvents

many households who would have been qualified at a lower loan requirement before the
transfer tax increadeom purchasing a homeAccording to the calculations, which are
detailed in Appendixd, more tham,600 householdare pushedut of the home buying
marketin Orlandoas a result of raising the transfer tax by one percentage point.

30 hitp://www.legalebook.com/ebook/eBookFrame. (NAR State Issues Tracker)
http://www.taxadmin.org/fta/rate/Realtytransfer.hiffiax Administrators)
31 hitp://www.homeloanlearningcenter.com/MortgageBasics/QualifyingforaMortgage. htm
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Table5 showstheimpact result for all major Florida metro markefhefull stepby-

step computation miebdology for each of the markets is shown in Appedix

Table 5: Reduction in the Number of Home Buying Households
From Raising Transfer Tax by 1% point (Mortgage rate at 60%)

Metro Market Households
Affected
Daytona Beach 1,320
Cape Coal-Fort Myers 1,285
Gainesville 577
Jacksonville 2,795
Palm BayMelbourneTitusville 1,215
Miami-Fort LauderdaléMiami Beach 9,294
Ocala 725
Orlando 4,638
Pensacolderry PasBrent 848
SarasotéBradentorRVenice 2,165
Tallahassee 639
TampaSt. Petersburglearwater 7,264
Florida i State Total 46,765

If the original assumptions are modified theedifferentset ofresults are obtained. For
example, in the table above, the market conditions were such that the prevailing mortgage
rates averaged @ percent If the marketonditions are differentay with the mortgage

ratesat 7.0percentthe impact gets modestly more pronounegdept in those areas

where mortgage rates push the required income ihigheer, sparser income bracket
(Gainesville, Tamp&t. Petersburg, and statewidd) the cases of Gainesville, Tampa,

and Florida as a whole, the greater impact on affordability is from the increase in required
income due to higher mortgage rat@hese areas would then be furthBeeted by the
increase in the transfer taklorida as a whole will see a decline in the number of eligible
homebuying households biyore thar87,500 as a result of the transfer teather than
46,765as stated abovdt is important to keep in mind &h thisdecline would be in

addition to the decline in eligible hortelying households as a result of the higher
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mortgage rateln Orlando the number @fffectedhouseholds increases to 5,100 from
4,600.

Table 6 shows the impact of a 1 percent increaseansfer tagson households in major
metro markets in Florida assuming a 7 percent mortgage rate. Full calculations are
available in Appendi%.

Table 6: Reduction in the Number of Home Buying Households
From Raising Transfer Tax by 1% point (Mortgage rate at 7.0%)

Metro Market Households
Affected
Daytona Beach 1,464
Cape CoralFort Myers 1,426
Gainesville 398
Jacksonville 3,102
Palm BayMelbourneTitusville 1,349
Miami-Fort Lauderdalévliami Beach 10,313
Ocala 804
Orlando 5,146
Pensacolderry PasBrent 941
SarasotéBradentorRVenice 2,402
Tallahassee 709
TampaSt. Petersburglearwater 5,665
Florida i State Total 37,534

Policymakersieed to consider the consequencabeincreased cost of purchasing a
homeresultingfrom a higher transfer tax. Results suggesignificantly lower number

of eligible homebuyers. Moreover, there will surely tokealine in mobility that is likely

to create a negative spiral in tax revenues. Higher transfer taxes discourage mobility
among current homeowners and discourage frequent movers from entering
homeownership. With fewer households moving, the revenue generated from the transfer
tax is not likely to meet expectations based on current mobility rates. If the lower tax

yield lead tofurtherincreases in the transfer tax rate, mobility could decline again,
repeating the cycleThe results of the impact analyses considered here all show that the
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imposition of the proposed tax changes would place heavier modemouldbe home
buyers. As a result, home sales will be lower and-fise homebuyers will bhit

especially hard.

Impact Analysis of Tax on Business Receipt

Another possible target for government revenue will be from placing a surcharge on
business receiptsSomestates have already imposed such a The impact of this tax
will be such that consumers (i.e., homebuyers) will likely bear the full burden of the tax.

Any new imposition of tax on business receiptll directly reducereal estate agerits
commissims. In the shosterm,real estate ager@isicomes will suffer. Over time,
though, the lower average income will drive maggntsnto other professions until
commensurate economic gains ar@stablished, through higher commission rates and

higher fes imposed on consumers.

Economic textbooks stress that any tax imposition will be shifted to buyers if the supply
side is considered to be competitive. In modeling the impact of placing a tax on business

receipts, it is reasonable to believe thattehewill eventually get shifted to homebuyers.

This is because the real estate transaction occurs in a competitive environment that meets

the important required criteria for a perfectly competitive market. First, there are many

real estatdicensees, atut half of which are one of 1.2 million Realtor® members

Second, the entry and exit into and out of the real estate profession is relatively easy. The

numberof training hours is relativelfew and the number of new real estate agents
entering and thaumber of older agents exiting the market is quite dynafac.

example, in 2007 25 percent of Realtors® surveyed had 2 years or less of experience. By

2008, that number was only 18 percent, and those watlyears of experience in 2008

were only 16 parent of Realtors®. Additionally, in 2007 5 percent of those surveyed

were not certain that they would remain active as real estate professionals during the next
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two years. The proportion increased to 6 percent in 2008 and included 7 percent of sales

asseiates and 5 percent of brokers/brokers associates.

Therefore, it is a reasonable expectation thatipact in the early years will be

primarily borne by real estate agents since career change is not an instantaneous decision.
However, one can expectier people in theeal estat@rofession over time from the
imposition of new business receiptse¢akecause theeal estat@rofession meets

competitive labor market conditiong§ewer suppliers, or ithis case fewer agents, will

mean a less competitivmisiness environment and, heno@nmission rates will be

pushedhigher Higher commission rates and feesturn, would impact homebuyers.

Impact Analysis of Property Tax

Property taxeare not new; they have existed since 1839 when Floridawesitory.
Recently, poperty taxesn Florida have received a great amount of attention from the
legislaturethe governarand the pressin 2006 no fewer than fourteen proposed
constitutional amendments concerning property taxes were filed fodeoason by the
Florida Legislature The governor, Charlie Crist, has an often quoted desire to see
property t ax e%0 Thddesirpto tedukesromertyitages is not new;
Floridians have been successful at doing so in the pagict, trere is already a
limitation in the millage rate of 10 mills (one percent) for taxes levied by counties,
schools, and municipalities and limitations on special districts that are set when the
districts are established.hese and other limitations have pqated government officials

to creatively try to raise revenue in other ways. Thelrésa complicated system.

Propertes in Florida are appraised asj orfair marketvalue. An adjustment is then
made in accor dan c e w iagrigultuiaBisevoearri@ atrwhaki® me s
call ed t he 0 Arassssadalek isVhan furtleer reduced bypeamestead

% Orlando Sentinel, Sun Sentinel, St. Petersburg Téandthers.

% Save Our Homes is the common term for a constitutional amendment approved in 1992 that limits the
growth in assessed value for homesteaded property to the lesser of three percent or the tirewth

Consumer Price Index (CPI) and provides that assessed value cannot exceed just value. The limitation first
applied to properties on the 1995 tax roll. Prior to the passage of Amendment 1 in January 2008, a home
was reassessed atjustvalueorudJar y 1 f ol l owing a sal e. Amendment
assessment cap so that a
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exemption'* and other exemptions to arrive at tagablevalue. The taxable value is

then multiplied by the millage rate, the resultis property tax.

According to economic theory,lagherpropertytax ratewill reducethe value of a home
througha process known in the economic literaturétaz capitalizatiord Just as a
stock price is said to refleatfuture financial benefit str@a a home price also reflest
future cost/benefis associated with home ownershiphe highercosts (as would occur
with higherproperty tax rates) will result ilower home prices through capitalization.

Tax capitalizations a well accepted conceptegonomic analysis.

In theory, the home price will immediatedgjust tocapture all of thehanges irfuture
costsand benefitgafter applying a future discount rate) from the dathe
announcement of the neax. For example, if the tax were to mease by $1,00and it
was not spent in ways consistent with increasing the value of a(herredditional

government serviceshe price of a home could fall by as much as $13°000

Of course the resulting capitalization is somewhat sensitive to asenmptade about

the discount ratdime horizorand ratio of capitalizationln a 2006 paper titlediFiscal

Policy and Property ValugsDrs William Hoyt and John Gareummarize the research

on capitalization of property taxes. They note that studies o assume a discount rate

of three to eight percent and a time horizon of forty years or more. For smaller (larger)
discount rates, longer (shorter) time horizons, and greater (smaller) capitalization ratios,
the reduction in property value as a résfila tax increase is greater (smallejeris

paribus In their study, Drs Hoyt and Garen use a three percent discount rate and infinite
time horizon to compare the conclusions of various research. They firvdhilet
cgpitali zat i onastmajariy sef estimmateyseemiid indieate capitalization
rates for property taxes in the range of 40805 %. 0 The earlier $13, 00C
consistent with the lesser of these new assumptions (infinite time horizon, three percent

discount rateand forty percent capitalization ratio). If the capitalization ratio is as high

¥The Homestead Exemption was proposed in 1934 and apg
The exemption was $25,000 until January 2008 when vptsssed Amendment 1 which provided for an

additional $25,000 in homestead exemption though it does not apply to school taxable value.

% Assumesa 30 year time horizon fd00%capitalization of $1000 annual payments at 6.6% discount rate

36



NAR Research

as sixtyfive percent and the other assumptions hold, the loss could be as great as
$21,667.

In practice, market dynamics between home buyer (willing tddover prices giventhe
extracostburdenof higher property tax@¢sand home sellesétting for a lowerprice)
will work over time to bring about full realizah of the tax capitalizationThe end
result will belowerhome priced alossfor all homeowner$72 percentof Florida

households)

Impact Analysis of General Housing Fees
In general, any imposition of fees that raise the cost of homeownership will have negative

consequences in terms of fewer eligible homebuyéfsat happens if an impact fee or
other real esta related tax is placed on a home sale that raises the purchase price? To
answer thignore generajjuestion, several simulatisof raising the home priceere
analyzed Table 8 shows the range of results from a higher home price. For example, a
policy change that results in a $500 irase in home pricawill impact 261 households

in theDaytona Beaclmetro market. While a $300 price increase will impa@t812
households in the Tamyit. Petersburglearwater metro markeppendixes4 to 7

show tke detailed computatiori®hindthese results.

Table 8: Reduction in the Number of Home Buying Households
From Home Price Increases

Metro Market Price rise | Price rise Price rise | Price rise

by $500 | by $1000 by $2000 | by $3000
Daytona Beach 261 522 1,044 1,566
Cape CoraFort Myers 198 395 791 1,186
Gainesville 105 209 419 628
Jacksonville 555 1,111 2,221 3,332
Palm BayMelbourneTitusville 260 520 1,040 1,561
Miami-Fort LauderdaleMiami Beach 964 1,928 3,855 5,783
Ocala 168 336 671 1,007
Orlando 676 1,353 2,706 4,059
Pensacolderry PasBrent 195 391 781 1,172
SarasotéBradentorVenice 271 543 1,085 1,628
Tallahassee 135 269 538 808
TampaSt. Petersburglearwater 1,302 2,604 5,208 7,812
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Florida i State Total 8,206 16,411 32,822 49,233
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Conclusion

The housing sector is very important for btk local and national economy. About 15
percent of nationagéconomic activityis directly attributed to housing market activity. In
Florida, housing sontribution is egimated to be over 22 billion in 2006 and over

$25.9 billion as measured biyscal year 2005ax revenue.In addition homeownership
provides many intangible values. Homeowners do not move as frequently as renters,
providing a source of neighborhoodalsility. Neighborhood stability in turn confers
benefits of higher social and community involvement such as crime prevention programs.
Homeowners have a stake in their neighborhoods and communities, and so are likely to

behave in ways that benefit evengoin the community.

This report also found theeal estatdransfer tax to be particularllgarmful in many
respects. A transfer tax in excess of the costs associated with the administration of
propertyownership records is an arbitrary levy that i$ redated to a household's ability

to pay or to the benefits that movers derive from public servié&=sal estate transfer
taxes and fees are a major burden to buyers and sellers, particularly at time of closing.
As a result, these taxes have a negatmmpact on housing purchases and therefore
economic development. Real estate transfer taxes are a poor choice for local
governments because the volatility of the revenue stream makes the funding unreliable
and because the regressivity of the tax placaspaportionate burden on lower income

homebuyers and those who move frequently.
Given the importance of housing, policy makers should be cognizant of potential

consequences of any housing related policy changéss report finds thathangesn

govenment policies will affechomeownershigometimes in a very negative manner.
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Appendix 1: State Level Home Price and Homeownership Rate

Average Home Price |[Homeownership
State (in thousands $) Rate
ALABAMA 196.9 73.3
ALASKA 262.6 66.6
ARIZONA 326.3 70.4
ARKANSAS 172.8 69.5
CALIFORNIA 555.0 58.3
COLORADO 298.8 70.2
CONNECTICUT 386.9 70.3
DELAWARE 368.3 76.8
District of Columbia 610.6 47.2
FLORIDA 313.6 71.8
GEORGIA 237.9 67.6
HAWAII 582.7 60.1
IDAHO 255.0 74.5
ILLINOIS 309.1 69.4
INDIANA 150.4 73.8
IOWA 146.4 73.7
KANSAS 192.6 69.4
KENTUCKY 195.6 72.9
LOUISIANA 217.8 71.5
MAINE 296.7 74.3
MARYLAND 475.0 71.7
MASSACHUSETTS 371.4 64.3
MICHIGAN 167.4 76.4
MINNESOTA 269.3 73.5
MISSISSIPPI 186.8 74.0
MISSOURI 187.0 70.4
MONTANA 265.8 67.3
NEBRASKA 177.9 68.2
NEVADA 359.0 63.3
NEW HAMPSHIRE 279.0 73.8
NEW JERSEY 457.0 68.3
NEW MEXICO 220.4 71.5
NEW YORK 394.5 55.9
NORTH CAROLINA 248.6 70.3
NORTH DAKOTA 184.6 66.0
OHIO 214.8 71.4
OKLAHOMA 168.0 70.3
OREGON 348.6 65.7
PENNSYLVANIA 278.1 72.9
RHODE ISLAND 355.0 64.9
SOUTH CAROLINA 224.0 74.1
SOUTH DAKOTA 207.4 70.4
TENNESSEE 220.0 70.2
TEXAS 209.0 66.0
UTAH 310.9 74.9
VERMONT 278.4 73.7
VIRGINIA 435.2 71.5
WASHINGTON 397.2 66.8
WEST VIRGINIA 248.1 77.6
WISCONSIN 215.4 70.5
WYOMING 258.5 73.2
Source: FHFB Home Price in 2003 adjusted to 2007 with OFHEO
jgrowth; Census homeownership rate in 2007.
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Appendix 2: Affordability Index Composite Graphs for Metro Areas
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Cape Coral-Fort Myers
Affordability Index Composite
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Gainesville
Affordability Index Composite
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Affordability Index Composite
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Palm Bay-Melbourne-Titusville
Affordability Index Composite
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Miami-Fort Lauderdale-Miami Beach
Affordability Index Composite
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Ocala
Affordability Index Composite
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Orlando
Affordability Index Composite
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Pensacola-Ferry Pass-Brent
Affordability Index Composite
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Sarasota-Bradenton-Venice
Affordability Index Composite

250.0

—

200.0 ~.

150.0 \ -~

\-—__/
100.0

50.0

0.0

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Sources: NAR, FHFB, BEA; NAR Calculations

46



NAR Research

Tallahassee
Affordability Index Composite
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Tampa-St. Petersburg-Clearwater
Affordability Index Composite
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Appendix 3: Transfer Tax Impact in Orlando - Methodology

1. The residential real estate market is a competitive markaubedhere many
buyers and sellers and there exists easy entry and exit into real estate
profession.

The transfer tax will result in higher closing cost at settlement.

The median home price in tl@rlandometro market was259,825in 2007

(NAR).

4. Raising tle transfer tax will require taking out a larger mortgage loan as a
| arger part o f homebuyerds savings wil/
down payment. An increase in the transfer tax by 1% pomtl result in
higher closing cost by additiona2 $98.

5. Homebuyes with savings (and intended down payment)2df26 of home
price, will haveto set1% aside for the closing cost with the new higher
transfer tax rate Therefore, a higher mortgage loan will need to be taken out
(76.8%0 LoanTo-Value LTV with the new tax rather thatb.86 LTV).

6. Assume other things, such as interest rate, income, and employment, as
constant. This is the standard method for analyzing impacts of policy
changes.

7. The 30year fixed mortgage rate in assumed a¥®.

8. Traditional bnding standards call for mortgage payment to be 28% of income
including property taxes and insurance paymeBecause we do not consider
property taxes and insurance, we assume a 25% ratio of payment to income.

9. To borrow $B6,947 (at 75.86 LTV), the regired monthly payment is
$1,18080. To borrow $99546 (at 76.80 LTV), the required monthly
payment is $,19638.

10. The required annual grogscome to obtain the loan is $668at75.80 LTV
and $7,426at76.8%6 LTV.

11.The number of households in tl@lando metropolitan area who can no
longer buy a home due to higher income requirement are those households in
the income range fron6$,678to $7,426.

12. Assuming linear distribution of household in an income range, thertGoe
households(rounced-off figure) who meet that criteria based on Census
B ur e a wBédmerica) @ommunity Survey.

13.Though several factors were assumed in this analysis, suei®a8o0 LTV
ratio (based on FHFB data for FL in 200@)a 6.0% mortgage ratébased on
prevailing nationarate April 2008) the end result would vary minimally had
the initial assumptions been different The impact analysisis driven
dominantly by the changes in LTV brought from higher closing fees and not
from the initial values of LTVs. If % mortgage ateis assumed then the
final impactis 5,100 and not 3,600.

wn
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Appendix 4: Metro level impact analysis results of 1% increase in transfer tax assuming 6.0% mortgage rate

Required annual
income Total
Median Home[Loan amount Monthly mortgage |monthiy payment s 259 New mortgage Affected HouseholdgHouseholds
Price (2007) |(75.8% LTV 2006)payment at 6.0% |gross income)* 1% transfer tax |New Loan amount |payment at 6.09Required Income [Income Increasgper $1 Affected
Daytona Beach $ 191,575 $ 145,214 $ 871( $ 41,790( $ 1,916| $ 147,130 $ 882 $ 42,342 $ 551 2.39 1,320
Cape Coral-Fort Myers $  246,275| $ 186,676 $ 1,119( $ 53,723| $ 2,463| $ 189,139 $ 1,134| $ 54,431( $ 709 1.81 1,285
Gainesville $ 208,975 $ 158,403| $ 950 | $ 45,586| $ 2,090]| $ 160,493| $ 962 $ 46,187| $ 601 0.96 577
Jacksonville $ 190,775| $ 144,607 $ 867| $ 41,616( $ 1,908| $ 146,515 $ 878| $ 42,165| $ 549 5.09 2,795
Palm Bay-Melbourne-Titusville $ 177,075 $ 134,223| $ 805 $ 38,627| $ 1,771 $ 135,994| $ 815( $ 39,137( $ 510 2.38 1,215
Miami-Fort Lauderdale-Miami Beach $ 365475 $ 277,030 $ 1,661| $ 79,725| $ 3,655| $ 280,685| $ 1,683| $ 80,777 $ 1,052 8.84 9,294
Ocala $ 163,675 $ 124,066 $ 744 $ 35,704| $ 1,637| $ 125,702| $ 754 $ 36,175( $ 471 1.54 725
Orlando $  259,825| $ 196,947( $ 1,181| $ 56,678| $ 2,598| $ 199,546( $ 1,196| $ 57,426 $ 748 6.20 4,638
Pensacola-Ferry Pass-Brent $  164,550| $ 124,729 $ 748| $ 35,895| $ 1,646| $ 126,374 $ 758 $ 36,369 $ 474 1.79 848
Sarasota-Bradenton-Venice $ 302,475| $ 229,276| $ 1,375| $ 65,982| $ 3,025| $ 232,301| $ 1,393| $ 66,853 $ 870 2.49 2,165
Tallahassee $ 179,975 $ 136,421 $ 818| $ 39,260| $ 1,800| $ 138,221 $ 829| $ 39,778 $ 518 1.23 639
Tampa-St. Petersburg-Clearwater $  211,450| $ 160,279 $ 961| $ 46,126 $ 2,115 $ 162,394 $ 974| $ 46,734| $ 609 11.94 7,264
Florida State Total $ 216,000 $ 163,728] $ 982 $ 47,118| $ 2,160] $ 165,888| $ 995 $ 47,740| $ 622 75.23 46,765

* MBA recommends a home payment including insurance and taxes not exceed 28% monthly gross income. This analysisdoatsfoopagperty taxes and insurance pegts, so the figure has
been adjusted to 25%.
http://www.homeloanlearningcenter.com/MortgageBasics/QualifyingforaMortgage.htm
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Appendix 5: Metro level impact analysis results of 1% increase in transfer tax assuming 7.0% mortgage

Required annual
income Affected |[Total
Median HomgLoan amount  (Monthly mortgag monthiy payment is 25% New Loan |New mortgagqRequired Household{Households
Price (2007) [(75.8% LTV 200|payment at 7.0% |gross income)* 1% transfer taxamount payment at 79Income Income Increasgper $1 Affected
Daytona Beach $ 191,575| $ 145,214 $ 966 | $ 46,373 $ 1916( $ 147,130| $ 979($ 46,985| $ 612 2.39 1,464
Cape Coral-Fort Myers $  246,275| $ 186,676 $ 1,242 $ 59,614| $ 2,463 $ 189,139| $ 1,258($ 60,401 $ 786 1.81 1,426
Gainesville $ 208,975 $ 158,403( $ 1,054| $ 50,585| $ 2,090 $ 160,493| $ 1,068| $ 51,253| $ 667 0.60 398
Jacksonville $ 190,775| $ 144,607 $ 962 | $ 46,180( $ 1,908 $ 146,515| $ 975($ 46,789 $ 609 5.09 3,102
Palm Bay-Melbourne-Titusville $ 177,075 $ 134,223| $ 893| $ 42,863| $ 17711 $ 135,994| $ 905|$ 43,429| $ 565 2.38 1,349
Miami-Fort Lauderdale-Miami Beadh$  365,475| $ 277,030 $ 1,843| $ 88,468| $ 3,655[ $ 280,685 $ 1,867| $ 89,635 $ 1,167 8.84 10,313
Ocala $ 163,675 $ 124,066( $ 825| $ 39,620| $ 1,637| $ 125,702| $ 836|$ 40,142| $ 523 1.54 804
Orlando $ 259,825| $ 196,947 $ 1,310 $ 62,894 $ 2,598| $ 199,546 $ 1,328($ 63,724| $ 830 6.20 5,146
Pensacola-Ferry Pass-Brent $ 164,550| $ 124,729( $ 830| $ 39,832 $ 1,646| $ 126,374| $ 841|$ 40,357| $ 525 1.79 941
Sarasota-Bradenton-Venice $ 302,475 $ 229,276( $ 1,525 $ 73,218| $ 3,025| $ 232,301 $ 1546|$ 74,184 $ 966 2.49 2,402
Tallahassee $ 179,975| $ 136,421 $ 908 | $ 43,565( $ 1,800( $ 138,221 $ 920 $ 44,140| $ 575 1.23 709
Tampa-St. Petersburg-Clearwater | $  211,450| $ 160,279 $ 1,066| $ 51,184( $ 2,115| $ 162,394 $ 1,080| $ 51,860 $ 675 8.39 5,665
Florida State Total $ 216,000] $ 163,728| $ 1,089 $ 52,286| $ 2,160] $ 165,888 $ 1,104 $ 52,976] $ 690 54.4] 37,534

* MBA recommends a home payment including insurance and taxes not exceed 28% monthly gross income. Ehdoasalgs account for property taxes and insurance payments, so the figure has
been adjusted to 25%.
http://www.homeloanlearningcenter.com/MortgageBasics/QualifyingforaMortgage.htm
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Appendix 6: Metro level impact analysis results of $500 house price increase assuming 6.0% mortgage

Required annual DS
income mortgage Affected (Total
Median Home PrigLoan amount  [Monthly mortgage |(monthly payment is 259%|With $500 pricgNew Loan |payment (Required Household{Households
(2007) (75.8% LTV 200|payment at 6.0% |gross income)* increase amount at 6% Income [Income Increas¢per $1 Affected
Daytona Beach $ 191,575| $ 145,214| $ 871 $ 41,790( $ 192,075| $ 145593| $ 873 $ 41,899| $ 109 2.39 261
Cape Coral-Fort Myers $ 246,275| $ 186,676| $ 1,119| $ 53,723| $ 246,775/ $ 187,055 $ 1,121 $ 53,832| $ 109 1.8] 198
Gainesville $ 208,975| $ 158,403| $ 950| $ 45586| $ 209,475/ $ 158,782 $ 952 $ 45,695 $ 109 0.99 105
Jacksonville $ 190,775| $ 144,607| $ 867| $ 41,616( $ 191,275| $ 144,986| $ 869 $ 41,725| $ 109 5.09 555
Palm Bay-Melbourne-Titusville $ 177,075| $ 134,223 $ 805| $ 38,627 $ 177,575 $ 134,602| $ 807|$ 38,736| $ 109 2.39 260
Miami-Fort Lauderdale-Miami Beach$ 365,475| $ 277,030| $ 1,661 $ 79,725\ $  365975| $ 277,409| $ 1,663 $ 79,834| $ 109 8.84 964
Ocala $ 163,675| $ 124,066| $ 7441 $ 35,704| $ 164,175| $ 124,445 $ 746($ 35813| $ 109 1.54 168
Orlando $ 259,825 $ 196,947| $ 1,181| $ 56,678 $  260,325| $ 197,326/ $ 1,183|$ 56,787| $ 109 6.20 676
Pensacola-Ferry Pass-Brent $ 164,550| $ 124,729 $ 748| $ 35,895| $ 165,050( $ 125,108 $ 750|$ 36,004| $ 109 1.79 195
Sarasota-Bradenton-Venice $ 302,475| $ 229,276| $ 1,375 $ 65,982| $ 302,975 $ 229,655|$ 1,377|$ 66,091| $ 109 2.49 271
Tallahassee $ 179,975 $ 136,421| $ 818| $ 39,260| $ 180,475/ $ 136,800 $ 820 $ 39,369| $ 109 1.23 135
Tampa-St. Petersburg-Clearwater | $ 211,450| $ 160,279| $ 961| $ 46,126 $ 211,950 $ 160,658 $ 963|$ 46,235[ $ 109 11.94 1,302
Florida State Total $ 216,000 $ 163,728| $ 982| $ 47,118] $ 216,500] $ 164,107| $ 984| $ 47,227| $ 109 75.23 8,206

* MBA recommends a home payment including insuraamg taxes not exceed 28% monthly gross income. This analysis does not account for property taxes and insurance plagfigais, s
been adjusted to 25%.
http://www.homeloanlearningcenter.com/MortgageBasics/QualifyingforaMortgage.htm
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Appendix 7: Metro level impact analysis results of $1,000 house price increase assuming 6.0% mortgac

Required annual ST
income mortgage Affected (Total
Median Home PrigLoan amount  [Monthly mortgage |monthiy payment s 25%|With $1000  |New Loan |payment (Required Household{Households
(2007) (75.8% LTV 200|payment at 6.0% |gross income)* price increase |amount at 6% Income [Income Increas¢per $1 Affected
Daytona Beach $ 191,575| $ 145,214| $ 871 $ 41,790( $ 192,575| $ 145972| $ 875($ 42,008| $ 218 2.39 522
Cape Coral-Fort Myers $ 246,275| $ 186,676| $ 1,119| $ 53,723| $ 247,275 $ 187,434|$ 1,124|$ 53,941( $ 218 1.8 395
Gainesville $ 208,975| $ 158,403| $ 950| $ 45586| $ 209,975/ $ 159,161| $ 954 $ 45,804| $ 218 0.99 209
Jacksonville $ 190,775| $ 144,607| $ 867| $ 41,616( $ 191,775 $ 145365| $ 872 $ 41,834| $ 218 5.09 1,111
Palm Bay-Melbourne-Titusville $ 177,075| $ 134,223| $ 805 $ 38,627 $ 178,075 $ 134,981| $ 809|$ 38,845| $ 218 2.39 520
Miami-Fort Lauderdale-Miami Beadh$ 365,475 $ 277,030| $ 1,661 $ 79,725| $ 366,475 $ 277,788[ $ 1,665($ 79,943( $ 218 8.84 1,928
Ocala $ 163,675| $ 124,066| $ 7441 $ 35,704| $ 164,675| $ 124,824| $ 748 $ 35922| $ 218 1.54 336
Orlando $ 259,825| $ 196,947| $ 1,181| $ 56,678 $ 260,825/ $ 197,705/ $ 1,185|$ 56,896 $ 218 6.20 1,353
Pensacola-Ferry Pass-Brent $ 164,550| $ 124,729 $ 748| $ 35,895| $ 165,550( $ 125,487 $ 752|$ 36,113| $ 218 1.79 391
Sarasota-Bradenton-Venice $ 302,475| $ 229,276| $ 1,375( $ 65,982| $ 303,475/ $ 230,034[ $ 1,379( $ 66,200 $ 218 2.49 543
Tallahassee $ 179,975 $ 136,421 $ 818| $ 39,260| $ 180,975/ $ 137,179 $ 822 $ 39,478| $ 218 1.23 269
Tampa-St. Petersburg-Clearwater | $ 211,450| $ 160,279| $ 961| $ 46,126 $ 212,450 $ 161,037| $ 965|$ 46,344( $ 218 11.94 2,604
Florida State Total $ 216,000 $ 163,728] $ 982| $ 47,118 $  217,000] $ 164,486| $ 986| $ 47,336| $ 218 75.23 16,411

* MBA recommends a home payment including insurance and taxes not exceed 28% monthly gross income. This analysisdoasfoopagperty taxes and insurance payments, so the figure has
been adjusted to 25%.
http://www.homeloanlearningcenteom/MortgageBasics/QualifyingforaMortgage.htm
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Appendix 8: Metro level impact analysis results of $2,000 house price increase assuming 6.0% mortgac

Required annual DS
income mortgage Affected (Total
Median Home PrigLoan amount  [Monthly mortgage |monthly payment is 25%|With $2000  |New Loan |payment (Required Household{Households
(2007) (75.8% LTV 200|payment at 6.0% |gross income)* price increase |amount at 6% Income [Income Increas¢per $1 Affected
Daytona Beach $191,574 $145,213.85 $870.63 $41,790.26 $193,575| $146,729.85 $879.72| $42,226.54] $436.28 2.39 1,044
Cape Coral-Fort Myers $246,274 $186,676.45 $1,119.22 $53,722.54) $248,275| $188,192.45 $1,128.31| $54,158.82 $436.28 1.8 791
Gainesville $208,974 $158,403.05 $949.71 $45,585.90) $210,975| $159,919.05 $958.80| $46,022.18] $436.28 0.99 419
Jacksonville $ 190,775| $ 144,607| $ 867| $ 41,616| $ 192,775 $ 146,123| $ 876 $ 42,052| $ 436 5.09 2,221
Palm Bay-Melbourne-Titusville $ 177,075| $ 134,223 $ 805| $ 38,627 $ 179,075 $ 135739| $ 814|$ 39,064 $ 436 2.39 1,040
Miami-Fort Lauderdale-Miami Beach$ 365,475| $ 277,030| $ 1,661 $ 79,725\ $ 367,475 $ 278,546/ $ 1,670 $ 80,161| $ 436 8.84 3,855
Ocala $ 163,675| $ 124,066| $ 7441 $ 35,704 $ 165,675| $ 125,582| $ 753 $ 36,140| $ 436 1.54 671
Orlando $ 259,825 $ 196,947| $ 1,181| $ 56,678 $ 261,825 $ 198,463| $ 1,190| $ 57,115 $ 436 6.20 2,706
Pensacola-Ferry Pass-Brent $ 164,550| $ 124,729 $ 748| $ 35,895| $ 166,550( $ 126,245 $ 757|$ 36,331 $ 436 1.79 781
Sarasota-Bradenton-Venice $ 302,475| $ 229,276| $ 1,375 $ 65,982| $ 304,475| $ 230,792 $ 1,384|$ 66,418( $ 436 2.49 1,085
Tallahassee $ 179,975 $ 136,421| $ 818| $ 39,260| $ 181,975/ $ 137,937 $ 827($ 39,696| $ 436 1.23 538
Tampa-St. Petersburg-Clearwater | $ 211,450| $ 160,279| $ 961| $ 46,126 $ 213,450 $ 161,795| $ 970|$ 46,562 $ 436 11.94 5,208
Florida State Total $ 216,000| $ 163,728 $ 982 $ 47,118( $ 218,000 $ 165,244 $ 991($ 47,555( $ 436 75.23 32,822

* MBA recommends a home payment including insurance and taxes not exceed 28% monthly gross income. This analysiscdoasfoopasperty taxes and insurance payments, so the figare
been adjusted to 25%.
http://www.homeloanlearningcenter.com/MortgageBasics/QualifyingforaMortgage.htm
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Appendix 9: Metro level impact analysis results of $3,000 house price increase assuming 6.0% mortgac

Required annual b
income mortgage Affected (Total
Median Home PrigLoan amount  [Monthly mortgage |(monthly payment s 25%|With $3000  |New Loan |payment (Required Household{Households
(2007) (75.8% LTV 200|payment at 6.0% |gross income)* price increase |amount at 6% Income |Income Increas¢per $1 Affected
Daytona Beach $ 191,575| $ 145,214| $ 871 $ 41,790( $ 194,575\ $ 147,488| $ 8B84($ 42,445| $ 654 2.39 1,566
Cape Coral-Fort Myers $ 246,275| $ 186,676| $ 1,119| $ 53,723| $ 249,275/ $ 188,950| $ 1,133|$ 54,377( $ 654 1.8 1,186
Gainesville $ 208,975| $ 158,403| $ 950| $ 45586| $ 211,975/ $ 160,677 $ 963|$ 46,240| $ 654 0.99 628
Jacksonville $ 190,775 $ 144,607| $ 867| $ 41,616| $ 193,775 $ 146,881 $ 881|$ 42,270 $ 654 5.09 3,332
Palm Bay-Melbourne-Titusville $ 177,075| $ 134,223| $ 805( $ 38,627 $ 180,075| $ 136,497| $ 818|$ 39,282 $ 654 2.39 1,561
Miami-Fort Lauderdale-Miami Beach$ 365,475| $ 277,030| $ 1,661 $ 79,725\ $  368,475| $ 279,304/ $ 1,675/ $ 80,379 $ 654 8.84 5,783
Ocala $ 163,675| $ 124,066| $ 7441 $ 35,704| $ 166,675| $ 126,340| $ 757 $ 36,359| $ 654 1.54 1,007
Orlando $ 259,825 $ 196,947| $ 1,181| $ 56,678 $ 262,825 $ 199,221 $ 1,194|$ 57,333| $ 654 6.20 4,059
Pensacola-Ferry Pass-Brent $ 164,550| $ 124,729 $ 748| $ 35,895| $ 167,550( $ 127,003 $ 761|$ 36,549| $ 654 1.79 1,172
Sarasota-Bradenton-Venice $ 302,475| $ 229,276| $ 1,375( $ 65,982| $ 305,475| $ 231,550( $ 1,388( $ 66,636( $ 654 2.49 1,628
Tallahassee $ 179,975 $ 136,421| $ 818| $ 39,260| $ 182,975|$ 138,695 $ 832|$ 39,914| $ 654 1.23 808
Tampa-St. Petersburg-Clearwater | $ 211,450 $ 160,279| $ 961| $ 46,126 $ 214,450| $ 162,553| $ 975|$ 46,780( $ 654 11.94 7,812
Florida State Total $ 216,000| $ 163,728| $ 982| $ 47,118 $ 219,000/ $ 166,002 $ 995|$ 47,773| $ 654 75.23 49,233

* MBA recommends a home payment including insurance and taxes not exceed 28% monthly gross income. This analysisdagsfoopeaperty taxes and insurance payments, so the figure has
been adjusted to 25%.
http://www.homeloanlearningcenter.com/MortgageBasics/QualifyingforaMortgage.htm
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