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Housing Markets

Signs of a housing market rebound
have begun to accumulate. Rental
demand was up and vacancies
down in 2011, leading to a jump
in multifamily construction. With
the economy steadily adding
more jobs, home sales picking
up, and new home inventories
at record lows, the single-family
market may also be reviving.
Still, the persistent weakness in
existing home prices, the large
backlog of foreclosures, and the
tight lending environment are
restraining the recovery.

MARKETS AT A TURNING POINT

While multifamily starts surged 54 percent and home improvement spending eked out a 0.6 percentage-point gain, singlefamily starts dropped some 8.6 percent last year (Figure 8).
Because of the lag between starts and finished construction,
completions of both single- and multifamily homes were also
off more than 10 percent, falling to record lows. Even manufactured home placements plumbed new depths in 2011, at
just 47,000 units. The sharp and sustained retreat made 2011
the worst year for completions in records dating back to 1968.
But the beleaguered single-family market now appears to be
turning around, with starts picking up significantly in the second half of 2011 and standing 16.6 percent above weak yearearlier levels in the first quarter of 2012. Permitting, a leading
indicator of starts, was also up 16.9 percent early this year. With
homebuilders reporting strong growth in orders and new home
sales, residential construction activity appears to be emerging
from the deepest, most prolonged downturn in recent history.
Indeed, despite the spectacular boom early in the decade,
2002–11 was the worst 10-year period for overall housing
production since recordkeeping began in 1974. Moreover, this
cycle marks the only time in the post-WWII era that starts
dipped below 1.0 million units a year and then rebounded
so weakly (Figure 9). Making matters worse, the fall-off in
demand was even more dramatic than the plunge in housing
production, leaving national vacancy rates at elevated levels.
The downturn in remodeling has also been sharp and prolonged, although not nearly as severe as in homebuilding.
After a peak-to-trough drop of 28.4 percent (compared with
more than 75 percent in new construction spending), home
improvement spending increased to 49 percent of residential construction expenditures in 2011. This is the largest
share in records dating back to 1993 and well above the 25
percent averaged in 1993–2008. Although real expenditures
on improvements were down 1.6 percent in the first quarter
of 2012 from year-earlier levels, the Joint Center’s Leading
Indicator of Remodeling Activity points to a resumption of
spending growth in the second half of 2012. Investment in
lender-owned properties should also help to prop up remod-
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FIGURE 8

Another Down Year for Housing, But Signs of a Turnaround Are Appearing
Percent Change
2010

2011

2011:1

2012:1

2010–2011

2011:1–2012:1

Single-Family Home Sales

New (Thousands)

323

306

294

343

-5.3

16.7

Existing (Millions)

3.7

3.8

3.8

4.0

2.1

6.3

587

609

583

712

3.7

22.1

Single-Family (Thousands)

471

431

418

487

-8.6

16.6

Multifamily (Thousands)

116

178

165

2

54.6.1

Completions (Thousands)

652

585

578

569

-10.3

-1.6

New (Dollars)

228,800

227,200

230,200

228,100

-0.7

-0.9

Existing (Dollars)

178,600

166,200

161,000

156,500

-6.9

-2.8

Residential Fixed Investment (Billions of dollars)

348.8

337.5

335.5

356.0

-3.2

6.1

Homeowner Improvements (Billions of dollars)

115.1

115.8

113.9

112.1

0.6

-1.6

Residential Construction

Total Starts (Thousands)

Median Single-Family Sales Price

Construction Spending

Note: All dollar values are in 2011 dollars, adjusted for inﬂation by the CPI-U for All Items.
Sources: US Census Bureau, New Residential Construction; National Association of Realtors®, Existing Home Sales; Federal Reserve Board, Flow of Funds.

FIGURE 9

The Housing Downturn Has Been Deeper, and the
Recovery Weaker, than in Any Cycle Since the 1970s

eling expenditures in the coming year as banks and other
institutions prepare foreclosed units for the market. For
example, last year Fannie Mae alone spent $557 million on
repairs to about 89,800 of its foreclosed properties.

Housing Starts (Millions)
IMPROVING HOME SALES
1970s

1980s

1990s

After hitting a record low of just 306,000 in 2011, sales of new
homes in the first quarter of 2012 stood 16.7 percent above
year-earlier levels. While the increase occurred from record
lows, new home sales appear to be staging a recovery that,
for the first time in this cycle, does not depend on the temporary stimulus of federal homebuyer tax credits. In addition,
homes are selling more quickly. The typical new home for
sale in March 2012 was on the market for just 8.0 months,
compared with 8.7 months in March 2011 and 14.4 months
in March 2010.
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Existing home sales show a similar trend. The National
Association of Realtors® (NAR) reports that sales of singlefamily homes and condominiums increased just 1.7 percent,
to 4.3 million, in 2011 as a whole but accelerated in the second
half of the year. By the first quarter of 2012, existing home
sales were 5.2 percent above year-earlier levels.

T H E STAT E OF T HE NAT ION’S HOUSING 2 01 2

Underscoring the impact of tight credit conditions on homebuyers
as well as increased investor interest in distressed properties, cash
purchases made up 30 percent of existing home sales last year.
The share of sales to first-time homebuyers fell to 33 percent in

FIGURE 10

While Inventories of Homes on the Market
Have Dropped Sharply…

...The Large Share of Units Held Off Market Is
Keeping Vacancy Rates High
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Sources: US Census Bureau, New Residential Sales; National Association of Realtors®, Existing Home Sales
via Moody’s Economy.com.
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2011, down from 39 percent in 2010 when federal tax credits were
still available. Even so, the number of first-time buyer sales managed to slowly but steadily rise from mid-2010 lows.

sale is helping to put a bottom under prices, while the decline
in vacant units for rent has begun to spark rent increases in
many markets.

HIGH “OFF-MARKET” INVENTORIES

LAGGING HOME PRICES

Inventories of new single-family homes for sale fell 20 percent
in 2011, sinking to just 143,000 units in March 2012—the lowest level in nearly five decades of recordkeeping. Even with the
feeble pace of new home sales, this level of inventory equates to
less than a 6.0 months’ supply for the first time in more than five
years. The inventory of existing homes for sale also shrank by
some 23 percent in 2011, reducing the supply in the first quarter
of 2012 to 6.2 months—also the lowest level since 2006. The 6.0month supply mark is important because it is considered a rough
indicator of market balance, where neither buyers nor sellers
have the upper hand in price negotiations.

After another bad year for home prices, the first glimmers of
a turnaround began to appear by the first quarter of 2012. The
median new single-family home sold for $227,200 in 2011, down
0.7 percent in real terms from 2010 to a new cyclical low. Based
on the Census Bureau’s constant-quality adjusted new home price
index, however, real prices fell 3.8 percent—suggesting that similar
homes sold for significantly less in 2011 than in 2010. By this measure, real price declines accelerated as the year progressed, ending
the fourth quarter 5.5 percent lower than a year earlier.

Despite this depletion of the for-sale stock, the inventory of
vacant units held off market continued to grow last year (Figure
10). This excess supply is of concern because of its potential
drag on the housing recovery. According to the latest Housing
Vacancy Survey, the number of vacant units held off the market
rose in 2010–11, partially offsetting declines in the numbers of
“on-market” vacant homes for rent and for sale. Units held off
market now account for 5.5 percent of the housing stock—nearly a full percentage point more than in 2000–2. This increase
implies that, relative to that period, there are more than 1.2
million excess off-market vacant units. When these units come
on the market, they could exert even more downward pressure
on home prices. For now, though, the decline in vacant units for

Existing home prices also showed renewed weakness for much
of 2011 after stabilizing in 2010. Nationwide, both the S&P/
Case-Shiller Home Price Index and NAR’s median price dropped
at least 4.0 percent in nominal terms to new cyclical lows in
2011. The Freddie Mac House Price Index indicates that the
declines were widespread, reaching 328 (90 percent) of the 364
metropolitan areas covered. Indeed, home prices in fully 307 (84
percent) of these metros were also at new lows last year. As a
result, home values in most metropolitan areas have retreated
to pre-boom levels, erasing more than 15 years of appreciation
in some cases (Figure 11).
Price declines at the low end of the market were especially
severe. Among the 16 metros covered by the S&P/Case-Shiller
index, prices for bottom-tier homes plummeted an average of
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