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PREFACE

Joel Kotkin Joe Mathews Perry Wong Joel Singer

This executive report presents analysis from a panel convened by the CALIFORNIA
ASSOCIATION OF REALTORS® in October 2013 at its annual EXPO conference. CEO
Joel Singer moderated the panel for an engaging discussion on how future housing
markets and public policy can reflect the needs and desires of Californians, and why
addressing concerns about affordability and upward mobility will keep the American
Dream of homeownership attainable.

This panel was part of C.A.R.'s new Thought Leadership initiative, and among its charac-
teristics are high-level events that place an emphasis on intellectual engagement. A focal
point of the Thought Leadership program is to pursue dialogue that adds clarity to the
challenges and opportunities that will shape the future of housing.
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Part |

Job Growth
and Housing
Aftordability

Inevitable demographic, economic, and environmental
changes will prompt housing to evolve, but the
overarching question on the minds of panelists was
whether policy will facilitate or hinder conditions
favorable to homeownership — especially if
affordability and upward mobility remain lingering
concerns in California. In the aftermath of the systemic
failures made plain by the financial crisis, the panelists’
outlook on the future of real estate was informed by
the immediate trend of sluggish employment, as well
as the broader and longer-running trend of soaring
inequality. Consequently, chief among the points
emphasized during the panel discussion was the
importance of jobs — principally working and middle
class jobs — to the long-term viability of housing. Perry
Wong commented, “We really have to build a job
base. Everything is about jobs, including housing. It's

not actually about housing.”
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However, while the economy
is slowly recovering from the
Great Recession, the labor
market has seen a decline of
seven percent in the employ-
ment-to-population ratio,
whereas corporate profits are
up 42 percent, and financial
profits have increased by
nearly 60 percent. Also,
according to recent figures
from the Social Security
Administration, the median
wage in 2012 was at its lowest
level since 1998, which means
that at least half of the work-
force is getting left behind

as top earners and corporate
profits continue to gain. And
as home prices rise again five
years after the crisis, afford-
ability drops as values increase
and incomes stagnate.

Amidst such economic dis-
parity, a topic as broad as

the “Future of California Real
Estate” has no shortage of
relevant angles to discuss, but
in examining tomorrow’s hous-
ing, C.A.R. CEO Joel Singer
began by leading panelists to
think about affordability in the
context of the peaks and val-
leys that California prices have
experienced over the past few
decades. Singer added that
historically, California hous-
ing prices have been above
the national average, so while
it can be difficult to afford to
buy, he remarked that at the
same time “you can't afford
not to buy in California.”
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Singer noted that after the
collapse of the housing mar-
ket, it was broadly forecast
that housing affordability in
California would increase,

and such prices would create
opportunities for first-time
buyers. However, while hous-
ing affordability did approach
the national average, it has
since contracted and Singer
stated the following: “An
opportunity for first-time buy-
ers has been squandered, and
it's visible in the marketplace.
It's visible because at this point
in time, normally in the hous-
ing cycle about 50 percent of
your buyers will be first-time
buyers. We're still mired by the
number of all-cash buyers, the
number of investors in place,
and the number of people
coming with capital from
overseas, so the first-time
buyer number is really far
lower than it should be. The
self-correction that we always
assume is going to come
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hasn't come.”

Singer's points are reflected in
research from C.A.R,, as its
Traditional Housing
Affordability Index (HAI)
indicates that for the third
quarter of 2013, the percent-
age of home buyers who could
afford to purchase a median-
priced, existing single-family
home in California dropped to
32 percent, which is far lower
than the index rating of 56
percent for the overall nation.
Housing affordability fell for
the sixth consecutive quarter in
the state, and reached below
35 percent for the first time
since the third quarter of 2008.
C.A.R/s First-time Buyer Hous-
ing Affordability Index for a
single-family, entry-level home
in the second quarter of 2013
was 56 percent, which falls far
short of an index rating of 75
percent for the country as a
whole.
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Housing Affordability Index
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“As the wealthy

to facilitate favorable
circumstances for housing,
and as a result, the long-
term implications of first-time

Wong reiterated that
addressing affordability
links back to strong job
opportunities in order

buyers being constrained to
the sidelines are problematic
at a time when the housing
recovery remains fragile. In
light of these challenges,

he posited that we need to
ask ourselves whether the
nation’s financing model can
create an environment that
enables the housing market to
perform optimally, so that not
only current housing needs
are addressed but also the
needs of future markets. As
an example, Wong pointed
to the economic struggles

of Millennials and stated the
following:

“If you look at today's
market for a [young person],
even if they have decent
monthly income, how many of
them can pay down 20
percent? None. Not many.
So in that sense it is policy not
enabling a market to perform
[as it should]. Meaning that
we have a lot of quality buyers
out there, but they don’t have
a 20 percent down payment.
So someone has to address an
issue of access to money in a
way that is sound — a system
that can be resilient, even in
an economic downturn. And
so the government cannot
be the agent to say, 'l am the
ruler, so you must follow this
hard line requirement.” [We
need] government that can
guarantee safety while letting
private capital do its work.”

06 Job Growth and Housing Affordability
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Kotkin expanded Wong's
points by noting that
affordability issues after the
downturn have affected not
only younger Americans but
also minorities, particularly
Latinos and African Americans
and their ability to become
homeowners. He expressed
concerns about class- and
skills-based bifurcation, as

it is not in the interests of a
robust housing market if the
state only has isolated high-
growth regions as opposed
to widespread job growth to
develop California’s middle
and working classes. Kotkin
added that the state is already
experiencing symptoms of
these conditions, stating,
“As the wealthy in California,
particularly in the Silicon
Valley, are having the best of
times, for most of California’s
middle and working class,

it's not so great. And | think
long-term, that affects the
[housing] market.”

Perhaps a sign of these
long-term effects is a recent
study showing the trend

in income segregation in
American neighborhoods,
which establishes that
socioeconomic residential
sorting has grown substantially
in the last 40 years. The report
states, “In 1970, 65 percent
of families lived in middle-
income neighborhoods
(neighborhoods in one of

the two middle categories);

“We’ve become a

by 2009, only 42 percent

of families lived in such
neighborhoods. The
proportion of families living
in affluent neighborhoods
more than doubled from
seven percent in 1970 to 15
percent in 2009. Likewise,
the proportion of families

in poor neighborhoods
doubled from eight percent
to 18 percent over the same
period. Thus, in 1970 only 15
percent of families lived in
one of the two extreme types
of neighborhoods; by 2009,
that number had more than
doubled to 33 percent of
families.”

In terms of how this trend
is evident in pricing, Kotkin

stated the following: "We
used to be ground zero

for the American Dream.
Housing prices in California
had a median multiple. A
median multiple is the ratio

of housing, median housing
price and median household
income. | think it really is the
most relevant measurement.
And we were always the same.
Even if San Francisco people
were making 50 percent
more, housing was 50 percent
more. That is totally out of
whack, and by 2013, the price
differential was about 113
percent. By the way, rents
follow that, as well.”

To contextualize the state’s
affordability issues with a

Figure 1: Proportion of Families Living in High-, Middle-, and Low-Income Meighborhoods
Metropolitan Areas with Population = 500,000, 1970-2009
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“big picture” outlook, Wong
stated that what will matter in
the years to come is whether
as a region and a country
we're able to change when we
see significant problems arise
because housing will require a
vibrant economy that can
create not just income but
more importantly, wealth.
Ultimately, the panelists
warned that if wealth is
concentrated in the hands

of the few and the American
middle class suffers, severe
bifurcation reduces the

living conditions of the poor
to a mere abstraction due

to reduced interaction and
shared experiences.

As a solution, much like Wong,
Kotkin stressed job growth,
stating, “We just have to figure
out how we restart the middle-
and working-class job engine
in California. Everything else
is secondary in my mind.”

However, even if job growth
and affordability improve in
the state, both Wong and
Singer were keen to point

out that the lucrative nature
of home prices in parts of the
state is entirely justified in light
of the overall attractiveness of
California as a desirable place
to live due to its weather,
cultural magnetism, boom-
ing technology industry, and
global stature — all of which
will naturally be reflected in
real estate prices.

While agreeing that the state
has many advantages, Joe
Mathews still cautioned that
California cannot afford to

rest on its laurels as a diverse
and global center of trade
because its stature as a state
of arrival has diminished and,
in his words, “We've become
a homegrown state. [...] We're
much more dependent on our-

selves.” He added, "We need
people, and we need growth,
and we need it yesterday.”
But the growth and afford-
ability emphasized by the
panelists are impacted by

the state’s opportunities for
upward mobility, which was
discussed as an equally impor-
tant factor to the future of real
estate in California. m

08 Job Growth and Housing Affordability
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Part Il

Upward Mobility
and Future
Homeownership

Upward mobility is far from tangential to the
issues of affordability and job growth, so Singer
also led panelists to consider the tenability

of opportunities for advancement and the
consequences for the housing market if working
and middle class Californians cannot aspire to
homeownership. In Kotkin's estimation, one of
the fundamental questions facing California is
upward mobility. A demographic component is
central to this question, as without advancement,
household formation will be affected as people
choose to have fewer or no children on account

of sheer unaffordability.
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Kotkin stated, “The problem is
when upward mobility begins
to become harder and harder
to achieve, it has ramifications
that affect the economy, | think
as we saw in Japan. And it
has ramifications in terms of
family formation. The family

is the basis of the society, but
it's becoming more and more

difficult.”

He pointed out that California’s
number of children is dropping,
whereas the number of children
in other states is rising since it
is more affordable elsewhere.
Kotkin also noted that Los
Angeles is a prime example

of this cause and effect, as
research indicates the foreign-
born are older than the native-
born because children of
immigrants have left due to a
lack of upward mobility.

Singer added that demography
is destiny and questioned what
will happen to in-migration in
the state, especially if upward
mobility is seen as lacking.
Singer queried, “Are we losing
our edge internationally? Or
are we actually increasing our
edge internationally?”

Mathews simply posited:
“We're not in the 1980s any-
more. We had record levels of
immigration. The immigrants
are not coming. And we're not
having children. We're just not
having children.” Thus, real
estate and household

formation in California could
be shaped by a divide
between those who can afford
to have children and house
them comfortably versus those
with limited upward mobility.

As to whether the divide in
upward mobility is primarily on
the basis of race or educational
attainment, panelists slightly
differed but emphasis was
greatly placed upon the signifi-
cance of education to devel-
oping a workforce capable of
pursuing homeownership. Ac-
cording to Mathews, a key rea-
son that California has lost its
edge boils down to education.
He stated, “The real secret
sauce of the state was cheap

— free in many cases — high-
quality public higher education.
In 1912, Berkeley was already
the largest public university in
the world, and we've essentially
lost our advantage. This state
saw a decline by six points in
the percentage of its popula-
tion that has college degrees
in the last decade. That is
death.”

“The problem is

Mathews went on to connect
his personal story of place as

a Californian to ideas about
upward mobility in the state by
describing the progression in
quality and affordability in the
types of houses his grandpar-
ents, parents, and he himself
could all afford to buy over the
past few decades — with each
transaction shrinking in attain-
ability. A key takeaway from his
personal narrative was the role
that the generational transfer
of wealth played in the pursuit
of home-buying during his
family history. He posited that
we're about to see the greatest
private generational transfer
of wealth in the history of the
world, and REALTORS® will be
intimately involved with that
transfer.

But Mathews warned, “The
question is how — as a state —
do we use that transfer in ways
that give us a greater future?
The bad news, and this is
where my story comes abruptly
to a close, is that there's no
earthly chance of us getting

10 Upward Molibilty and Future Homeownership
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that right. We're not even talking about it. And more profoundly,
and this is the focus of my journalistic work about California, our
governance system — and | use the word ‘system’ charitably in
California — is not up to the task of making those kinds of forward-
looking decisions.” Mathews added that these transfers of wealth
may serve to preserve and enhance inequities if the attainability
of homeownership is increasingly tied to familial wealth.

Kotkin agreed that intergenerational transfers will influence
housing, but he pointed out that increasing health care costs
along with greater longevity will affect these transfers of wealth
and by extension, upward mobility, stating, “[Transfers] are going
to come much later, much slower, and maybe a lot less money in
it as people live longer and longer and longer.” If that is the case,
the housing market in California could feel the impact of home-
buying patterns shaped by later transfers of wealth.

Ultimately, the underlying issue to the panelists’ discussion on
both affordability and upward mobility is public policy, and Singer
observed that each panelist could agree on its importance to
keeping the American Dream of homeownership feasible for all
socioeconomic classes. B
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Part Il

Public Policy

The dynamism of a state like California can
stand in stark contrast to public policy that is
constrained by the state’s unwieldy scope, not
to mention the difficulty of governing a polity
with a mix of disparate regional economies
defined by their own industries. When taking into
account the political mobilization necessary to
build job opportunities and income potential for
middle- and working-class Californians, panelists
expressed a mix of short-term pessimism and
long-term optimism for the future of housing

in the Golden State. Singer acknowledged that
California faces significant policy problems, but
drew the conversation to items of practical value
and an enhanced understanding of what ails the
state in order to focus the discussion on tangible

courses of action.
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Kotkin began by criticizing policies that inhibit growth,
commenting, “When you see this dichotomy in the state, we
have economic policies in California that make it very difficult for
middle- and working-class people in the interior to ever make a
decent income. [...] | did a report on the Inland Empire for
Brookings several years ago when incomes were growing. We
had expansion—warehousing, manufacturing, construction, all
kinds of good-paying blue-collar jobs. But the policies of the
state of California are absolutely designed to make those jobs
very, very hard to grow. And if we don't change that, nothing
really can be improved.”

He added that California should primarily focus on reforming its
regulatory environment, encouraging people to work from home
by telecommuting, reducing fees, and addressing the high land
costs throughout the state where applicable.

“It’s not a

Mathews emphasized the importance of public policy centered
on investing in the future, particularly education and infrastruc-
ture. He said, “We are deeply locked into a narrative at the state
level of austerity. [...] But people are afraid to invest more
because they don't think more money coming to the state is
going to end up in education and infrastructure where it's so
desperately needed, where we've underinvested. It's going to
be gobbled up by public employees and other interests. And
we need to grow. We need to get into the mode of spending
money to make money, which is how this state grew.”

He also pointed to Singapore as an example of a country utilizing
policy oriented around the future, specifically incentivizing
savings, which ultimately benefits the housing industry. Singapore
provides several thousand dollars in a savings account for the
birth of a child. Mathews stated, “That's the kind of society that is
at least thinking about the future and making choices.”

Speaking of savings and fami-
lies, Wong noted that he sees
room for optimism because
families, particularly immigrant
families, are finding ways to
make homeownership attain-
able by pooling resources,
and as a result, policy should
assist, not hinder, this reality.
He stated, “It's not a surprise
to me that families are very
resilient as long as we have a
policy, a solution to facilitate
it. So that's how | look at the
market as optimistic.”

Perhaps another reason for
optimism is the panelists’
discussion on the ways in which
California’s regionalization can
be an advantage in spearhead-
ing policies. Wong stated,
“Regions are capable of repair-
ing [and] regenerating — that
actually is key.” He added,

“If we can think of a balanced
way to allow some regions to
be creative in finding their own
way to build a job base, [then]

| think that is the only solution |
can see.”

Wong pointed out that com-
panies from the coastal regions
need to be prevented from
moving out of state, and in or-
der to retain those companies
within California, policy should
encourage them to move
inland into regions that need
jobs the most, such as the
Inland Empire and the Central
Valley.
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— JOE MATHEWS

Without improvements in
some regions, Kotkin stated,
think you're going to see a lot
of struggle in many areas.” In
acknowledging the central role
of public policy in shaping the
future, he restated, "Again, |
think if we keep on the path
we're on, it's pretty clear where
we're going to end up, which
is increased bifurcation.”
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Policies that keep real estate
accessible and allow California
to put its own unique spin on
the American Dream of home-
ownership won't come over-
night, according to the consen-
sus of panelists, but they noted
that a strong housing market
remains an essential piece

of the puzzle for the Golden
State’s future; after all,

“We are deeply locked into a narrative at the state level of
austerity. [...] But people are afraid to invest more because
they don’t think more money coming to the state is going
to end up in education and infrastructure where it’s so
desperately needed, where we’ve underinvested.”

each panelist chooses to reside
and remain in California for

a reason, which is perhaps a
sign that they ultimately fall on
the side of optimism, despite
the variety of challenges ad-
dressed during the panel. m
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Part IV

Concluding Remarks

Singer concluded the panel with a few comments on the major themes and lessons
of the viewpoints shared by the discussants, such as the future is not a given when

it comes to real estate, and that public policy and facts really matter in shaping

the future lives of everyday Californians and where they call home. Singer stressed
that being able to anticipate what's important is the first step toward action, but it's
necessary to understand that the dynamics of the market/real estate are not always
explicable to begin with. He stated, “Given everything that we've heard, most

of which | agree with, it's still hard to imagine the recovery we just experienced. It
may be very transitory, or it may be another bubble. | don’t think so, but it may be.
There's something else going on here. [...] And so as we look at these problems, my

request to all of you is that we engage in this rationally.”

To Singer’s point, engaging in substantive discussions through rational discourse is
a central tenet of C.A.R.'s Thought Leadership program in order to add clarity to the

most pressing issues that will shape housing now and in the years to come. m
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