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The tide of the pandemic finally began to
shift this week. Mask mandates have been
lifted for fully vaccinated people, according
to the CDC. Although this decision is
controversial, for many it signals a return to
pre-pandemic ways of life. As more people
are vaccinated and sellers feel safer, it
should help ease some of the low housing
inventory. But uncertainty remains in this
market. | am asked daily, sometimes even
hourly, “Will home prices go down?” Let us
look at the historical data to see why | do
not think this is likely.

(top of pg. 2, left) shows the

IT IS UNLIKELY THAT HOME PRICES WILL DECLINE IN METRO DENVER

historical price change for homes and condos
over the past 50 years. You can see that the
average Metro Denver home price has gone
from about $50k to about $500k, anincrease
of 10x! removing the effect of
inflation, you can see that the average price
50 years ago was $200k. So, over the past
50 years, prices have not really gone up by
a factor of 10. Rather they have increased
by a factor of about 2.5. A large part of that
price increase is because larger and more
deluxe homes were built over the past 20
years than in previous decades. But what
will happen over the next five years? The red
dashed line is an educated prediction. Over...

However,
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the past 50 years, we have seen an average
of 6% home appreciation. | think we will see
a bit less over the next five years, so | added
a forecast that prices will go up 5% per year.
| think the average home price is going to be
about $600k five years from now. If you are
a first-time buyer and can afford to buy a
home, this would be a good time to pounce
before prices drift steadily upwards and you

get priced out of the market.
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THE 2ND GRAPH (top of this pg., right) shows
that the income per capita in Denver has
gone up dramatically over the past 50
years. If you look at the 1970’s, the average
salary was around $8K. Currently it is
around $100k. Just like with home prices,
you can see that is an increase by a factor
of about 10. However, removing the effect
of inflation, the average wage in Denver was
about $40K in 1973. Without inflation the
wages have a little bit more than doubled,
and there is a good reason for that. Thisis a
much more sophisticated city, with a much
wider variety of jobs today than it was 50
years ago. Denver also has a highly educated
workforce, among the best in the nation. But
what will happen to incomes over the next
five years? | forecast 3.5% growth. Why?
Because that is what our wage inflation has
been over the last 5-6 years, and it is likely
to continue at about that pace.
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THE 3RD FACTOR is mortgage rates (see below).
Mortgage rates are exceptionally low right
now. They are still close to 50-year lows,
even though they’ve gone up a bit recently.
This is another driving factor to keep the
demand for homes high. What will happen
to rates over the next five years? If you look
at the average mortgage rate over the past
decade, it was about 4.5%. Consequently,
| forecast that we will go from our current
rate, about 3%, to about 4.5% over the next
five years.

30-YEAR MORTGAGE RATE TREND
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THE 4TH GRAPH (pg. 3, top right) looks at
the average mortgage payment, without
inflation. This was built by looking at the
average price of homes each year with an
assumed 10% down payment. This shows
what the principal & interest payment would
be with the prevailing mortgage rate each
year. You can see that the long-term average
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is about $1,550 per month. This is barely
more expensive than the current average.
So, homes are actually about as affordable
as they have been historically, on average.
What will happen to mortgage payments
over the next five years? | think that is the
root cause of a lot of people’s concerns
-they are goingto goup alot! You can see on
the chart the payments are going to increase
from maybe $1,600-%$1,700 per month today,
to maybe $2,500/per month. This seems
like a serious problem until we look at things
from an affordability standpoint.

FINALLY, WE WILL LOOK AT AFFORDABILITY. This
is ultimately the metric that matters the
very most! This chart was built by taking the
principal and interest payment for an entire
yearanddividingitintothe percapitaincome.
This graph essentially shows how much of
the average person’s income would have
to be used to pay their mortgage payment.
You can see that it is currently in the 30%
range. The historical average is about 35%.
Therefore, we are slightly more affordable
now than the historical trend, on average.
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This affordability is a gift of historically low
mortgage rates and higher incomes in Metro
Denver. Right now, the market is stable. It
makes sense that we are seeing higher prices
from a supply and demand standpoint. Over
the next five years you can see this metric
will rise substantially. However, because
incomes are also going up dramatically, it is
not going to be as impactful as some people
fear. Instead of these payments being below
the historical average like they are currently,

they will rise closer to the long-term average.

“There is basically no reason in a market where we have

low inventory, and favorable mortgage rates, for prices to
go down. Based on the historical data, | think the market
will see modest price increases for the next five years.”
Lon Welsh - YCRE Founder & Chairman
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MONTHLY MARKET SNAPSHOT
SINGLE FAMILY + CONDO/TOWNHOME (STATS FROM APRIL 2021)

April ’20 April 21 %Change
Active Listings at Month End 6,855 2,584 -62.16%
Under Contract Listings 3,140 5,941 +89.20%
New Listings 4,684 6,699 +43.02%
Sold Listings 3,961 5,088 +28.45%
Average Days in the MLS 21 13 -38.10%
Median Sold Price $440,000 $526,000 +19.55%
Average Sold Price $502,270 $623,825 +24.20%
Percent of Sold Price to List Price 99.96% 104.61% +4.65%

Source: DMAR (Denver Metro Association of Realtors)



