NAMES:

--------------------------------------------------- Mortgages ---------------------------------------------------
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1. For many Americans, buying a house is the single largest purchase they will ever make.  From the 1970’s to today, mortgage rates have varied drastically reaching as high as 18% and as low as 4%.  At the same time, the average home price has risen sharply.  
a. Calculate the monthly mortgage payment on a $300,000 loan with a 6.5% interest rate and with an 18% interest rate.

2. Can the average Salem household afford the average Salem house?  In general, the monthly mortgage, property tax, home insurance, and mortgage insurance payments should not sum to more than 50% of the households monthly gross income.  
a. The average home price in Salem is currently $238,997.  If the average family can put 3% towards a down payment on their (average) home, what will their monthly loan payments be if they qualify for a 6.5% interest rate?

b. The annual cost of property taxes and homeowner’s insurance come to about 1.2% of the home’s value.  For mortgages with less than 20% down, the lender requires the purchase of loan insurance at 0.85% of the principle amount.  What will be the monthly costs due to taxes, home insurance, and mortgage insurance?
c.   The average annual household income in Salem is $47,375.  Can the average household afford an average home in Salem?  Explain.
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