Housing market tightens further

Prices jumped in 2021 with high demand, low interest

By ROB KREIGER

he low interest rates, tight
Tinventory, and rising sales

prices of 2020 continued
in 2021, further tightening the
Alaska housing market. The
burst of refinancing also ex-
tended into 2021 but began to
cool in the second half of the
year as interest rates crept up
from their record lows.

Multiple Listing Service data for
Alaska's largest housing markets
showed higher-than-average
numbers of sales closed, increas-

Rise in Alaska home prices got steeper in 2020
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ing prices, fewer days on the market, and sparse that came on the market as public listings. For
active listings last year as demand far exceeded perspective, sales in Anchorage and Juneau as a
supply. percentage of their active listings have historically

averaged around 86 and 107 percent, respectively.

The number of sales as a percentage of active list-

ings hit record highs in some places in 2021, ap- Although rising interest rates are certain and have
proaching nearly 500 percent in Anchorage and climbed fast nationally, the effect they’'ll have on
Juneau during the fourth quarter. Put another way, the current market is less clear. Higher rates push
in those two cities, five houses sold for every house some potential buyers out of the market and

Average home sales price jumped nearly 9% in a year
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reduce the amounts people are
allowed to borrow, which could
reduce demand and, conse-
qguently, push prices down.

Data for the first quarter of 2022
show a similar picture to 2021,
except with interest rates up
sharply to 3.34 percent. More
recently, national rates averaged
over 5.25 percent, the highest
they’'ve been since 2009.

Even if rates increase sig-
nificantly over the next several
months, they will remain histori-
cally low. This will keep housing
relatively affordable in the short
term, but how long the market
continues its trajectory will
depend on how much the rising
rates decrease affordability.

Sales prices up 8.9
percent from 2020

Biggest jump in Ketchikan, highest price in Juneau
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............................................................. The Ilstlngs also ShOW that a Sllghtly |arger Share
A limited number of homes for sale and many

interested buyers pushed the price of an average and more expensive than before the pandemic. In

single-family home in Alaska up to $388,648 last

year, an 8.9 percent jump from the year before
and the third-largest percent increase in almost 30 rooms. In the five years leading up to the pandemic,
years. The record is 10.1 percent in 2005.

of the homes sold in some places were bigger

Anchorage, for example, 45 percent of total sales in
2020 and 2021 were houses with four or more bed-

it ranged from 41 to 44 percent.

Bidding wars have exacerbated the rise. MLS data Sales prices varied widely by area but were up
suggest many houses are selling at the asking price across the board. Juneau's average sales price
or higher. topped the list at just over $475,000. Ketchikan was

second-highest and recorded the larg-
est over-the-year price jump at nearly 16
percent. Prices rose the least in Kodiak, at a

Alaska average interest rate, 1992-2021 little less than 3 percent. Kodiak's average
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house price was in the middle of the pack.
Fairbanks had the lowest average sales
price at $314,000.

Interest rates set a new
low in 2021 but are rising

Interest rates for 30-year fixed-rate mort-
gages averaged 2.93 percent in 2021, down

1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021

from the previous record of 3.16 percent set
in 2020.

Sources: Alaska Department of Labor and Workforce Development, Re-
search and Analysis Section; and Alaska Housing Finance Corporation Low rates have played a major role in
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About the Alaska
Affordability Index

The Alaska Affordability Index
represents the number of
average wage earners needed
to afford an average mort-
gage in their area. The lower
the index value, the more af-
fordable the typical house.

The index value is an area’s
estimated average monthly
payment for a 30-year con-
ventional mortgage with a
fixed interest rate on a single-
family house, divided by the
area’s average monthly wage.

The average wage is based
on wages employers report
to the Alaska Department
of Labor and Workforce
Development when they
submit their unemployment
insurance tax reports each
quarter.

The estimated average
monthly mortgage payment
is based on the average sales
price and fixed interest rate
that mortgage lenders report
to the department each quar-
terin a survey of Alaska’s
lenders, which we conduct
with the Alaska Housing
Finance Corporation.

Treasury note yields point to mortgage rate rise
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keeping housing affordable despite rapidly rising prices, but all signs
point to higher rates in the coming months.

Yields on 10-year U.S. Treasury Notes are the best indicator of where
mortgage rates are headed. Historically, the interest rate data from
our Quarterly Survey of Lending Activity have averaged 1.6 percentage
points higher than yields.

Yields have been volatile in 2022 but have already hit their highest lev-
els since the pandemic began. Yields exceeded 2.4 percent in the first
quarter of this year and topped 3.0 percent in recent weeks, which
could put mortgage interest rates well above 4.5 percent in the com-
ing months if historical trends hold.

While 2021's average interest rate hit a record low, rates began rising

Low interest rates have kept Alaska housing affordable in recent years
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How a rising interest rate would affect home affordability
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later in the year. By the last quarter, rates ap-
proached 3.0 percent. (The year started at 2.8
percent.)

Affordability held in 2021
despite rising home prices

For this article, affordability is a buyer’s ability

to pay the monthly principal and interest on an
average-priced home based on the average interest
rate and an area’s average monthly wage. (See the
sidebar on the previous page for more on how we
calculate the index.)

As mentioned earlier, low rates kept housing af-
fordable and monthly payments manageable in
2021 despite record-high prices. The Alaska Afford-
ability Index averaged 1.14, up slightly from the
all-time low of 1.11 in 2020. An index value of 1.0
means affording the average mortgage would re-
quire just one typical earner. Increases in the index
mean housing is becoming less affordable, and vice
versa.

It's important to know that average wage growth
during the pandemic might make housing appear
more affordable than it is. Alaska’s average month-
ly wage grew 7.2 percent between 2019 and 2020,
and all areas we measure recorded an increase.

Because Alaska lost so many jobs over that time,
the total wages paid in most places fell — but the
average wage rose partly because so many jobs

Earners needed to afford average
home by surveyed area, 2019-2021

Area 2019 2020 2021
Bethel 1.70 1.55 1.65
Ketchikan 1.56 1.38 1.43
Juneau 1.60 1.45 1.41
Matanuska-Susitna Borough 1.44 1.28 1.36
Kodiak 1.60 1.41 1.34
Anchorage 1.35 1.21 1.21
Statewide 1.24 1.11 1.14
Kenai 1.15 1.02 1.07
Mat-Su home, Anc worker 1.07 0.96 1.02
Rest of Alaska 0.97 0.94 1.02
Fairbanks 1.11 0.99 1.00

Sources: Alaska Department of Labor and Workforce Develop-
ment, Research and Analysis Section; and Alaska Housing Finance
Corporation

in lower-paying industries, such as food service
and accommodation, disappeared. Those who
remained in the workforce tended to have higher-
paying jobs in less-affected industries.

Average wages rising while total wages and jobs de-
cline is an unusual situation and an example of how
the pandemic moved economic indicators in previ-

ously unseen ways. Another example is the unusu-

ally large pandemic relief payments that more than
offset lost wages overall.

Even with higher average wages, interest rates
are still driving affordability. To illustrate how rate
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Alaska refinancing starts to cool off after 2020 jump
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increases could reduce affordability in the coming
months, we applied different interest rate values
in increments of 25 basis points to the index while
holding everything else constant, as shown in the
graph on the previous page. Starting at an interest
rate of 3 percent, the index value was 1.14, which
was the 2021 average.

At an interest rate of 5.25 percent, which is a real-
istic near-term possibility, the index climbs to 1.5,

meaning it will take one person’s average earnings
plus half of another’s to afford a typical home — a
big change.

With these rate scenarios, parts of the state that
are already less affordable could see their mar-
kets change rapidly. The point at which buyers are
priced out and things slow down isn't clear, but
price increases on the level we saw in 2020 and
2021 will not be sustainable as rates continue to
rise.

Affordability varied significantly by area, but all
surveyed areas have become more affordable since
COVID-19 hit.

Bethel has been the least affordable over time
because its sales prices are high while wages are
comparatively low. Even Bethel became more af-
fordable recently; its index dropped from 1.7 earn-
ers needed before the pandemic to 1.55 and 1.65 in
the two years that followed.

Homes in Juneau were more affordable than in
Bethel and Ketchikan despite their high prices be-
cause Juneau's average wages are higher.

One of Alaska's most affordable housing scenarios
is Anchorage workers buying Mat-Su homes. An-
chorage wages were 32 percent higher than Mat-Su
in 2021 while Mat-Su’s average home price was 18
percent lower.
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Refinancing activity cools off

History shows that quick interest rate drops spur
a rush of refinancing. As the graph above shows,
when interest rates fell in the second quarter of
2020, refinancing tripled, then remained elevated
through mid-2021.

As rates began to level off in the second half of the
year, refinancing slowed. Refinancing will likely re-
turn to prepandemic levels as rates continue to rise
over the next several months.

Foreclosures remain low

In the second quarter of 2020, foreclosures
dropped to their lowest level on record as owner
protections kept many people in their homes dur-
ing the pandemic.

Even though some protections expired in 2021,
such as the moratorium on federally backed fore-
closures, many options remain for people strug-
gling to make monthly payments. As a result,
foreclosures stayed low in 2021 and even declined
a bit further from 2020.

While concern grew during the pandemic that a
wave of foreclosures would follow the expiration

of owner protections, frenzied home-buying ap-
pears to be keeping foreclosures down. With such

a limited supply of houses for sale, homeowners
facing foreclosure can often sell their homes before
the process begins and even make a profit. For that
reason, foreclosures will likely remain below aver-
age until demand subsides.

Rob Kreiger is an economist in Juneau. Reach him at (907) 465-
6031 or rob.kreiger@alaska.gov.
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