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The State of the Nation's Housing 1998

Executive Summary

Now inits eighth year of sustained growth, the U.S. economy has brought unprecedented
strength to housing production and sales. Spurred by strong employment growth, low mortgage
interest rates, and new, more flexible financing options, national homeownership rates have
reached an all-time high. The gainsin homeownership are broadly based, with young adults
making up much of the ground they lost during the 1980s, and minority and moderate-income
households purchasing homes in record numbers.

Even under these unusually favorable conditions, though, many young and low-income
households are still unable to progress up the housing ladder. Nearly half of today's 25 to 34
year-olds have only a high-school education, seriously limiting their earning power in the new
global economy. These workersin particular are finding it more and more difficult to save
enough for a downpayment on a home and to earn enough to cover the monthly costs of
ownership.

In addition, the large disparity between minority and white homeownership rates remains
nearly unchanged despite the recent expansion of mortgage lending opportunities. Moreover, all
of the growth in homeowners during the first half of the 1990s took place outside center cities.
The strong economy has also done little to ease the chronic housing problems of millions of
extremely low-income families, whose numbers remain at peak levelsin the face of cutbacksin
housing assistance and continuing losses from the affordable stock.

The Homebuying Boom

Between 1994 and 1997, the net addition of 4.0 million households to the ranks of
homeowners set a three-year record. This boom owes much of its vitality to the unusually long
and stable economic expansion. Today, with employment still rising, mortgage interest rates near
30-year lows, and consumer confidence holding close to record levels, housing production is
strong and sales of new and existing homes continue to climb (Fig. 1).
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What stands out about this boom is the contribution of minority households to growth.
Although account-ing for only 17 percent of the entire homeowner population, minorities were
responsible for an impressive 42 percent share of the increase in the number of owners between
1994 and 1997 (Fig. 2). Indeed, the minority share of first-time homebuyers has been rising for
severa years.
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For Hispanic and Asian households, age distribution and family composition explain much of
the increase in homeownership. Because these two groups are gaining population through
immigration, they have much higher rates of household growth than whites and blacks. In
addition, arelatively large share of Asiansand Hispanics are within the 25 to 34 year-old age
group; the demographic group with the highest rates of first-time homebuying.



But for blacks and whites, the strong economy and recent efforts to reach low-income and
minority borrowers explain more of the gains in homeownership than demographic factors such
as household growth. With the wider availability of more flexible loans and reduced costs of
obtaining a mortgage, more cash-strapped and income-constrained borrowers have been able to
qualify for mortgages than in the past. Between 1993 and 1996, lending to low- and moderate-
income homebuyers rose by 30.2 percent while lending to upper-income buyers rose by about 20
percent. Meanwhile, lending over this period was up 45 percent to minority buyers compared
with only 14 percent to white buyers. Lending to minorities did, however, slow in 1996,
underscoring that the rapid rate of increase in minority lending will be difficult to sustain.

Returns on Homeowner ship

Although stocks have recently overtaken home equity as the main form of household wealth,
homeownership remains the cornerstone of financial security for most Americans. Nearly two-
thirds of all U.S. households own homes. In contrast, only about 40 percent of American
househol ds own stocks.

Like investing in stocks, buying a home is not without risks. The longer owners stay in their
homes, however, the more likely they are to profit from the purchase (Fig. 3). And the faster the
pace of house price appreciation, the shorter the time owners must remain in their homes to
offset the high transaction costs of buying and selling residential property.
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Asavehiclefor creating wealth, homeownership also has several unique financial
advantages. Capital gains on the sale of a home, unlike those on most other assets, receive
favorable tax treatment. With fixed-rate mortgages, homeowners can lock into payments at
today's home values and thereby insulate themselves from escalating property values and rents.
While many borrowers aso benefit from the tax-deductibility of mortgage interest, thisfeatureis
of little value to low-income homeowners with small mortgages, who are often better off taking
the standard deduction.

With the spectacular strength of mutual funds and defined contribution pension plans, the
importance of stocks within investment portfolios may continue to increase. Even so, for afar
larger share of American households; and particularly those with moderate incomes, home equity
is still the principal source of wealth.

Unmet Housing Needs

Although growing numbers of families are gaining access to the weal th-building opportunity
of homeownership, the number of households without access to decent and affordable housing is
also growing. With lower inflation-adjusted earnings than their counterparts 15 years ago,
today's 25 to 34 year-olds with only a high school education are falling further and further
behind in their ability to progress up the housing ladder. Meanwhile, affordability is by far the
most pressing problem for the 8.6 million renter and 5.6 million owner households with
extremely low incomes (Fig. 4).
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For those households with severe payment burdens, no relief isin sight. In fact, the imbalance
between the supply of and demand for rental units affordable to the nation's lowest-income
households is worsening. Even after a protracted period of rent deflation when about 260,000
rental units filtered down to the low-cost stock, the affordable inventory has continued to



shrink because of losses to abandonment and demoalition. On top of these pressures, the number
of net new commitments for rental subsidies remains at historically low levels.

The Decade Ahead

On balance, the next decade will be an era of opportunity for housing production and the
services associated with buying and selling homes. Steady growth in the number of households,
ongoing losses from the aging housing stock, and a modest increase in demand for second homes
should together keep annual construction rates at least as strong as the 1.56 million units
averaged so far in the 1990s.

Asthe children of the baby boomers start to form their own households over the next ten
years, multifamily and manufactured housing may make up larger shares of new construction
activity. While single-family housing would therefore lose some of its dominance, the trend
toward ever-larger and more luxurious homesis likely to keep the value of new residential
construction on the rise. Home improvement expenditures should also increase modestly as both
the baby boomers and the housing stock age.

But tempering all of this good newsis a set of policy challenges that relate directly to today's
changes in income support programs, yesterday's legacy of housing market discrimination, and
tomorrow's aging of the U.S. population. First of all, addressing the severe housing problems of
extremely low-income households remains perhaps the single largest, and most urgent, priority
for policymakers as we move into the 21st century. The number of households with worst-case
needs has not retreated despite the economy's enduring strength. While the future depends
largely on the outcome of welfare-to-work programs, it is noteworthy that even full-time workers
earning the minimum wage are already hard-pressed to find suitable, affordable housing.

Second, even with the sharp upturn in recent years, homeownership rates among minority
households remain just under 46 percent; afar cry from the 72 percent among white households.
In part this disparity reflects decades of discrimination that have left minorities with lower
average wealth and income. Narrowing this gap will therefore require much stronger measures
than mortgage lenders, government agencies, and community organizations have been able to
muster so far.

And third, with the population aged 75 and older projected to grow by 2.4 million over the
next ten years, the need for affordable home care for the frail elderly has become imperative. The
assisted living choices now available are out of financial reach for most seniors, especially those
who rely heavily on Social Security and other income support programs. But even if they were
ableto afford to live in these facilities, most seniors prefer to stay in their own homes. New
housing alternatives to make this possible will be in increasing demand during the decade ahead.



Housing Market Trends

The strength and duration of today's housing expansion are unparalleled. Sales of existing
homes in 1997 set new records, while sales of new homes hit a 19-year high. Single-family
construction exceeded 1.0 million units for the sixth consecutive year, and multifamily
production posted an eight-year peak of 340,000 units. Manufactured home placements, while
below the record levels of 1996, were still strong at 293,000 units.

At thelocal level, however, the housing boom is geographically uneven. Markets in some
areas of the country have already begun to weaken, while others have only recently begun to
strengthen. In line with population and employment shifts, homebuilding activity remains
centered largely in the South and West, and particularly at the far edges of metropolitan areas.

Economic Sability

With mortgage interest rates holding close to a 30-year low and the economy still adding new
jobs, the health of the housing sector is not surprising. Low interest rates and strong employment
growth are what sustain consumer confidence. Confidence in the future and in the ability to
afford the costs of homeownership, in turn, are what encourage more people to form their own
independent households and to purchase homes.

What is remarkable, however, is the sustained, non-inflationary growth that has kept housing
construction on such an even keel. At no point in the last 50 years has there been such an
extended period of low inflation and steady growth in domestic output (Fig. 5). Although both
interest rates and inflation were also low in the 1950s and 1960s, the economy was much more
volatile then, with annual growth hitting 6.0 percent or more before dropping sharply. Since
the 1991 recession, domestic output has expanded no faster than 3.8 percent annually and no
slower than 2.0 percent.

5 Recent Increases in Housing Production Are in Keeping With
the Buoyant Economy
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The last time that homebuilding activity expanded for six consecutive years without
registering alarge decline was between 1966 and 1972. That housing cycle was cut short when
economic growth surged to 5.8 percent in 1973, and inflation picked up to 11.0 percent the
following year.

Innovations in Mortgage Finance

In addition to a buoyant economy, the overall housing industry owes its enduring vigor to
innovations in mortgage finance that have helped not only expand homeownership opportunities,
but also reduce market volatility. Under market and regulatory pressure to make homebuying
more accessible to low-income and minority households, financial institutions have revised
their underwriting practices to make lending standards more flexible. In the process, they have
developed several new products to enable more income-constrained and cash-strapped borrowers
at the margin to qualify for mortgage loans.

Lendersfirst began offering adjustable-rate mortgages in the early 1980s when interest rates
climbed sharply (Table A-5). With initial rates significantly lower than those on standard 30-year
fixed-rate mortgages, adjustable mortgages accounted for nearly two-thirds of all home loans
originated in 1984. Although the one-year adjustables made ownership initially more affordable
to alarger pool of potential buyers, they also passed on the risk of interest-rate increases to
borrowers each time the mortgage reached its annual anniversary. In the early 1980s, though,
borrowers viewed this as an acceptabl e trade-off because interest rates were skyrocketing.

Now that both mortgage interest rates and home price inflation are at much more modest
levels, financial institutions are offering agrowing array of adjustable-rate products to meet the
changing needs of both businesses and households. Today, adjustable mortgages are configured
with awide variety of initial adjustment periods, interest rates, and adjustment indexes (Fig. 6).

6 The Avallability of Mew Mortgage Products Has Increased
Dramatically Since 1993
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Lower downpayment requirements have also helped to reduce the upfront cash burden that
prevents many potential buyers from purchasing a home. For example, the downpayment
reguirements on some loans have been reduced to less than 5 percent. In addition, most of the
new mortgage products allow sellers to contribute to closing costs, and some waive cash reserve
requirements when the loan is closed. Lenders are also selectively raising the maximum
mortgage payment a given income can carry, and allowing borrowers to use timely payment of
rent and utilities to establish a credit record.

At the same time, innovations in information technology have alowed mortgage lenders to
streamline their operations, thereby reducing both the cost and time required to process loans.
The combination of more mortgage products and lower transaction costs helps to keep buyersin
the market even when interest rates rise. Homebuyers can now a pick a mortgage product that
best suits their income and risk tolerance when they buy. They can then readily switch, at
relatively little cost, to a more desirable product as economic or personal circumstances change.

Thisis not to say, however, that housing markets are no longer vulnerable to broad downturns
in the economy. Prospective homebuyers must still feel confident about the future before they
make along-term investment in a new home. And rising interest rates can still force marginal
borrowers out of the homebuying market.

Regional Housing Cycles

The cyclical nature of housing markets is much more obvious at the state and local levels.
Local employment and population growth continue to drive differences in the timing and
severity of housing cycles from one location to the next.

Last year, residential construction activity stood at post-recession peaks in nearly one-third of
the 50 states (Fig. 7). Several of the most populous states were in this group, including Texas,
Arizona, California, Florida, Georgia, and North Carolina.



? The Timing of the Housing Production Cycle Varies
by Location
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In fact, these states together accounted for fully 40 percent of all housing permitsissued in
1997. For North Carolina, it was the best year in over two decades. Housing permitsin Atlanta,
Dallas, Denver, Houston, New Y ork, Phoenix, Portland, San Diego, and San Francisco were at
their highest since the 1991 recession (Table A-2).
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At the same time, housing production in many other states may well have peaked. Of this
group, Kansas, Utah and Wyoming saw a drop in permits of 10 percent or more last year. Most
states reporting declines, however, were off only slightly from 1996, and many were still holding
near 20-year highs.

The states where production has been in decline for several years include Wisconsin, North
Dakota, South Dakota, Maryland, Alabama, Mississippi, Arkansas, and Montana. But among
large metropolitan areas, only Miami, Minneapolis, and St. Louis are significantly below their



post-recession peaks. Indeed, housing production in the other 19 largest metro areasis either
heading up or is off so dightly that it is premature to predict a true slowdown.

Long-Term Growth Potential

In addition to the timing and volatility of their housing cycles, individual states differ in terms
of their long-term potential for attracting population and employment. Over the past 15 years,
Nevada, Arizona, and Georgia have consistently ranked among the top 10 fastest-growing
locations (Fig. 8). Louisiana, lowa, North Dakota, and West Virginia, in contrast, have
consistently ranked among the bottom 10 (Table A-4). Colorado, Idaho, Utah, and New Mexico
are specia cases, in that their growth istightly linked to California's fortunes. While these four
states typically appear anong the top 20 fastest-growing locations, they tend to move up to the
top 10 when the California economy weakens. These are the states where California residents go
in search of jobs and alower cost of living. Now that Californiais showing signs of a sustainable
recovery, growth in these other Western states is slowing; at least for the time being.
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Many Southern and Western states have established themselves as favorable business
environments, making them particularly well-positioned to dominate growth over the next 10
years. California, Texas, Florida, Washington, Arizona, Nevada, Colorado, North Carolina, and
Georgia are poised to lead housing production, not only because of their size but also because of
continued population growth. Whether it is the labor supply that attracts jobs or the jobs that
attract people, these states have done exceptionally well over the past 15 years and will remain
attractive destinations for both households and businesses. Meanwhile, the ongoing shift of
people and jobs to other regions should keep several large states; including New Y ork, New
Jersey, Pennsylvania, and Illinois; within the bottom ranks of state population growth.

Decentralization of Development

Residential construction activity islikely to remain concentrated in the South and West, and
especialy in the lower-density areas of large metropolitan areas. Since 1990, nearly 4.5 million
people have left the most densely settled metropolitan counties to live in less congested suburban
neighborhoods. Indeed, the only reason that high-density center cities have been spared
significant popul ation losses is that immigrants continue to settle first in these locations (Fig. 9).
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Even so, immigrants are also joining the move away from the center city. In fact, 35 percent
of the 2 million foreign-born households that have arrived in the United States since 1990 now
reside in the suburbs of large metropolitan areas. Moreover, the longer immigrants remain in this
country, the more likely they are to live outside the urban core. Nearly half of the households
that immigrated to the United States before 1965 now live in suburban areas.

Minority households are also contributing to the decentralization of development. During the
first five years of the 1990s, the share of minority households living in the suburbs of large
metropolitan areas rose from 27.0 percent to 29.3 percent. By comparison, the share of white
households residing in suburban neighborhoods increased from 38.2 percent to 39.0 percent.



Housing Market Prospects

Housing markets will remain strong as long as the economy stays strong. When job growth
slows and consumer confidence sags, housing markets will begin to cool. Indeed, some markets
are showing the signs that they have already passed the peak for this cycle. When the next broad
economic downturn hits, however, itsimpact should be softened somewhat by the recent
changes in mortgage lending. New mortgage products and lower transaction costs should also
make it easier for growing shares of low- and moderate-income households to buy their first
homes, thereby giving added strength to housing market expansions.

Long-term trends in the regional distribution of housing production are likely to persist well
into the next century. Just as they have for the past 20 years, the South and West will continue to
grow faster than the Northeast and Midwest. And now that they have developed an ample labor
supply and expanded their infrastructure, the South and West will become even more attractive
locations in the years ahead.

Similarly, reversing the nearly century-long trend toward decentralization is unlikely. Job
growth has shifted decisively to the suburbs, and the concentration of poverty in center cities
adds to their fiscal instability and undermines their political clout. Although it is possible that
some of the large and growing population of empty-nest households will decide to move back to
the center cities, most of these aging baby boomers will remain where they are in the suburbs or
perhaps move even further away from the urban core.



The Homeownership Boom

Along with bolstering housing construction, this long economic expansion has lifted the
national homeownership rate to an all-time high. In particular, strong consumer confidence and
relatively affordable mortgage interest rates, along with targeted efforts to increase moderate-
income and minority homeownership, have fueled the homebuying boom.

But not all the newsis good. Low-income families still have difficulty saving enough to make
the downpayment on a home. And although more minority households have bought homes over
the past three years than ever before, their homeownership rates still seriously lag those of
whites.

Growth in Homeowners

Between 1994 and 1997, the number of homeowners climbed by 4.0 million, lifting the
national homeownership rate to a new high of 65.7 percent. This latest surge in homeowner
growth eclipses the previous three-year record of 3.8 million, set back in the early 1970s when
the leading edge of the baby-boom generation reached the ages of 25 to 34, the stage in life when
first-time homebuying is most common.

What most distinguishes this boom from its predecessor isthat it is supported in large
measure by minority homebuyers. Minorities contributed 42 percent of the growth in
homeowners between 1994 and 1997 (Fig. 10), again even from the strong 36 percent posted
between 1985 and 1993. To put thisincrease in context, however, minority households still make
up only 17 percent of all homeowners and 24 percent of households.
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In part, gainsin the minority share of homeowner growth are due ssmply to faster growth in
the number of minority households. The younger average age of Hispanic immigrant households
is a contributing factor, since more of these households are in their peak homebuying years than
whites or blacks (Table A-7). Indeed, demographic influences alone explain over 80 percent of
the increase in Hispanic homeownership between 1995 and 1997.

Demographic factors are less powerful for other racial/ethnic groups. When compared against
actual gains, household growth and changes in the adult age distribution contributed |ess than
half of the growth in white and black owners between 1995 and 1997 (Fig. 11). The hearty
economy has apparently helped white and black households disproportionately more than
Hispanic households. Although data problems prevent any solid conclusions, Asians and other
non-Hispanic households probably benefited more from the economic lift as well.

” Black and White Households Have Particularly Bemefited from
the Stable Economy
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Community Lending Initiatives

The introduction of community lending programsis yet another reason behind the surge in
minority homeownership. So, too, is the growth of the "third sector" of community-based
organizations and national intermediaries, which are teaming up with both public and private
lenders to reach out to low-income and minority homebuyers. These organizations arrange
subsidies and provide counseling to homebuyers both before and after the purchase.

For the three years ending in 1996, mortgage loans to low- and moderate-income homebuyers
were up 30.2 percent (Fig. 12). During the same period, loans for homes located in low- and
moderate-income neighborhoods rose 33 percent, compared with about 22 percent for homesin
middle- and upper-income neighborhoods. Moreover, mortgages for homesin areas with a
relatively large minority presence; where half of lending occurred; were up 28 percent. Lending
for homes in nearly all-white neighborhoods rose only 19 percent.



12 Lending to Minority Borrowers and in Low/Moderate-Income
Areas Has Taken Off
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It is noteworthy that thisincrease in minority and low-income loansis amost entirely a
suburban phenomenon. Between 1995 and 1997, homeownership rates in the center cities edged
up less than half a percentage point, to 49.9 percent. Suburban rates, meanwhile, climbed from
71.2 percent to 72.5 percent. Loan volumes in minority and low-income neighborhoods in the
suburbs also rose more than those in the center cities. This disparity may simply reflect buyers
preferences for the suburbs, but it may in part result from the scarcity of single-family housing in
center cities.

Whether community lending programs have gone far enough is still under debate. Judging
from the past few years, these initiatives are starting to take hold, but the industry still has along
way to go to bring ownership rates among minority and low-income householdsin line with
those of whites. Even though the gap between blacks and whites has narrowed slightly, the
homeownership rate of whites still outstrips that of minorities by more than athird.

Incomes and Affordability

House price appreciation in 1997 outpaced inflation in the nation overall and in 25 of the 35
largest metropolitan areas (Table A-9). Home prices increased faster than general inflation for
thefirst timein the 1990s in San Francisco, and reached all-time highs in Charlotte, Chicago,
Columbus, Detroit, Louisville, Madison, Portland, Raleigh and Seattle.



Even with a 2.0 percent increase in average home prices, however, the cost of homeownership
rose by only 1.5 percent in 1997 thanks to a modest decline in interest rates. Given a 10 percent
downpayment, the after-tax cost of owning a representative home last year stood at just $684 per
month (Fig. 13).
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Although homebuying thus remains relatively affordable, many young, low-income, and
minority households lack the financial resources to take advantage of this opportunity. Several
trends have conspired to reduce the earnings of young adults without college education,
including the technological changes that favor white-collar employment, |osses of unionized
manufacturing jobs, and the wage pressures exerted by globalization.

As aresult, the inflation-adjusted earnings of 25 to 34 year-olds with only a high-school
education are lower today than they were 15 years ago. In fact, in 1989-95 alone, the median
earnings of high-school educated men in this age group fell 14 percent. Although the gap in
earnings between men and women has narrowed somewhat, the median earnings of women
with high-school diplomas are still well below those of men of comparable education and age.

Fully 45 percent of the nation's population between the ages of 25 and 34 have no advanced
education and are therefore more at risk of being unable to afford homeownership. Blacks and
Hispanics, who have lower average levels of educational attainment than whites, are especially
disadvantaged by the erosion in wages among less educated workers. These households can
expect little improvement in relative earnings because the fundamental forces behind this wage
trend; including rapid technological change and increased international trade; are expected to
persist in the years ahead.

Homeowner ship as an Investment

Homeownership remains a good investment under many, but certainly not all, circumstances.
The advantages of owning depend on the rate of house price appreciation relative to other
investments, the length of time a household remains in the home, the share of the purchase price
that is financed, and the relative costs of owning and renting.



Homeowners usually profit if they stay in their homes long enough to offset transaction costs
and realize at least some price appreciation (Fig. 14). For most Americans, housing isan
especially attractive investment when it is leveraged. Most buyers make a downpayment of 20
percent or less on their homes, but reap 100 percent of the benefit of price appreciation. For
example, even amodest 3 percent annual rise in the price of a home bought with 10 percent
down generates a 34 percent return on invested capital if the homeis sold after 3 years. Of
course, smaller downpayments result in larger mortgage payments and often a mortgage
insurance premium, which offset part of the return provided by greater leverage.

-| d Returns on Hemeownership Depend on Leverage, House Price
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Another advantage that owners enjoy is the ability to borrow against their home equity and to
deduct the interest on up to $100,000 over their original mortgage loan, and even more for home
improvements. In addition, capital gains on the sale of a home receive preferential tax treatment
that gains on the sale of stocks and most other investments do not. Owners who choose to sell
their homes prematurely, however, may find themselves faced with a substantial loss; aloss that
is not tax-deductible.

Homeownership is not without risks, and not all owners are in a position to take advantage of
the mortgage interest deduction. L ower-income househol ds often have mortgages that are too
small to justify itemizing rather than taking the standard deduction. In addition, the cost of
owning can exceed the cost of renting a comparable unit because of local differencesin the
supply of and demand for both types of units, the high transaction costs of buying, and
differences in the costs of maintaining owner and rental property. Moreover, price depreciation is
areal possibility, as many homeownersin Californiaand in the Middle Atlantic and New
England states discovered in the late 1980s and early 1990s.



Because ahomeis an investment as well as a place to live, owners have an economic
motivation to improve their communities. Recent Joint Center research suggests that, even after
controlling for demographic and economic differences, homeowners are somewhat more likely
than renters to join civic organizations and to engage in local politics. While thereis ample
evidence that renters are also active in such associations, owners may bring added stability to
neighborhoods because they tend to reside in their homes longer than renters.

Even though stocks recently overtook real estate as the largest component of household
wealth, stock holdings are concentrated in far fewer hands. Only about 40 percent of households
owned stocks in 1995 (not counting ownership through defined benefit plans), compared with
nearly 66 percent who owned homes. Furthermore, the top 10 percent of stock owners held
almost three-quarters of all household wealth held in stocks, while the top 10 percent of
homeowners held just under half of all home equity. As aresult, home equity is still the primary
source of wealth for the majority of American households.

Prospects for Homeowner ship

Some of the economic conditions that have stimulated record growth in homeownership over
the past three years are unlikely to persist indefinitely. Even so, demographic trends alone should
ensure further increases in the national homeownership rate. Assuming that ownership by age
and family type simply remains at 1997 rates, aging of the baby boomers will push the national
homeownership rate to 67.0 percent by 2000 and to almost 68.0 percent by 2010 (Fig. 15).
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Under the more aggressive assumption that ownership continues to grow at the pace set in
1991-96, the national homeownership rate would hit 70.4 percent by 2010. But the recent rate of
increase may be unsustainable. Assuming instead that growth matches the changesin age-
specific rates since 1982, the homeownership rate would hit a more likely 69.2 percent in 2010.
With additional efforts to target mortgage lending to low-income and minority households,
though, this middle-of-the-road estimate could understate national homeownership in 2010.



Demographic Forces

The important demographic trends that will shape housing demand over the next decade are
the increasing diversity of the population, the aging of the baby boomers, the higher propensity
of peopleto live alone, and the growth in the elderly population. In combination, these trends
should sustain household growth at about the same 1.1 to 1.2 million annual rate averaged so far
in the 1990s.

Distribution of Population

With declining rates of natural increase (births less deaths), total U.S. population growth is set
to slow from about 1.00 percent per year in the 1990s to 0.80 percent per year in the next decade.
The continued influx of about a million immigrants each year and the aging of the echo baby-
boom generation into their 20s, however, should boost growth of the adult population from 0.96
percent to about 1.00 percent after the year 2000.

Where foreign immigrants and domestic migrants choose to settle, usually more than natural
rates of increase, determines the pace and composition of local population growth. Most of these
mobile households are young adults, although the elderly also make up an important share. In
keeping with long-term geographic shifts, young adult households and the elderly will migrate
on net to the South and West from the Northeast and Midwest.

The South is the only region to have gained popul ation from domestic migration in recent
years. Many Western states; including Washington, Oregon, Arizona, Colorado, Nevada, Utah,
New Mexico, Montana, and |daho; have also attracted population from other parts of the
country. Because of the recession in California, however, the West as a whole has experienced
net losses of domestic migrants (Fig. 16).
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Over the next decade, California and other states in the South and West may continue to lose
population through domestic migration because they lack the location advantages and the appeal



of other statesin their regions. California should, however, still register growth because of the
continued strength of immigration. Meanwhile, afew states in the Northeast and Midwest; such
as Delaware, New Hampshire, Indiana, Missouri, and Minnesota; are likely to remain attractive
locations for business expansion and therefore continue to draw young adults.

States that traditionally attract retirees; Arizona, Utah, Nevada, New Mexico, Colorado,
Washington, Oregon, Georgia, North Carolina, and South Carolina; should see especially fast
growth in their over-65 populations. Texas, Tennessee, and Idaho will also show strong gainsin
older residents. Although the elderly population in Floridawill increase in absolute terms, the
state has such alarge share already that growth of its seniors population will just slightly exceed
the national average rate of 13.5 percent.

The location choices of immigrants are much more concentrated than the destinations of
domestic migrants. Of the 5.4 million people who have arrived in the United States since 1992,
two-thirds now reside in just six states; California, New Y ork, New Jersey, Florida, Texas, and
Illinois. Furthermore, even though only about 9.7 percent of the total population of the United
States in 1997 was born outside the country, the foreign-born share in 9 statesis more than 10
percent. Californiatopsthe list at 25 percent, followed by New Y ork, Hawaii, and Florida.

In 1990, the Los Angeles and New Y ork metropolitan areas alone were home to 41 percent of
immigrants who arrived during the preceding decade. The minority share of the population in
both Los Angeles and Miami, which have already become "majority-minority,” islikely to
increase in the coming decade.

The arrival of new immigrants, along with higher rates of natural increase among Hispanics
and Asians, will boost the minority share of the total U.S. population from 28 percent today to
about 32 percent by 2010. Given that immigrants tend to locate in California, Texas, and
Florida, the minority populations in those states will continue to grow faster than the national
average even though they are starting with alarger base of minority residents. What is more, the
minority share within the 20 to 29 year-old age group is projected to hit at least 40 percent in 11
states (Fig. 17).
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Household Growth

Household growth depends on previous patterns of births, immigration flows, and fairly
stable age-specific headship rates (the rates at which adults form independent househol ds).
Economic factors, of course, determine how many households are added in any particular year.
Individuals delay striking out on their own when they expect (or are in the midst of) a downturn
in the economy; they then make the move when job growth and consumer confidence are
restored.

So far in the 1990s, an average of about 1.1 million new households have formed each year.
Even though the excess of births over deathsislikely to shrink over the next decade, the pace of
household growth should still hold close to recent trends thanks to continued high rates of
immigration and the aging of the population.

Just as they have in the 1990s, new immigrants should make up about one-quarter of the
estimated 1.16 million households added each year between 2000 and 2010. The aging of the
population, and of the baby boomersin particular, will drive changesin the age distribution of
households. Indeed, as the leading edge of the baby boom enters the 55 to 64 age range, the
number of householdsin this group will grow by 7.0 million (Fig. 18). Meanwhile, the trailing
edge of the baby boom will add 3.5 million households to the population of 45 to 54 year-olds.
And with life expectancies rising, the aging of the mini-baby boom generation born after World
War | should increase the number of 65 to 74 year-old household heads by 2 million, and the
number of over-75 household heads by more than 1 million.
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Baby boomers now reaching their 50s have moved, or are about to move, into the "empty
nest" stage of life when their children leave home. As aresult, couples without children under
the age of 18 will be the fastest-growing family type in the years ahead (Fig. 19). Many of these
couples will, however, have adult children living at home. Assuming that the share of households



aged 45 to 64 without children at home remains constant, the number of empty nesters will
increase by about 3.2 million over the next decade.
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The number of people living alone will also be on therise. The average age at first marriage
continues to drift upward, and the share of single-person households among all cohorts born after
1940 is climbing. The number of single-person households age 65 and over will grow by 1.7
million. At the same time, the number under the age of 45 will decline by over a quarter million
as the baby-boom generation moves into its late 40s and early 50s.

Single-parent households are headed for a slowdown. With the number of women in their
mid-20s to mid-30s declining by nearly 2 million between 1995 and 2005, growth of this
household type will decelerate before picking up again after 2005. Married couples with
children under the age of 18 will also decrease in number, both because fewer women will bein
their late 20s and early 30s, and because the last of the baby boomers will be leaving their
childbearing years.

Housing Progress of the Boomers

Ever since the 1970s, the nation's 74 million baby boomers have dominated changesin
housing demand. But thinking about the generation born between 1945 and 1964 as a
homogeneous group is to oversimplify their impact on housing markets. The boomers actually
fall into three distinct cohorts; born in the 1940s, 1950s, and 1960s; that have faced quite
different economic conditions when they reached the typical first-time homebuying ages of 25 to
34. The three cohorts are approximately equal in size, and are bracketed by the much smaller
cohorts born in the 1930s and 1970s.

The oldest baby boomers, born in the 1940s, moved into the 25 to 34 year-old age group
during the 1970s. At that time, homeownership was even more affordable than it is today and the



incentives to buy were greater. The share of this cohort that bought homesin early adulthood is
therefore larger than that of the other baby boomers.

Now that the members of the oldest cohort are entering their 50s, their homeownership rates
are not only the highest of the three boomer cohorts, but also comparable to those of the
generation born in the 1930s (Fig. 20). Thisis remarkable given that a much larger share of the
baby boomers are divorced, separated, or never married. Thanks to the hefty house price
inflation and stock gainsin the 1980s, the older boomers are living in more expensive homes,
and enjoying greater wealth, than the preceding generation.
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Homebuying conditions were not nearly as favorable when the middle boomers (born in the
1950s) were in their mid-20s to mid-30s. In fact, the cost of homeownership in the 1980s soared
to post-war highs. Now in their late 30s to mid-40s, the middle boomers still haven't caught up to
the ownership rates or average house values that the oldest boomers had achieved at a
comparable point in their lives. In addition, their incomes lag those of the oldest boomers
primarily because of the diminished earning power of less educated workers. In combination,
lower relative earnings and delays in achieving homeownership have aso limited the ability of
middle boomers to accumul ate wealth.

Fortunately for the youngest boomers (born in the 1960s), who are passing through the peak
first-time homebuying years, ownership is once again affordable. Indeed, this cohort is doing at
least as well as the middle boomers when they were a similar age. While they have achieved
about the same ownership rates, the youngest boomers live in larger homes with higher average
house values. The incomes of the youngest boomers, however, are dightly lower than those of
the middle boomers when they were age 25 to 34.

Whether the middle and youngest boomers eventually match the homeownership rates of the
oldest boomers remains to be seen. It is clear from the current homebuying boom that the strong
economy and innovative mortgage lending programs have made ownership more broadly
accessible. But given that workers with only a high school education are falling further and



further behind in earnings, these improvements may not be enough to close the afford-ability gap
for the two younger baby-boom cohorts.

Housing for Seniors

With the over-85 population growing from 4.3 million to 5.7 million during the first decade of
the 21st century, housing suited to the health-related needs of the frail elderly will be
increasingly in demand. By the time people reach their late 60s and 70s, about one in ten of those
living in the community (outside of nursing homes and group quarters) requires assistancein
performing the activities of daily life. Asthey advance into their 80s and 90s, disabilities become
much more common and the share needing help increases to one in three.

Until recently, seniors housing choices were limited to nursing homes or small board and care
facilities. Growing demand for different levels of care, however, has spawned a broader range of
options. These new assisted living facilities combine severa levels of care in aresidential, rather
than an ingtitutional, setting. For those who can afford it, this housing provides a range of
services that may include transportation to shopping and appointments, meals provided in a
common area, structured social activities, limited help with daily activities, and intensive
personal care. In some seniors housing developments, moving to a small nursing facility within
the same community is also an option.

Even with these new choices, though, only a small proportion of households age 70 and over
livesin housing for frail seniors. According to arecent national survey, that shareisjust 3
percent (Fig. 21). Another 6 percent live in age-restricted housing that does not offer care, found
typicaly in active retirement communities. The overwhelming majority of older Americans thus
continue to live in regular housing that has no age restrictions. Indeed, nearly al seniors
surveyed say they prefer to spend the rest of their lives in the homes they have been in for many
years.
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Despite improvements in the social services network for the elderly, many seniors with
disabilities living in the community do not get the home care services they need. The American
Housing Survey reports that, of an estimated 636,000 people over age 65 who live alone and
need help with adisability, fully one-third receive no home care.

For less affluent elders, Medicare, Medicaid, and Socia Security have alarge hand in their
housing choices. Most seniors depend on Medicaid for their long-term care. Medicaid now
covers nursing home care but only a portion of assisted living expenses, and only in states that
apply for an exception to federal regulations.

As aresult, many seniors cannot afford to live in assisted communities. Of those who can,
many must rely on Supplemental Social Security to cover part of the costs. Recent changesin
eligibility requirements and in the calculation of cost-of-living adjustments, however, may make
it more difficult for those who depend on thisincome to choose assisted living arrangements.

Now that reverse mortgages are available, more senior owners can tap into their home equity
for the additional income they need to pay for home care services. Because of their relatively low
homeownership rates, though, fewer elderly minority households are in a position to take
advantage of this resource.

Over the next decade, high costs will continue to drive the demand for new approaches to
combine housing and health care for seniors. Although managed care providersrightly see
opportunities to cut costs and achieve economies of scale by working with seniors housing
developments, implementation of such experimentsis just getting under way.

Implications for Housing Markets

Thanks to the continued influx of immigrants and the aging of the domestic population,
household growth over the next decade should remain at or near its current pace even though
population growth is slowing. Past and future immigration will lead to increasing racial and
ethnic diversity, especially among the young adult population. As aresult, minorities will
account for a growing share of first-time homebuyers in many markets.

While immigrants tend to settle in only a handful of coastal states, domestic migrants are
attracted to a variety of locations throughout the South and West, and even some in the Northeast
and Midwest. On balance, though, the net outflow of young migrants will leave several heartland
states with relatively large elderly populations, while the net inmigration to many Southern and
Western states will fuel growth of the young adult populations. Seniors will continue to migrate
to those select states that have established themsel ves as retirement destinations.

Passage of the huge baby-boom generation through middie age will play avital rolein
housing demand over the next decade. Many of these households are entering the empty-nest
phase of life as their children leave home to form households of their own.



In addition, agrowing share of baby boomersis choosing to live aone. For the cohort now in
its 30s and early 40s, the open question is whether it will be possible to match the housing
progress achieved by the oldest cohort of boomers.

With the number of households over age 75 continuing to grow well into the next decade,
demand for housing for frail seniorsisalso set to rise. Because so many seniors prefer to stay in
their homes, however, managed care providers will have to explore new ways to reduce the costs
of delivering home care.



L ow-1 ncome Housing Needs

Despite the vigor of the national economy, the absolute number of extremely and very low-
income renter households in need of decent, safe, and affordable housing has yet to retreat. As of
1995, 5.5 million renter households and 3.8 million owner households were spending more than
half their incomes on housing and/or living in severely inadequate units (Fig. 22). Most of these
households have extremely low incomes.
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The prospects for meeting the urgent demand for low-cost housing are discouraging. Building
additional housing that extremely low-income households can afford requires deep subsidies. As
for adding units from the existing inventory, the process of older units filtering down to lower
rents has failed to offset losses from the affordable stock. To make matters worse, the number of
extremely low-income renters without housing assistance has increased 10 percent since 1985.

Extremely Low-Income Households

Extremely low-income households account for one in ten owners, but about one in four
renters (Fig. 23). Disproportionately large shares of these households are single elderly, single-
parent families, and minorities. These are precisely the groups that are most vulnerable to recent
changesin public assistance programs. Single-parent households, for their part, are subject to
losses in benefits under welfare reform. Asfor the elderly and disabled, the recent recalculation
of cost-of-living adjustments to Social Security will constrain growth in their incomes. While the
new method for calculating adjustmentsis intended to correct an upward bias in the measure,
benefit payments will nevertheless rise more slowly than they have in the past.
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While often viewed as a particular challenge for the nation's center cities, meeting the housing
needs of extremely low-income households is a significant concern for suburban and non-metro
jurisdictions as well. Nearly athird of extremely low-income renters and half of extremely low-
income homeowners live in the suburbs (Table A-12). Another 16 percent of renters and 25
percent of owners reside in non-metropolitan areas.
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Worst Case Needs

The U.S. Department of Housing and Urban Devel-opment defines "worst case needs’ as
unsubsidized renter households with incomes of 50 percent or less of local median, paying more
than half their incomes for rent and/or living in severely inadequate housing. Severely inadequate



units have major structural problems such as incomplete plumbing, incomplete or unsafe
electrical systems, or inadequate heating.

Worst case needs are heavily concentrated among extremely low-income renter households.
Fully 7 in 10 unassisted renters with incomes of 30 percent or less of local median have worst
case needs, compared with less than 3 in 10 unsubsidized renters with incomes in the 31 to 50
percent range.

Excessive rent burdens remain by far the most pressing housing problem for unsubsidized
renters with extremely low incomes. In 1995, the vast mgjority of households with worst case
needs paid more than half their incomes for rent, while only about 6 percent lived in structurally
inadequate units.

Except for brief dips along the way, the number of households with worst case housing needs
has climbed steadily since 1974. Even with the strength of the economy in 1994 and 1995, worst
case needs made no real retreat from their 1993 peak. Meanwhile, the federal housing budget is
under severe pressure.

Even more troubling, 18 percent of extremely |low-income households with severe rent
burdens had incomes of at least $9,012; the same as a full-time worker earning the minimum
wage. Almost athird of al extremely low-income households paying 30 to 50 percent of their
incomes for rent earned at least that much. Indeed, many minimum-wage earners cannot even
afford the rents landlords are entitled to charge on two-bedroom units receiving federal housing
assistance. In many areas, only households earning at |east double the minimum wage can afford
these "fair market" rents.

Housing Assistance Programs

Housing policy isin atime of transition. Although the federal government continues to
provide most housing subsidies, state and local governments, along with nonprofit agencies, are
playing alarger role in determining how federal funds get used. Because it is so costly to make
even modest units affordable to extremely low-income households, policymakers at all levels
areincreasingly reluctant to target rental assistance to those who need it the most.

At the same time, there is a growing awareness that past federa programs have done little to
address the geographic concentration of poverty or to encourage homeownership as a wealth-
building strategy. Several initiatives are attempting to counter these shortcomings. For example,
the federal government has begun to demolish deteriorated public housing in impoverished
neighborhoods and to give displaced tenants "portable” housing vouchers that they may use to
move closer to job opportunities.

In another program, public housing authorities are helping to train tenants to find jobs while
allowing them to save some of their new income rather than pay more rent. In one casein
Charlotte, North Carolina, about athird of public housing participants made it through the
program. Of those that did, 36 percent purchased homes within 10 years, compared with only 9



percent of the control group. HUD has also begun to invest in homeownership zonesin 12 cities
and has launched a national strategy to coordinate business, government, and nonprofit efforts to
expand ownership opportunities.

Although these initiatives are promising new approaches, they have done little to improve the
chronic housing problems among those with the lowest incomes. In fact, the federal commitment
to reducing worst case housing needs has apparently weakened. Congress is no longer targeting
assistance to renters with household incomes below 50 percent of area median. This move was
motivated in part by the need to spread assistance across more families (it costs less to subsidize
alow-income household than a very low-income household), and in part by an interest in
achieving a better mix of incomesin federally subsidized housing projects.

In another cost-containing move, Congress has reduced the rate of growth in rental subsidies
at atime when need has expanded (Fig. 24). Local housing authorities are also being required to
hold returned housing vouchers and certificates for three months before providing them to new
families on waiting lists; lists that are already months to years long in most places. Moreover,
Congress has yet to confront the significant costs of recapitalizing the deteriorating assisted
housing stock developed in the 1960s and 1970s.

E 4 New Commitments for Rental Subsidies Remain at Low Levels
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The Challenges of Welfare Reform

Future housing programs will shape, and be shaped by, welfare reform. About 1.5 million
very low-income renters that receive housing assistance aso receive income support. Of these
households, about two-thirds are families with children getting Temporary Assistance to Needy
Families.

Although welfare recipients that find full-time jobs are likely to earn more in wages than they
lose in benefits, those that don't make the transition to work may well see their incomesfall. At
particular risk from welfare reform are the roughly 1.6 million extremely low-income households
now receiving income support and eligible for, but not receiving, HUD assistance (Table A-13).
Even with income support, many of these households have had a hard time affording decent
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housing: about 12 percent pay 31 to 50 percent of their incomes for rent, while another 73
percent pay over 50 percent (Fig. 25).




25 Most Extremely Low-Income Renters Receiving Assistance
Still Pay Large Shares of Their Incomes for Rent
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Welfare reform also threatens the well-being of recipients who live in HUD-assisted housing
proj-ects. About half of these buildings are located in neighborhoods with widespread poverty.
Poor areas are often far removed from locations where job opportunities are growing, and may
have public transportation that is inefficient in delivering city residents to outlying areas. Welfare
recipients now living in public housing or in federally assisted, privately owned housing may
thus face an unpalatabl e trade-off between much-needed housing assistance and a job that costs
time and money to reach.

State governments may try to achieve welfare-to-work goals by providing housing assistance
to those in transition, but will be hard-pressed to do so without additional funding. With alimit
of 50,000 new vouchers and certificates (plus some returns of existingones), only asmall portion
of the 5.3 million families with worst case needs will receive housing assistance in the coming
year. Lacking new housing subsidies, state governments that haven't already done so may
therefore start to reduce the welfare benefits of housing assistance recipients.

How welfare reform affects the cost of providing housing assistance remains uncertain. Those
recipients who earn more in wages than they received in income support will contribute more
toward their rents and therefore cost their local housing authorities lessin subsidies. For those
who fail to find more remunerative work, however, the cost of making up the difference between
30 percent of their incomes and their rents will increase.

Affordable Rental Housing Supply

Demand for affordable housing among extremely low-income renters far outstrips supply. In
1995, unsubsidized renter households in thisincome category numbered about 5.7 million. The
median local rents these households could afford, at the 30-percent-of-income level, were $264
for one-bedroom apartments, $314 for two-bedroom apartments, and $372 for three-bedroom
apartments, including utilities. The number of units renting at these levels (both vacant and
occupied) was just 1.7 million.



To make matters worse, families with higher incomes lived in many of the 1.4 million
occupied low-cost units. About 24 percent of these units were rented by households with
incomes between 30 and 50 percent of area median, and 38 percent by households with incomes
above 50 percent of area median.

Without very deep subsidies, it isimpossible to cover the cost of producing housing at such
low rents. Even units built under the low-income housing tax credit program, for example, have
rents that are as much as double what extremely low-income households can pay. According to a
recent Government Accounting Office study, about four out of ten residents of tax-credit-assisted
units receive additiona subsidies to make up the difference between 30 percent of their incomes
and the rents. While many low-income households can afford the rents in tax-credit projects,
most extremely low-income renters cannot without further subsidy.

In the existing home market, the only way the affordable housing supply can expand isif the
number of units filtering down the rent scal e exceeds the number filtering up. Between 1985 and
1995, the number of units added to the affordable supply in thisway was only 261,000 (Fig. 26).
Another 67,000 were added through new construction (half of which were mobile homes), plus
62,000 from other sources such as conversion of owner-occupied units to rental housing. At the
same time, though, the number of affordable units lost from the stock due to abandonment and
demolition exceeded additions from all sources.

26 The Affordable Housing Stock
Continues to Shrink
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Low-Income Housing Prospects

The mismatch between the demand for and supply of housing affordable to extremely low-
income renters may worsen. For the past 10 years, the only force that has kept thisimbalance in
check has been net filtering of higher-cost units to the lower-cost supply. Net downward filtering
is stronger during periods of market-wide rent deflation. Although overproduction in the early
1980s did in fact lead to rent deflation, changes in the tax code have since eliminated the



incentives to overbuild. Asaresult, another surge of downward filtering is unlikely. In fact, real
rentsrose 1.0 percent in 1997.

But even if the market were to produce the same rate of net filtering asin 1985-95, the
disparity between the supply of and demand for unsubsidized rental units would still be
enormous. With the median age of the extremely low-income rental stock (excluding mobile
homes and subsidized units) rising from 52.4 yearsin 1985 to 62 yearsin 1995, the supply of
affordable housing may contract even further over the coming decade.



Construction Outlook

Barring any unforeseen economic setbacks, household growth in the next decade should rival
the pace set in the 1990s as the children of the baby boomers enter housing markets in growing
numbers. Furthermore, the progressive aging of the housing stock will mean additional 1osses of
units and therefore greater replacement demand. With these forces in place, the number of new
housing units added to the stock over the next decade is unlikely to fall below 1 990s levels and
may well exceed them dlightly.

Housing Requirements

By definition, the number of new housing units built or manufactured and placed on site each
year is equal to growth in the number of households, changes in the number of vacant units, and
net losses from the existing stock. In the short term, the business cycle largely dictates the
direction and size of these inventory changes. During economic downturns, fewer households
form, new construction slows so that fewer units come on the market vacant, and fewer units are
demolished to make way for new construction. During economic expansions, the reverse
generally holdstrue.

Over the longer term, however, the level, composition, and location of new construction are
shaped by underlying trends in the age distribution of the adult population, the average age and
composition of the housing stock, regional shifts in population growth, and the overall balance
between supply and demand at the beginning and end of the period.

Given the projected age and size of the adult population, household growth should average
closeto 1.1to 1.2 million annually over the next decade; about the same as in the 1990s (Fig.
27). Since the number of households is the primary determinant of housing demand, the
expected stability of household growth should translate into residential construction rates that are
roughly comparable to today's rates.
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In contrast, vacancy rates and inventory losses (the other two components of inventory
change) are likely to increase over the next decade because of the aging of the housing stock and
regional shiftsin the population. Older units are more prone to loss from the stock through
physical deterioration and functional obsolescence. Unitsin areas undergoing population
declines are less in demand and more likely to become vacant or abandoned.

Over the past decade, lower levels of housing construction and a greater emphasis on
conservation have pushed the average age of the stock from 23 yearsin 1985 to 28 years. The
average age of the residential inventory will likely drift even higher over the next ten years,
implying an increase in loss rates. And if migration to the South and West continues to gain
momentum, net losses each year may very well exceed the 250,000 units averaged in the 1990s.

Vacancies may also rise, not only as aresult of population declines in some areas but also
because the demand for second homes (counted as vacant units) may grow as the baby boomers
move into their 50s and 60s. In addition, if the multifamily share of production expands as
expected, the overall vacancy rate will rise because rates for rental housing are nearly four
times those of owner housing.

Composition of Construction

Although it is difficult to predict how housing demand will sort itself out by structure type,
the age and regional distribution of the population would seem to favor gainsin the multifamily
and manufactured housing shares. Over the next decade, the 80 million members of the echo
baby boom born since 1977 will move into their 20s; the stage in life when apartment living is
most popular. Indeed, about 63 percent of household heads between the ages of 15 and 24 reside



in apartments. The share drops to 37 percent among those aged 25 to 34, and then to just 20
percent for those who have reached their 40s.

Multifamily construction should also get a boost from the realignment of supply and demand
that has occurred in the 1990s. Although vacancies of year-round multifamily units remain high,
the rise in inflation-adjusted rentsin 1997 suggests that the market is back at, or near,
equilibrium. With the worst of the 1980s overbuilding worked off, multifamily construction is
set to increase.

Manufactured housing is also likely to increase its share of production. With the ongoing shift
in population to the South where this type of housing is widespread (Fig. 28), the manufactured
housing share has already risen from 14.5 percent in the 1980s to 16.0 percent in the 1990s.
Manufactured housing accounted for less than one-fifth of housing production countrywide in
1996, but athird or more in seven Southern states. While the torrid pace of household growth
may slow in some key states such as North Carolina and Georgia, continued population gainsin
the region should support further increases in manufacturing housing production.

28 Manufactured Housing Has Made Spectacular Gains In the South
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It isworth noting that the gains in manufactured housing made so far in the 1990s are in the
face of unfavorable changesin the age distribution. This drag on demand is about to end as the
echo baby boomers reach their 20s during the next decade.

With demand for multifamily and manufactured housing strengthening, the single-family
share of new construction is likely to retreat slightly in the years ahead. If overall construction
risesin line with the expected increases in losses and vacancies, however, the absolute number of
single-family homes built each year may well remain about the same as in the current decade.

In fact, the value of single-family construction may even set new records. The baby boomers,
although at an age when they move less frequently than younger households, are keeping the
pressure on to produce larger single-family homes with more amenities. Assuming that the age-
specific rates at which people move to higher-end homes remain at their 1995 levels, the trade-up
share of new single-family demand should rise from 61.2 percent in 1995 to 65.3 percent by
2010.



Improvements and Repairs

In 1997, Americans spent about $120 billion on improvements and repairs to their homes;
almost as much as they spent on newly constructed houses. About two-thirds of this sum went to
major improvements, with the remainder covering more routine maintenance needs. Home
improvement projects consist primarily of additions and structural alterations, but they also
include upgrades to roofs, siding, plumbing, and electrical systems. Along with maintaining the
home's structural integrity, improvements provide a mechanism for meeting a household's
evolving needs, particularly in neighborhoods with limited opportunity for new construction.

Structural characteristics; the age, location, size, and value of the home; largely determine
which repair and replacement activities owners undertake. For example, because many major
systems need replacement every 25 to 30 years, owners of older homes spend more on
remodeling and repairs than owners of newer homes (Fig. 29). Between 1985 and 1995 when
new construction levels were relatively low, the median age of all homesincreased by five years,
and the median age of rental unitsincreased by seven years. As aresult, the share of units
requiring system upgradesison therise.

29 Older Homes Regquire More Remodeling and Repairs
Than Newer Homes
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While the age of a home strongly influences repair and replacement spending, changesin
incomes and family size are important determinants of more discretionary types of projects, such
as adding rooms and updating kitchens. Because these remodeling efforts are associated with
different stagesin the life cycle, a homeowner's age is also amajor factor in spending levels.

When owners are young and their incomes and families are growing, they start to spend more;
and more of them undertake improvements and replacements (Fig. 30). Asthey reach middle age
and their incomes peak, more owners hire contractors instead of doing the work themselves and
the average amount they spend on remodeling also peaks. Fewer householdsin later middle age
undertake improvements because their family-related space needs have stabilized or are on the



decline as their children begin to leave home. By the time homeowners reach their late 60s, few
undertake discretionary improvements. Their average remodeling expenditures also fall because
most of the work done on their homesis less costly repair and maintenance.

With much of the U.S. population moving into their 40s, 50s, and 60s, the absolute number of
home improvement projectsis not expected to show much of an increase over the next decade.
Nevertheless, expenditures for renovations and repairs are projected to rise as the average project
becomes larger and more expensive. Indeed, the nature of the projectsis likely to shift from
adding more usable space to improving the overall character and quality of the home.

Prospects for Production

Housing production over the next decade should at |east equal; and may well exceed; today's
construction levels. Demand for replacement units should grow as the population continues to
shift to the South and West, and the housing stock grows both larger and older.

As the baby boomers trade up to better single-family homes, the value of new construction
may reach new heights. The children of the boomers, meanwhile, will lift demand for
multifamily and manufactured housing. Expendituresin the home repair and renovation industry
should increase by about 2 percent per year, in line with the overall economy.



