Cunningham, Deborah L@DOT

From: Christopher Sutton <christophersutton.law@gmail.com>
Sent: Monday, August 24, 2015 4:47 PM

To: Affordable Sales Program@DOT

Subject: Comments on Affordable Sales Program Regulations
Attachments: News Articles on Affordability.pdf

Dear Ms. Kimberly Erickson:

Attached please find the following two recent newspaper articles addressing housing affordability in Los
Angeles County:

1. Los Angeles Times, August 20, 2015, page A13:
Is L.A. in a housing bubble? by William Yu,
an economist at the UCLA Anderson School of Management

2. Pasadena Star News, August 21, 2015, pages 1 and 6:
Rising home prices push most families out of market --- again
by Gregory J. Wilcox, reporter (greg.wilcox@langnews.com)

These two items make clear that the housing marking in Los Angeles County is expensive and most middle
income families cannot afford to buy homes.

The Caltrans Affordable Sales Program proposed regulations fail to address the overall lack of affordability of
housing in Los Angeles County and especially within the State Route 710 North Corridor.

The draft regulations utilize an abusive "fair market value" localized to each of the three zip codes where these
housing units are located: 91105, 91010, and 90032. This has the impact of driving up the "fair market value"

of residential properties within the scope of the Affordable Sales Program under the Roberti Law (Government
Code section 54235 to 54238.7).

Simultaneously, the proposed regulations utilize a county-wide based income calculation for "median
income" and "persons and families of low or moderate income" under Government Code section 54237, but the

Regulations could utilize a different geographic area to calculate "median income," as allowed by Government
Code section 50093.

By using different geographic areas to determine "fair market value" and "median income" and "persons and
families of low or moderate income" the propose regulations will cause the displacements of about 148 families
now residing in the Caltrans rental properties.

This was determined in the Draft Relocation Impact Report. This displacement of 148 families from their
homes is an adverse environmental impact that will be caused by the Affordable Sales Program Regulations,
unless they are modified. Within the California Environmental Quality Act ("CEQA") Caltrans has a duty to
mitigate such avoidable adverse environmental impacts under CEQA at Public Resources Code section 21004.

The Regulations can be modified to provide such mitigation by changing the geographic areas used within each
definition. Using "median income' within a given zip code will allow more families to qualify under the
provisions of Government Code 54237 to have the sale price set as a function of their income, rather than as

a function of the extremely unaffordable housing market. Localized income definitions will reduce the
displacements of existing Caltrans renter-families as required by Public Resources Code section 21004.
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By William Yu
: " & HOME PRICES RISE ever higher in
Los Angeles, some are beginning to

housing bubble, one that's ready to
burst. Real estate blogs add to the
: hysterla by pointing to the most ridiculous lst-
" ings, the million-dollar bungalows in need of a

“But the data suggest that the market is riot, in
-fact, on the brink of collapse.

a ,Using the all-transactions house price index
- from the Federal Housing Finance Agency, I ex-
‘amined price historyin Los Angeles County, ad-
Jjusted for inflation, from 1975 to the present —
1975 being the first year data were available.
Alopg with some short-term fluctuations, we
#in see four major housing price cycles in Los
igeles since 1076;

2 (1) Bullmarket (first quarter of 1975 through
he third quarter of 1980): real home price in-
reased by 69% over 23 quarters, - -

. Bearimarket (1980 Q4 to 1984 Q2): real price

(3 Bull market (1997 Q3-2006 Q4): up 166%
o 88 quarters.

Bearmarket (2007 Q1-2012 Q2): down43%for

22quarters. -

- (4) Bull market (2012 Q3-2016 Q1): 8o far the

“priceisup 27% for il quarters,

- Can these past cycles help us predict the fu-

ture? To some degree, yes. Unlikkethe stoekmar-

et, réal estate dynamies tend to hold over time,

‘Jpart because transaction costs keep prices

from bouneing around wildly in response to ex-

arnal events,

. - Ifhistory is any guide, the L.A. housing price

- tycle seems to last about 12 years on average, of

1988

o Authors ealculalion based on Federal Housing Finance Agancy (FHFAY's House Price Index: Buteaw of Labor Stalistics’ Consumer Price Index; and Zilew's Medion Home Value Index.

wonder if the region is in another -

. complete renovation, the $3-million teardowns.:

hich seven years is spent in the bull market

1990 1895 2000

Home prices are rising, but
the data suggest the market is
not on the brink of collapse.

with at least 65% real price appreciation, and
five years is spent in the bear market. We are
three yearsinto the housing recovery that starg-
ed in 2012, with 27% appreciation so far, On aver-
age, there will be four more years or 38% more
price growth before we reach the turning point.

Ofcourse, i’spossible the bear market could

come earlier or later than four years, but thatis

quite unlikely to happen in the very near future.

How can I be so sure? Often, during a bub-
ble-making period, we see an accelerating rate
of home price appreciation, as in 1988-89 and
2004-08, In the last two years, we haven't seen
that kind of rapid appreciation in Los Angeles,

Another way to understand housing price
cyclesishylooking at building permit numbers,
Speaking roughly, if developers are investing in
new properties, that'sa good sign that demand,
and prices, are rising or keeping steady. If devel-
opers are holding back, that suggests demand,
and prices, will soon fall,

L.A. housing permit units peaked in 1977,
1088 (50,500 units) and 2004 (26,900 units), one

to thiee yenrs ahead of the real housing price

peaks in 1980, 1989 and 2006. Permits bottomed
in 1982, 1993 (7,300 units) and 2009 (5,700 units),
a few years before the housing price troughsin
1084, 1997 and 2012,

Over the last three years, we have seen LA,
building permits increase from 1,200 units in
2012 to 18,200 units in 2014, The 2016 number will
most likely be higher than 2014, Therefore, we
can predict the next home price peakis at least
two years away.

Yet another measure of rational housing val-
ueisasimple price-to-rentratio, Theratioiscal-

3008

culated by taking the median home price over
theannualmedienrentinI.A Iftheratioishigh -
— meaning that home prices are beyond their
fundamental value based on expected rental
revenues — that points to a hubble. Again, let’s
look at history.

Two previous peaks were in December 1989,
with a ratio of 14.8 to 1, and in Februery 2008,
with a ratio of 244, According to Zillow, the cur-
rent price-to-rent ratio in L.A, was 171 in May,
which is far below the 2006 bubhle level but still
higherthan any timebefore 2003,

That doesn't worry me, though. A high ratio
doesn't spell danger for Los Angeles because,
similar to New York (ratio: Manhatton 25,
Brooklyn 23) and San Francisco (ratio: 21), it's
now a “superstar” city. L.A.'s size, amenities,
weather and geography make its houses an in-
vestment target for the global elite. Wealthy in-
dividuals from all over the world don't cave that
it might make more financial sense to rent, be-
cause they're not simply buying Los Angeles
houses to live in them, they're also trying to di-
versify thelr financial portfolios.

Even though Los Angeles is one of the least
affordable cities in the U8, all factors indicate
that it is hot in a housing bubble, Of course the
bull market willend eventually, but that doesn't
meanwe're heading fora devastating crash, like
in 1990 or 2007, Whetheryou should put up amil-
Honbucks for that bungalow is another story.

WiLtiam Yuis an economist at the UCLA
Anderson School of Management,
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WirnniaM Yu AND Wes BAUSMITH

Is L.A. in a housing bubble?

By William Yu

S HOME PRICES RISE ever higher in
Los Angeles, some are beginning to
wonder if the region is in another
housing bubble, one that's ready to
burst. Real estate blogs add to the
hysteria by pointing to the most ridiculous list-
ings, the million-dollar bungalows in need of a

complete renovation, the $3-million teardowns,-

But the data suggest that the market is not, in
fact, on the brink of collapse.

Using the all-transactions house price index
from the Federal Housing Finance Agency, I ex-
amined price historyin Los Angeles County, ad-
Justed for inflation, from 1975 to the present —
1975 being the first year data were available.
Along with some short-term fluctuations, we
can see four major housing price cycles in Los
Angeles since 1975 )

(1) Bull market (first quarter of 1976 through

Home prices are rising, but
the data suggest the market is
not on the brink of collapse.

with at leest 66% real price appreciation, and
five years is spent in the bear market. We are
threeyearsinto the housing recovery that start-
ed in 2012, with 279 appreciation so far, On aver-
age, there will be four more years or 38% more
price growth before we reach the turning point.
Ofecourse, it's possible the bearmarket could
come earlier or laterthan four years, but thatis
quite unlikely to happen in the very near future,
How can I be so sure? Often, during a bub-
ble-malking period, we see an accelerating rate
of home price appreciation, as in 1988-89 and
2004-08. In the last two years, we haven't seen

culated by taking the median home priceover -
theannualmedianrentinL.A, Iftheratioishigh™

— meaning that home prices are beyond their
fundamental value based on expected rental
revenues — that points to a bubble. Again, let's
look at history. -

Two previous peaks were in December 1989,
with a ratio of 14.8 {0 1, and in February 20086,
with a ratlo of 244, According to Zillow, the cur-
rent price-to-rent ratio in L.A, was 171 in May,
which is far below the 2006 bubble level but still
higherthan any time before 2003.

That doesn't worry me, though. A high ratio
doesn't spell danger for Los Angeles because,
similar to New York (ratio: Manhattan 25,
Brooklyn 23) and S8an Francisco (ratio: 21), it's
now a “superstar” city, L.A.'s size, amenities,
weather and geography make its houses an in-
vestment target for the global elite. Wealthy in-
dividuals from all over the world don't care that
it might make more financial sense to rent, be-



