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Use of Mortgages to Buy Lower-Priced Homes
Declines in Philadelphia

Rising housing costs present additional challenges for low- and moderate-income
households

A mortgage is the primary pathway to homeownership for many Americans, because few have the funds to
purchase a home using cash. And the availability of lower-priced homes helps first-time buyers and people with
limited resources access the financial benefits of homeownership.

But an analysis of deed transactions in Philadelphia by The Pew Charitable Trusts found that the share of
mortgage-backed home sales in the lower-priced half of the city's residential market has been declining. From
2000 to 2018, the percentage of such sales fell from 46% to 35%. And over the same period, the median sales
price in Philadelphia doubled, rising from almost $80,000 to $160,000, while the number of homes sold for less
than $100,000 fell from 13,820 to 7,864.

These two trends—the drop in the share of lower-priced transactions financed with a mortgage and the rising
cost of housing—reflect greater challenges for people in the low- and moderate-income brackets looking to

become homeowners.

For years, Philadelphia has been characterized by a higher homeownership rate among low- and moderate-
income households than in many other cities; roughly one-third (31.4%) of Philadelphia’s homeowning
households earned less than $35,000 in 2018. This new data raises questions about whether that pattern will
continue and whether Philadelphians will still be able to find low-cost housing. The COVID-19 pandemic is likely
to compound this uncertainty, as its full economic impact, including the effects felt by potential homebuyers, has

yet to be realized.


https://www.urban.org/urban-wire/homeownership-still-financially-better-renting

Sales prices have increased since 2000

To understand mortgages’ declining role in financing lower-priced homes in Philadelphia, one must first consider
what has happened to the city’'s housing market over the past two decades. The median home sales price in 2018
was $160,000, twice as high as the median in 2000 (as expressed in 2018 dollars). (See Figure 1.) This was also

12% higher than the median in 2007, the peak prior to the Great Recession.

Figure 1
Median Residential Sales Price in Philadelphia, 2000-18
Prices have generally increased over the past decade
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The rising median sales prices reflected both a decrease in the number of lower-cost homes sold and an increase
in sales of higher-priced homes.

In 2000, nearly 14,000 homes sold for less than $100,000, accounting for 65% of transactions for that year. In 2018,
fewer than 8,000 such transactions occurred, representing less than one-third of the year's sales. And the number of
homes sold for at least $500,000 more than quintupled from 2000 to 2018, to almost 1,800. (See Figure 2.)

Figure 2
Real Estate Deed Transactions by Price, 2000 and 2018
Fewer lower-cost transactions were recorded in 2018
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Of particular note was the decline in the number of transactions in the $50,000 to less than $100,000 range—
houses likely to be affordable for many households. Accounting for roughly 38% of all home sales in 2000 (at
over 8,000 transactions), the share in this range decreased by more than half in 2018, falling to roughly 3,800—
accounting for just 15% of sales.

And in 2000, 90% of sales occurred below $180,000. In 2018, that same 90% threshold occurred at $420,000.

The findings in this fact sheet are based on the city of Philadelphia’s deed records. Deeds list details about a
home—such as the seller, buyer, price, and location—and the city issues a new deed every time a property
changes ownership. Often, changes stem from a sale; however, adding a family member or a spouse to a deed or
transferring it between related parties also requires a new deed.

Pew excluded from its analysis transactions that were not reflective of market prices, such as nominal sales
(homes sold for $10 or less), sheriff's sales (in which the sheriff was the buyer or seller), blanket sales (those in
which multiple properties were sold together for a single, combined price), and government sales (in which the
government was the buyer or seller).

Residential sales at the lower end of the market are less likely to
be financed with a mortgage

Recent research has shown that small-dollar mortgages are often harder to obtain and less available than larger-
dollar home loans.! One reason is that the fixed costs associated with writing any mortgage limit the profitability
for the lender when the loan is small; this effect is compounded by the more restrictive lending standards
instituted after the 2007-09 recession.?

During the study period, between 50% and 60% of all home sales in Philadelphia were financed with mortgage
loans. In 2018, about 54% involved mortgages; the share was about 58% in 2000.

The percentage of lower-priced homes purchased with mortgages declined from 2000 to 2018. (See Figure 3.)
For instance, 62% of homes sold for prices in the 25th to 30th percentile of the market in 2000 had mortgages;
in 2018, that figure was only 40%, meaning that a greater share of buyers used mortgages at that price in 2000.
In neither year were many home sales at the bottom of the market financed with mortgage loans. (We use price
percentiles here rather than dollar amounts to compare the use of mortgages in 2000 and 2018, allowing us to
focus on the lower end of the housing market in each year.)



Figure 3
Percentage of Sales Financed With a Mortgage, by Price Percentile

The share of sales at the lower end of the market involving a mortgage
decreased from 2000 to 2018
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Notes: Pew categorized a deed as financed with a mortgage if the property had a mortgage transaction within 31 days of the
deed transaction. Figures are in 2018 dollars, to account for inflation.
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In all, about 46% of sales below the median price were financed with mortgages in 2000; in 2018, that share was
35%. Looking only at sales in the 25th to 50th percentile reveals a similar pattern, with 69% involving a mortgage
loan in 2000, versus 54% in 2018.

The number of houses financed with mortgages at particular prices also changed. For example, 7,158 homes
that sold for less than $100,000 in 2000 involved mortgages, compared with only 1,627 in 2018. The number
financed without a mortgage in this price category was nearly the same in both years. (See Figure 4.)

Mortgage-backed transactions between $50,000 and less than $100,000 fell from nearly 5,700 in 2000 to little
more than 1,300 in 2018. Again, the number without mortgages was about the same in both years.



Figure 4
Number of Sales Financed With or Without a Mortgage, 2000 and 2018
Fewer low-cost sales were backed by mortgages in 2018
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The data does not provide insight into why any of this happened; to what degree potential homebuyers did not
seek mortgages, tried unsuccessfully to secure them, or were outpriced by cash buyers; or how much this stems
from changing lending patterns or market conditions. Answering those questions is essential to any attempt to
respond to the trends.

But the facts are clear: Lower-cost home sales have declined in Philadelphia, as has the share of mortgage-
backed sales at the lower end of the price spectrum. These facts ultimately affect low- and moderate-income
households’ ability to purchase homes and accrue the benefits associated with homeownership. Whether these
trends will change in the aftermath of the current public health emergency remains to be seen.
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The Pew Charitable Trusts is driven by the power of knowledge to solve today's most challenging problems. Pew applies a
rigorous, analytical approach to improve public policy, inform the public, and invigorate civic life.
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