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THE ROCKY ROAD TO RECOVERY
As in past downturns, renewed job growth and stronger con-
sumer confidence are needed to spark the housing recovery. 
Through 2010, however, conditions in few states showed 
signs of improvement (Figure 1). Unemployment rates are still 
hovering near 9 percent and confidence remains relatively 
low. In addition, the persistent decline in home prices, the 
ongoing foreclosure crisis, the large shares of underwater 
homeowners, and tight lending standards are all holding back 
homebuyer demand. 

Conditions in the rental and owner markets have begun to 
diverge. Even with the net shift of 1.4 million single-family 
homes to rentals in 2007–9 (nearly double the number in 
2005–7), rental vacancy rates have fallen and given a lift to rents 
and property values. But on the homeowner side, vacancy rates 
have edged down little from the 2008 peak despite draconian 
cuts in new construction, and the number of vacant homes 
held off the market continues to climb. Moreover, new home 
sales set another record low in February 2011 as prices fell both 
nationally and in most states. 

With an unusually large number of households leaving home-
ownership and an unusually small number of renter house-
holds buying homes, the national homeownership rate dipped 
below 67 percent in 2010, down from 69 percent in 2004. Given 
that the foreclosure wave is still cresting and would-be buyers 
are waiting for prices to firm, homeownership could continue 
to decline in 2011. The farther the homeownership rate falls, 
the longer it will take to work through the excess inventory of 
homes for-sale and held off market (Figure 2). 

At this point, a more normal rate of household growth is needed 
to hasten the absorption of excess supply. But even though the 
echo boomers (born 1986 and later)—the largest generation ever 
to reach their 20s—are entering their peak household formation 
years, household growth flagged during the late 2000s as more 
young adults delayed setting out on their own and growth in 
foreign-born households came to a halt. While estimates vary 
widely, the Current Population Survey indicates that household 
growth averaged about 500,000 per year in 2007–10. This is not 
only less than half the 1.2 million annual pace averaged in 

With employment growth 

strengthening, consumer 

spending up, and rental 

markets tightening, some of the 

ingredients for a housing recovery 

were taking shape in early 2011. 

Yet in the first quarter of the year, 

new home sales plumbed record 

lows, existing sales remained in 

a slump, and home prices slid. 

Tight underwriting requirements, 

on top of uncertainty about 

the direction of home prices, 

continue to dampen homebuying 

activity. The weakness of 

demand is slowing the absorption 

of vacant properties for sale, 

hindering the recovery.
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2000–7, but also lower than that averaged in the 1990s when the 
smaller baby-bust generation entered the housing market.  

UNCERTAINTY IN THE HOMEOWNER MARKET 
It is unclear how strongly attitudes toward homeownership 
have become more negative. According to a Fannie Mae sur-
vey, the share of renters believing that buying a home is a safe 
investment is sharply lower than in 2003, and even fell over the 
course of 2010. This is not surprising given the plunge in home 
prices over the past five years as well as the dramatic increase 
in owners that have lost all their home equity. Even so, some 
74 percent of renters still agreed, as of the first quarter of 2011, 
that owning a home makes more financial sense than renting, 
as did 87 percent of the overall US population. And when asked 
if now is a good time to buy, the shares of both renters and 
owners responding yes were similar to the shares in 2003. Most 
Americans thus still prefer to own their homes and perceive 
that today’s lower home prices and low mortgage interest rates 
provide a buying opportunity. 

First-time buyers are key to a strong recovery in the homeowner 
market. The potential for first-timers to drive growth is clear 
from the lift in both home sales and prices that came with the 
expiration of the tax credit programs in 2009 and 2010 (Figure 3). 
Many of these would-be homeowners were locked out at the top 
of the market and were then scared away as both home prices 
and employment plummeted. The question now is whether, 
without the incentive provided by the tax credits, first-timers 
have the will to buy. 

While many households aspire to homeownership, underwrit-
ing standards may stand in their way. Low-downpayment loans, 
a common means of entry for many moderate-income home-
buyers, are largely unavailable outside of FHA-insured mort-
gage programs. Even there, though, the Obama Administration 
has tightened requirements and raised costs. Many lenders 
originating low-downpayment loans have also imposed higher 
credit score screens than FHA. If the proposed 20-percent down 
requirement for qualified residential mortgages passes, low-
downpayment lending without a federal guarantee may remain 
sharply curtailed. 

The combination of higher income, downpayment, and credit 
score requirements in today’s broader mortgage market will pre-
vent many borrowers from getting the loans today that they would 
have qualified for in the 1990s before the housing boom and bust. 
While a return to more stringent standards was clearly warranted, 
there is concern that overly rigid guidelines may unnecessarily 
restrict access of low- and moderate-income households to the 
benefits of homeownership. Indeed, regulators have signaled in 
their initial proposals that they are inclined to take a conservative 
approach to defining risky loans. Over the longer term, it is unclear 
how the impending reform of the housing finance system, includ-
ing changes in the role played by Fannie Mae and Freddie Mac, will 
influence the cost and availability of mortgage loans. 

RENTAL REBOUND  
After years of stagnation, growth in the number of renter 
households accelerated in the second half of the 2000s. While 
estimates vary, the Housing Vacancy Survey indicates that 
the number of renters swelled by 3.9 million from 2004 to 
2010. Nevertheless, rental vacancy rates rose and rents stalled 
through 2009 as new additions to the supply and conversions 
of existing homes to rentals exceeded demand. The tide turned 
in 2010 as the rental vacancy rate fell from 10.6 percent in the 
first quarter to 9.4 percent in the last, the lowest quarterly rate 
posted since 2003. Just under one-third of the 64 markets sur-
veyed by MPF Research reported vacancy rates below 5 percent 
at the end of last year, and more than half reported rates under 
6 percent. Only a year earlier, vacancy rates in just one-fifth of 
these markets were below 6 percent.  

With vacancy rates down, the pressure on rents has mounted. 
MPF Research found that nominal rents for professionally man-
aged apartments were up 2.3 percent last year, recovering some 
of the ground lost in 2009. The rental rebound has reached most 
metropolitan markets, with the notable exception of areas with 
an excess supply of for-sale units. Indeed, of the metros cov-
ered, only Las Vegas, Fort Myers, and Tucson reported further 
rent declines in 2010.  

If employment growth, especially among young adults, contin-
ues to pick up and homeownership rates continue to slide, rent-
er household growth should remain strong. This would increase 
pressure on vacancy rates and rents, spurring an increase in 

Notes: Changes in all measures except permits are from 2009:4 to 2010:4. Permits are measured year over year 
from 2009 to 2010. Vacancy rates are for owner units. Stronger job growth is defined as at least a 1% increase.
Source: JCHS tabulations of US Census Bureau, Housing Vacancy Survey and New Residential Construction; 
National Association of Realtors®, Existing Home Sales; Bureau of Labor Statistics, Total Nonfarm Employment; 
and Federal Housing Finance Agency, Purchase-Only House Price Index.
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multifamily construction—assuming that acquisition, construc-
tion, and development financing is available. Since it will take 
some time before any additional supply comes on line, rental 
markets are likely to remain tight at least in the short term. In 
any case, with most new construction that does occur focused 

at the high end of the market, the affordability challenges for 
low-income renters are likely to intensify. 

SHIFTS IN DEMAND  
Questions about changes in homebuying attitudes, access to 
mortgage credit, immigration trends, and household formation 
rates among young adults shroud the short-term outlook for 
housing demand. Certain demographic trends, however, make 
some aspects of the longer-term picture clearer. In particular, 
the aging of the baby boomers (born 1946–65) is projected to 
drive up the number of households over age 65 by some 8.7 
million by 2020—a 35 percent increase from 2010 (Figure 4). 
Immigration has little impact on these projections because 
few people emigrate at these ages. The growing share of older 
households will provide important ballast for the owner mar-
ket, offsetting in part the lower homeownership rates among 
younger households.  

The majority of baby boomers are likely to age in place since 
most people do not relocate in the years leading up to or after 
retirement. Still, fully one in three heads of households aged 
65–74 in 2007 reported having moved in the previous 10 years, 
many to smaller homes. If the older baby boomers match this 
mobility rate, some 3.8 million would downsize their homes 
over the coming decade, lifting the demand for smaller units. 
Their sheer numbers also mean that the baby boomers will have 
a major impact on the housing markets of preferred retirement 
destinations, which so far have been the non-metropolitan 
areas in the South and West. Meanwhile, the number of pre-
boomer households over age 75 will also grow rapidly over the 

Notes: Excess vacancies are measured by comparing current levels with those obtained by applying average 
vacancy rates from past periods of stability. For sale and held off market vacancies use rates from 
1999–2001; for rent vacancies use rates from 2003–7. Held off market units include units intended for 
occasional use, occupied by someone with a usual residence elsewhere (URE), and all other year-round units 
not for rent or for sale but vacant for reasons other than the above. 
Source: JCHS tabulations of US Census Bureau, Housing Vacancy Surveys.
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●  House Price Index, Excluding Distressed Sales [Right axis]      ●  Home Price Index [Right axis]         ●  Home Sales [Left axis]     

Notes: Vertical lines denote expiration dates of homebuyer tax credit programs. Existing home sales are at seasonally adjusted annual rates. 
Sources: National Association of Realtors®; First American CoreLogic.
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next 10 years and spur demand for housing developments that 
offer both independent and assisted living. 

The massive echo-boomer generation will have an important 
but less predictable impact on housing markets. The house-
hold headship rates of young adults were sliding even before 
the Great Recession hit, and the downturn accelerated that 
decline. It is unclear how much, if at all, headship rates among 
echo-boomer adults will recover as they age and the economy 
improves. It is also unclear if net immigration will make up for 
the declines that occurred after the economic crisis. Even so, 
there is reason to believe that the echo-boomer generation will 
be large enough to boost the number of young adult households 
in 2010–20 and in turn the demand for starter apartments and 
single-family homes. Indeed, assuming headship rates revert to 
their 2007–9 average and that immigration is just half what the 
Census Bureau now projects, the number of households under 
age 35 will grow to nearly 26.5 million in the next decade.  

Even under these conservative immigration assumptions, 
minorities will account for seven out of ten of the 11.8 million 
net new households in 2010–20. Hispanics alone will contrib-
ute nearly 40 percent of the increase. By 2020, minorities are 
expected to make up a third of all US households. But with 
their lower average incomes and wealth than whites, more of 
these households will have to stretch to afford housing. And 
with their lower homeownership rates, the rising number of 
minority households will place downward pressure on the 
national homeownership rate. Impending decisions about 
underwriting standards—especially downpayment require-
ments and credit score cutoffs—will thus have an especially 

important impact on the ability of tomorrow’s minority house-
holds to buy homes.

MOUNTING HOUSING CHALLENGES
The Great Recession exacerbated the affordability challenges 
that had been building for a half-century. At last measure 
in 2009, 19.4 million households paid more than half their 
incomes for housing, including 9.3 million owners and 10.1 
million renters. While low-income households are most likely 
to have such severe burdens, cost pressures have moved 
up the income scale (Figure 5). Households earning between 
$45,000 and $60,000 saw the biggest increase in the share pay-
ing more than 30 percent of their incomes for housing, up 7.9 
percentage points since 2001. Among those earning less than 
$15,000, the share rose by only 2.9 percentage points—primar-
ily because nearly 80 percent of these households were already 
housing-cost burdened in 2001. 

In addition to longstanding and worsening affordability chal-
lenges, the housing crash and ensuing economic downturn 
drained household wealth, ruined the credit standing of many 
borrowers, and devastated communities with widespread 
foreclosures. The collapse of house prices has left nearly 15 
percent of homeowners with properties worth less than their 
mortgages and eroded the equity of most others. Overall, the 
amount of  real home equity fell from $14.9 trillion at its peak 
in the first quarter of 2006 to $6.3 trillion at the end of 2010—
well below the $10.1 trillion in outstanding mortgage debt. 
This has reduced the amount that owners can cash out if they 
sell, as well as the amount they can borrow to finance spend-
ing and investment. 

Meanwhile, the foreclosure crisis continues. As of March 2011, 
the Lender Processing Services (LPS) reports that about 2.0 million 
home loans were at least 90 days delinquent. Another 2.2 million 
properties were still in the foreclosure pipeline, with 67 percent 
of owners having made no payments in more than a year, and 31 
percent having made no payments in two years. The crisis is espe-
cially acute in pockets across the country. Indeed, just 5 percent 
of census tracts accounted for more than a third of all homes lost 
to foreclosure since 2008. It will take years for these neighbor-
hoods—which are disproportionately minority—to recover from 
this calamity. As policymakers tackle the regulation and redesign 
of the mortgage market, it will be important to keep sight of the 
needs of these hard-hit communities.  

THE OUTLOOK
So far, housing has not played its traditional role of helping 
the economy recover from a recession. Weak job growth, high 
unemployment, slumping home prices, and subdued consumer 
confidence have all hampered a rebound in residential invest-
ment. The strength of the housing recovery, when it does occur, 
will rest on how fully employment bounces back. The first four 
months of 2011 brought promising news on the jobs front, with 

Notes: Senior households are those headed by a person aged 65 or older. JCHS low projection assumes that 
immigration in 2010–20 is half that in the US Census Bureau’s 2008 middle-series (preferred) population projection.
Sources: JCHS tabulations of US Census Bureau, Current Population Surveys; JCHS 2010 household growth projections.
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●  2001          ●  2009          ●  Percentage Point Change 2001–9

Notes: Cost-burdened households spend more than 30 percent of pre-tax income for housing. Income ranges are in 2009 dollars, adjusted for inflation by the CPI-U for All Items.
Source: JCHS tabulations of US Census Bureau, 2001 and 2009 American Community Surveys. 
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payrolls expanding by nearly 200,000 per month on average. If 
these advances continue and energy prices settle down, a sus-
tainable recovery could at last be developing. 

Local housing markets will revive at different rates, in propor-
tion to the depths they hit during the recession, the amount of 
overbuilding that occurred, and the speed at which job growth 
resumes. As of February 2011, 21 states were within 5 percent of 
their previous peak employment levels while most others were 
5-7 percent below previous peaks. At the recent pace of growth, 
however, regaining the jobs lost during the recession will take at 
least five years in most areas. Many of the states with the farthest 
to go—Nevada, Florida, Georgia, Arizona, and California—are 
those that claimed the largest share of homebuilding activ-
ity during the boom. With recovery in these states likely to 
lag, national construction volumes will remain lackluster until 
employment growth in these markets strengthens.

Most critical to a housing recovery is a pickup in house-
hold growth. The severity of the Great Recession depressed 
immigration as well as headship rates among both young 
and middle-aged households. Indeed, an improving economy 
may allow more people who have delayed living on their own 
to form additional households and, as a result, temporarily 
boost household growth above the baseline trend.  However, 
high unemployment rates—on top of the long-term increase 
in rental affordability problems—may have lowered the trend 
itself. To match the 1.12 million annual rate averaged in the 
2000s, household formation rates must return to their 2007–9 
average, and net immigration must reach at least half of 
Census Bureau projections.

In the near term, rental markets are likely to lead the hous-
ing recovery. The owner-occupied market continues to face 
headwinds, with servicing problems causing long delays in 
resolving the backlog of foreclosures. In addition, tighter 
underwriting requirements are preventing many potential 
first-time buyers from qualifying for mortgages. On the fore-
closure front, the good news is that the share of home loans 
delinquent by at least three months dropped from 5.6 percent 
in early 2010 to 3.8 percent in March—a sign of light at the 
end of the tunnel. And once consumers perceive that a floor 
has formed under house prices, their reentry into the market 
could quickly burn through the lean inventory of unsold new 
homes and slim down the excess supply of existing homes on 
the market. 

A number of major policy debates are under way that 
could add even more uncertainty to the housing outlook. 
Implementation of the Financial Reform Act and decisions 
about what form government mortgage guarantees are to 
take will have a profound impact on the future cost and avail-
ability of mortgage credit. What seems certain is that federal 
programs aimed at relieving rental affordability problems and 
revitalizing distressed neighborhoods will be on the table, 
along with other domestic spending programs as the govern-
ment attempts to address fiscal imbalances. Thus, the pres-
sure to curb spending on housing is mounting just as rental 
affordability problems are escalating.
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GRIM CONSTRUCTION AND SALES REPORTS
The construction downturn has swept across the entire housing 
sector (Figure 6). Single-family completions in 2010 sank to lows 
last seen in the midst of World War II, multifamily completions 
were down another 43 percent from the year earlier, and manu-
factured home placements hit their lowest levels since record-
keeping began in 1974. Total starts held well below 1 million for 
the third consecutive year, distinguishing this cycle from past 
recoveries when construction rebounded quickly and strongly 
once annual starts dipped below that mark. Single-family 
starts did, however, stabilize near a 570,000 seasonally adjusted 
annual rate from the first quarter of 2009 to the end of 2010. The 
small increase in single-family permits and substantially larger 
10.9 percent gain in multifamily permits last year suggest a bot-
tom may have formed.

With such drastic cutbacks in construction activity, the inven-
tory of new homes for sale is just 183,000 units—a level not 
posted since the mid-1960s when the number of US households 
was half what it is today. Even so, demand remains weak and 
the supply of new homes for sale was 7.3 months in March 2011, 
up from 7.1 months a year earlier and still well above the long-
run average of 6.2 months. New home sales dropped another 14 
percent in 2010 to a low of 323,000, marking the fifth consecu-
tive year of double-digit declines. The downtrend continued in 
the first quarter of 2011 with sales running below a 300,000 
annual rate. 

Existing single-family home sales also fell in 2010, reversing 
gains in 2009 and surpassing the 2008 low despite another 
homebuyer tax credit last year. Based on Multiple Listing Service 
(MLS) data, the National Association of Realtors® (NAR) reports 
that existing single-family home sales dropped 5.7 percent to 
just 4.3 million. Estimates from First American CoreLogic, which 
include non-MLS sales, indicate roughly twice that decline.    

According to NAR, first-timers accounted for 39 percent of 
homebuyers in 2010—essentially the same share reported in the 
American Housing Survey on average since 1977. But bolstered 
by the federal tax credit program ending in April 2010, the first-
time buyer share hit 49 percent in that month before falling to 
33 percent in December of last year and then to 29 percent in 

Despite the most favorable 

mortgage rates in decades and 

two rounds of homebuyer tax 

credits, major housing market 

indicators stood at or near record 

lows in 2010. Construction was 

particularly depressed, with 

completions of new homes down 

some 18 percent from a year 

earlier to just 652,000 units.  

A rebound in single-family 

production and new home sales 

will depend largely on an upturn 

in household growth to reduce 

the severe inventory overhang. 

But with rental markets already 

tightening, multifamily starts  

may get a bounce.

2 Housing Markets
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January 2011. The homebuyer tax credit thus had a dramatic 
but short-lived impact, setting the stage for a sharp retreat in 
sales as soon as the program expired. 

As the share of first-time buyers shrank, the share of cash buy-
ers expanded from 19.8 percent in 2009 to 27.4 percent in 2010. 
With distressed sales and foreclosure auctions on the rise, cash 
purchases climbed steadily to a record-high share of 35 percent 
in March 2011. This trend indicates that many typical homebuy-
ers remain on the sidelines, either unsure about the direction of 
home prices or unable to qualify for financing. 

PRICES UNDER PRESSURE
After strengthening slightly at mid-year, home prices ratcheted 
down again, ending 2010 down 4.1 percent. Trends were remark-
ably similar nationwide. Indeed, home prices in nearly three-
quarters of the 384 metro areas and divisions covered by the 
FHFA index fell in the fourth quarter of last year, with 47 metros 
posting drops of more than 5 percent. The Case-Shiller index, 
which reports on fewer markets but is not similarly restricted to 
sales of homes with conventional mortgages, indicates that pric-
es in 18 of 20 large metros were down year over year in January 
2011, with prices in 11 metros surpassing previous cyclical lows. 
Still, the brief rise in home prices when the second homebuyer 
tax credit expired suggests that underlying demand remains 

strong, although potential buyers feel little urgency to act with-
out an incentive. The weakness in house prices was evident not 
only in areas hit hard by the foreclosure crisis, such as Phoenix 
and Atlanta, but also in markets where prices had been firming. 
For example, Minneapolis and Dallas posted significant price 
drops in 2010 after prior-year gains (Table W-7). The only metros 
reporting higher prices last year were Washington, DC (up 2.3 
percent) and San Diego (up 1.7 percent). 

While prices for low-end homes made especially large gains 
during the housing boom, they have now dropped much more 
sharply than those for high-end properties (Figure 7). In Atlanta, 
for example, prices of high-end homes were down 23 percent 
from the peak to December 2010, but those for low-end homes 
plunged a staggering 50 percent. In the last year, prices at the 
low end of these markets typically fell three times more than 
those at the high end. 

According to First American CoreLogic, the latest round of 
declines pushed overall home prices back to levels last seen in 
early 2003. With so many years of price appreciation lost, millions 
of Americans own homes worth less than their mortgages. These 
underwater homeowners are often unable to move because their 
choices are so unpalatable: pay off the balance of the loan that 
the sale price does not cover, negotiate a short sale or deed in lieu 
of foreclosure, or relinquish the house to foreclosure. The large 

Note: All dollar values are in 2010 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; Bureau of Economic Accounts, National Income and Product Accounts. 

The Housing Market Recovery Failed to Materialize in 2010
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2008 2009 2010

Percent Change

2007–8 2008–9 2009–10

Single-Family Home Sales
New (Thousands) 485 375 323 -37.5 -22.7 -13.9
Existing (Millions) 4.35 4.57 4.31 -11.9 5.0 -5.7

Residential Construction
Total Starts (Thousands) 906 554 587 -33.2 -38.8 5.9
Total Completions (Thousands) 1,120 794 652 -25.5 -29.1 -18.0

Median Single-Family Sales Price
New (Dollars) 235,068 220,254 221,800 -9.8 -6.3 0.7
Existing (Dollars) 199,114 174,923 173,100 -13.1 -12.1 -1.0

Homeowner Balance Sheets
Home Equity (Trillions of dollars) 7.06 6.85 6.30 -35.0 -3.0 -8.0
Mortgage Debt (Trillions of dollars) 10.63 10.51 10.07 -4.1 -1.1 -4.2

Construction Spending
Residential Fixed Investment (Billions of dollars) 479 358 341 -27.6 -25.2 -4.9
Homeowner Improvements (Billions of dollars) 122 114 115 -16.8 -6.4 0.9

Note: All dollar values are in 2010 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; Bureau of Economic Analysis,  
National Income and Product Accounts. 
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number of owners thus stuck in place inhibits trade-up demand, 
putting even more downward pressure on prices. 

Progress in relieving this problem has been slow. Based on about 
85 percent of US mortgages, First American CoreLogic estimates 
indicate that the number of homeowners with negative equity 
edged down from 11.3 million in 2009 to 11.1 million at the end 
of 2010. Of these underwater owners, nearly 5 million (about 10 
percent of all owners with mortgages) have loans of at least 125 
percent of home value. In hard-hit Florida and Arizona, about 
30 percent of homeowners with mortgages are severely under-
water. In Nevada, the share is nearly 50 percent and mortgage 
debt overall has reached 118 percent of the aggregate value of 
homes in the state. 

Troubled loans, short sales, and foreclosure auctions will con-
tinue to stifle home prices and slow the rate at which homeown-
ers escape their negative equity positions. According to NAR, dis-
tressed sales of existing homes increased to 40 percent in March 
2011, up from 35 percent a year earlier. Including distressed 
sales, the decline in existing home prices December 2009 to 
December 2010, as measured by First American CoreLogic, rises 

from 3.1 percent to 4.5 percent. At last measure in February, 
inclusion of distressed sales turns annual price appreciation 
in 15 states from positive to negative. Overall, Zillow.com esti-
mates suggest that the share of homes sold for less than their 
purchase prices climbed from 25.4 percent in 2009 to 30.7 per-
cent in 2010. 

THE INVENTORY OVERHANG
Rental vacancy rates improved significantly last year, dropping 
steadily to 9.4 percent in the fourth quarter. This was the lowest 
quarterly rate posted since 2003 and well below the 10.7 percent 
rate a year earlier. The largest vacancy rate decline was for large 
multifamily buildings with 10 or more rental units.  

Meanwhile, the 2010 vacancy rate for for-sale homes was 2.6 
percent, unchanged from 2009. Single-family vacancies actually 
dipped slightly while those for condo and co-op units rose sig-
nificantly. The largest increase was for units in buildings with 
10 or more units, where vacancy rates climbed 1.4 percentage 
points to 10.0 percent. The inventory overhang from the hous-
ing boom was still evident in both rental and for-sale markets, 
with vacancy rates for units built in 2000 or later well above 
those for older units.

While there is no definitive way to determine how much excess 
inventory exists, one common approach is to start with “normal” 
vacancy rates, that is, from the pre-boom years when rents and 
house prices were more stable. Average vacancy rates from 2003 
to 2007 for rental units, and from 1999 to 2001 for all other types 
of units, provide a fair approximation of normal. Comparing 
these rates against those in 2010, the excess inventory amounts 
to approximately 700,000 for-sale homes and 160,000 rentals. 

But these estimates do not include units held off market in 
preparation for sale or rent, a category that covers many unoc-
cupied homes in some stage of foreclosure. Vacancy rates for 
this category are abnormally high and rising. Indeed, excess 
vacant units of this type numbered 1.1 million in 2010. Add to 
that about 700,000 excess seasonal homes (another category 
that may include vacant units that owners are waiting to put 
up for sale when conditions improve), and the excess housing 
inventory could total as much as 2.6 million units. 

Working off the inventory overhang appears to be a demand-
side problem. The post-2006 cutback in housing production 
has been so severe that completions and placements in the 
past 10 years—a period that includes one of the largest hous-
ing bubbles in the nation’s history—barely exceed the lowest 
level of any 10-year period in records that began in 1974 (Figure 
8). And with weakness continuing, 2002–11 will likely set a new 
low for production. 

According to the Current Population Survey, the source that 
comes closest to matching the 2010 Census count, aver-
age annual household growth slowed by more than 400,000 

Note: The high (low) tier includes the top (bottom) third of all homes, ranked by initial sales price.
Source: Table A-8.

Phoenix

Las Vegas

Miami

Tampa

San Francisco

Los Angeles

Atlanta

Minneapolis

Chicago

San Diego

Washington, DC

Seattle

New York

Portland

Boston

Denver

-40 0-20-60-70 -30 -10-50

Prices at the Low End of the Market Have Fallen 
More than at the High End
Decline in Home Prices, Peak to December 2010 (Percent)

 

FIGURE 7

●  Low Tier     ●  High Tier    



9JOINT CENTER FOR HOUSING STUDIES OF HARVARD UNIVERSITY

between 2001–5 and 2005–10. As a result, 2 million fewer house-
holds were formed in the last five years than if the pace in the 
first half of the 2000s had continued. Such depressed levels of 
household formation have kept excess vacancies high despite 
the sharp correction in construction.  

While it is difficult to gauge how close the market is to balance, 
the longer-term outlook is positive. Based simply on the aging 
of the current US population and average headship rates by age 
and race/ethnicity in 2007–9, household growth should hit 1.0 
million per year over the coming decade. Additional demand will 
come from immigration, the need to replace existing homes, and 
demand for second homes. All told, baseline demand for new 
housing is likely to total at least 16 million units over the next ten 
years, although construction levels could be lower given the need 
to work off the current excess supply.

STATE-LEVEL CONDITIONS
Permitting levels, home sales and prices, vacancy rates, and 
employment growth all help to gauge conditions in specific 
housing markets. While most states saw improvement in 
at least one of these indicators in 2010, just 19 experienced 
broad gains. Permitting was the most widely improving indica-
tor, although just 29 states posted increases in this measure, 
and total permits remained near historical lows. Homeowner 
vacancy rates also ended 2010 lower in 20 states, reflecting the 
significant number of owned units converted to rentals or taken 
off the market. 

The direction of home prices was the most common negative 
factor. As measured by the FHFA purchase-only price index, 

home prices in just three states ended the year higher than they 
began. Washington, DC, was the only market to register posi-
tively on four of the five indicators, although Washington State, 
North Dakota, and Hawaii posted improvements in three. Eight 
states saw no turnaround in housing market indicators in 2010. 

Employment growth is perhaps the most important metric 
because it is a leading indicator of housing demand. While 
nonfarm employment is still well below pre-recession levels in 
all but three states, the number of states registering job gains 
jumped from 2 in the first quarter of 2010 to 44 in the first quar-
ter of 2011. Based on recent growth rates, though, returning to 
pre-recession employment levels will take more than five years 
on average. 

Job gains in the once-hottest homebuilding markets are espe-
cially modest. At the height of the housing boom in 2005, just 
four states—Florida, California, Georgia, and North Carolina—
accounted for more than 30 percent of US permits and had job 
growth rates that were 50 percent above the national average. 
Since 2008, however, employment gains in these states have 
lagged. In fact, Florida, Georgia, and North Carolina are three 
of just eight states where nonfarm employment fell last year. 

HOUSING AND THE ECONOMY
Rather than leading the recovery as in past cycles, homebuild-
ing was a damper on GDP growth in 2010 (Figure 9). Spending 
was volatile during the year, but the 0.75 percentage-point drop 
in residential fixed investment (RFI) in the third quarter was 
the biggest drag on growth since the worst of the housing bust. 
In 2010 as a whole, RFI fell another 0.2 percentage point to just 

Notes: New homes built includes all units completed and placements of mobile homes. Records start in 1974. 
Source: JCHS tabulations of US Census Bureau, New Residential Construction data.
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2.3 percent of GDP—the smallest share since 1945. In stark con-
trast, RFI as a share of economic output averaged 4.2 percent 
in the 1980s and 1990s, reaching as high as 6.1 percent at the 
market peak in 2005.  

In addition to homebuilding, the housing sector adds directly 
to the economy through consumption of housing services, 
including rent paid by tenants, homeowners’ imputed rent, 
rental management services, residential utilities, and furniture 
purchases. This spending is less volatile than construction and, 
when combined with RFI, makes up a much larger part of the 
economy. In 2010, the total housing share of GDP was 17.1 per-
cent, down from a high of 20.7 percent in 2005 and below the 
18.3 percent averaged in the 1980s and 1990s. 

Housing-related activities also affect GDP indirectly. Falling home 
sales reduce the multipliers associated with the spending of 
income derived from these transactions. Housing wealth effects—
generated by strong house price appreciation—also contribute 
indirectly to GDP by spurring expenditures on consumer goods 
and services, often financed with home equity. With the current 
weakness in house prices, however, the volume of cash-out refi-
nancings (resulting in measurably higher mortgage balances) hit 
a 10-year low even though refinancing overall accounted for two-
thirds of the estimated $1.6 trillion in mortgage originations last 
year. According to Freddie Mac, just 18 percent of conventional 
mortgage refinancings took cash out while a third put cash in 
(reinvesting equity to reduce outstanding debt). The trend toward 
cash-in refinancing strengthened over the year, reaching 44 per-
cent of all refinances in the fourth quarter—the highest share 

since 1985. Many of these cash-in refinancings were no doubt by 
necessity so that borrowers could take advantage of historically 
low mortgage rates. 

INVESTMENT IN EXISTING HOMES 
Even at the height of the homebuilding boom, expenditures on 
maintenance and improvement of existing homes accounted for 
about a quarter of total residential fixed investment. That share 
has since risen to nearly 45 percent. In 2010, real homeowner 
improvement spending was down 26.7 percent from its peak—a 
substantial decline, although much more modest than the 76.4 
percent drop in new residential construction spending. 

Like other segments of the housing market, homeowner 
improvement activity has yet to stage a strong rebound, with 
real spending last year up just 0.9 percent from 2009. One 
reason is the slowdown in home sales, a primary driver of mar-
ginal changes in remodeling expenditures. The Joint Center for 
Housing Studies estimates that owners spend 2.5 times more on 
improvements in the first two years after buying homes than 
the annual average outlay of $2,500. After the initial two years 
of ownership, however, spending drops precipitously (Figure 10). 

The small increase in spending last year does, however, suggest 
that more owners are choosing to remodel than to move. The 
government stimulus package, combined with their own desire 
to save money, has supported owners’ efforts to increase the effi-
ciency of their homes. And with the added benefit of tax credits, 
energy-efficiency improvements have become a growth market 
for remodeling contractors. Indeed, a JCHS survey indicates that 
the share of remodelers that reported completing energy-efficien-
cy or sustainability-related projects in the previous year increased 
from 84 percent in early 2009 to 97 percent in early 2011.

The need to address the deferred maintenance of properties that 
have gone through the long foreclosure process may also help to 
boost remodeling spending. The Home Improvement Research 
Institute reports that buyers of distressed homes spend an aver-
age of 14 percent more on improvements within the first year of 
ownership than buyers of non-distressed homes.   

PIVOTAL FEDERAL SUPPORTS
With Fannie Mae and Freddie Mac under conservatorship, 
reliance on federal mortgage guarantees has escalated. Inside 
Mortgage Finance reports that the government owned or guar-
anteed close to 90 percent of mortgage originations in 2010. 
FHA has become the primary lender to borrowers with down-
payments of less than 20 percent, lifting its share of mortgage 
originations to nearly 20 percent last year. USDA Section 502 
guarantees for mortgages to low- and moderate-income house-
holds in rural areas have also increased significantly.

In the secondary markets, GSE and agency mortgage-backed 
securities (MBS) accounted for 96 percent of issuances last 

Source: JCHS tabulations of US Bureau of Economic Analysis, National Income and Product Accounts.
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year. Moreover, from January 2009 through March 2010, the US 
Treasury not only bought $1.25 trillion of these MBS, but also 
invested $175 billion in GSE debt securities. 

As the government attempts to extricate itself from this pivotal 
role, many private issuers of mortgage securities remain on 
the sidelines. While this may reflect caution about accepting 
credit risk while housing prices are still falling and employment 
growth is sluggish, it may also signal that the large government 
footprint has left little room for private lending. Accordingly, 
the GSEs and FHA raised the costs of their guarantees in early 
2011 to shore up their balance sheets and to test the waters 
for  reentry of private capital without government guarantees. 
The Obama Administration intends to continue this course to 
allow private investors to regain market share. The longer-run 
federal role in mortgage markets is unclear. The Administration 
has outlined three broad options for restructuring government 
mortgage guarantees, none of which call for the continued 
existence of Fannie Mae and Freddie Mac. However, rolling back 
public sector support too quickly could severely shock the hous-
ing market. 

Regulations being developed under the Financial Reform Act, 
including creation of the Consumer Financial Protection Bureau, 
will also fundamentally reshape the mortgage market. Among 
the proposed changes are prohibitions on some of the riskiest 
types of loans and imposition of different risk retention and 
liability requirements on the basis of specific loan terms. Other 
regulations will affect reporting rules and capital requirements 
for mortgage lenders, as well as loan-level disclosures of secu-

ritized pools. These efforts to bolster the safety and soundness 
of the mortgage system have, however, raised concerns that the 
changes will unduly raise the costs of credit and reduce access 
for borrowers with limited wealth. 

THE OUTLOOK  
Despite the severe cutback in homebuilding, the sharp slow-
down in household growth has kept vacancy rates high. 
Absorption of the excess supply has been slowed by the weak-
ness of the economic recovery, which has yet to stimulate a 
large enough rebound in employment to spur housing demand. 
In the meantime, more than 11 million homeowners remain 
stuck in homes worth less than their mortgages, 2.0 million 
are severely delinquent on their payments, and 2.2 million are 
in the foreclosure process. With distressed sales continuing to 
push down prices, many would-be homebuyers are waiting for 
even better deals.

On the brighter side, low interest rates and weak prices have 
made homeownership more affordable than in decades. Several 
strong months of private sector job growth in early 2011 provide 
encouraging signs of a housing market rebound. With inven-
tories of new homes at historic lows, a turnaround in demand 
could quickly result in tighter markets. Over the longer term, 
the number of younger households is set to rise sharply, sup-
porting growth in the population that fuels growth in both new 
renters and first-time buyers. The path of the economy and 
evolution of the mortgage market will determine when and if 
this increased demand materializes.

Note: Distressed properties include those bought from a financial institution, purchased as a short sale, or with loans that were either delinquent or in the foreclosure process. 
Source: JCHS tabulations of US Census Bureau, 1995–2009 American Housing Surveys; and Home Improvement Research Institute, 2010 Recent Home Buyers Survey.
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Over the longer term, the aging of the echo boomers into adult-
hood and the baby boomers into their retirement years will 
largely shape housing demand. The baby boomers will drive 
significant changes in the age distribution of households over 
the coming decade, lifting the number of households aged 
65–74 by 6.5 million and those aged 55–64 by 3.7 million. The 
impact of the echo baby boomers on household growth is less 
certain because they are entering the housing market during a 
period of high unemployment. The weak economy could thus 
suppress both the share of younger adults that form indepen-
dent households and the net immigration that ordinarily aug-
ments their ranks. 

LACKLUSTER HOUSEHOLD GROWTH
The 2010 Decennial Census reveals that household growth 
averaged only 1.12 million per year during the 2000s—a full 17 
percent lower than in the 1990s. After a strong start, household 
growth dropped sharply by the end of the decade. According to 
the major federal surveys, the pace of household growth aver-
aged well below 1.0 million annually in 2007–10, with estimated 
declines from the previous seven-year period ranging from 
500,000 to 700,000 per year (Figure 11).  

Immigration played a key role in this slowdown. For the first 
time in decades, growth in the foreign-born population slowed 
in the 2000s, and growth in the number of foreign-born house-
holds appeared to stall in the wake of the recession (Figure 12). 
After increasing by roughly 400,000 in 2004–7, the total num-
ber of foreign-born households was flat thereafter—contribut-
ing substantially to weaker overall household growth. Since 
legal immigration volumes have changed little, this reversal 
appears to reflect a net loss of undocumented immigrants. 
Indeed, while the number of households headed by foreign-
born citizens increased almost continuously by about 200,000 
per year from 2004 to 2010, the number of households headed 
by foreign-born non-citizens declined by about the same 
amount from 2007 to 2010.  

Lower household formation rates among young adults are 
another contributing factor. Although the share of young adults 
that delayed living on their own was growing even before the 

The dramatic slowdown in 
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when the housing market 
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housing bust, this trend intensified in the second half of the 
2000s. Since 2007, headship rates (the share heading indepen-
dent households) among adults aged 20–24 dropped by 2.6 per-
centage points, while those among adults aged 25–29 fell by 2.8 
percentage points. 

Many of these young adults are living with their parents. After 
declining slightly from the mid-1990s to the early 2000s, the 
share of young adults in their 20s living in parental homes began 
to rise by mid-decade. In 2010, the shares had reached 44.7 

percent for 20–24 year-olds and 18.0 percent of 25–29 year-olds. 
With some 42.6 million adults aged 20–29 in 2010, the increase 
in these shares since 2005 amounts to an additional 1.6 million 
young adults living at home. 

While the recession is not entirely responsible for the decline 
in headship rates, high unemployment rates have clearly kept 
some younger households from living on their own. Without 
jobs, young adults are less likely to live independently (Figure 
13). In fact, household headship rates among 20–24 year-olds 
employed year-round are more than 5 percentage points higher 
than for those who have been unemployed for at least six 
months. Among 25–29 year-olds, this difference increases to 10.5 
percentage points.   

The fact that the increase in seemingly temporary living situa-
tions—young adults living with parents and families doubling 
up with other households—accelerated after the housing 
bubble burst and the Great Recession began suggests the pres-
ence of at least some pent-up housing demand. But how much 
and how soon this demand will be released remains uncer-
tain. When employment growth picks up and more young 
adults have jobs, headship rates should recover enough to lift 
household growth above trend for a period of time. Although 
somewhat volatile over the past three decades, household 
formation rates among young adults have converged as each 
cohort ages.

But many social, demographic, and economic factors are at 
play and it is possible that headship rates among young adults 
will not rebound much from recent levels. Even in the absence 
of recent economic woes, long-term trends toward delayed 
marriage and childbearing, the growing minority share of the 
population, the increased importance of higher education for 
advancement in the job market, and the rising cost of going away 
to college have all helped to lift the numbers of young adults liv-
ing with their parents or doubling up with others.

THE BABY BOOMERS AND HOUSING DEMAND 
With household growth among young adults slowing, the aging 
of the baby boomers will dominate changes in the age distribu-
tion of households. While shrinking in size as mortality rates 
rise, the baby-boom generation far outnumbers its immediate 
elders and will therefore add dramatically to the senior popula-
tion (Figure 14). The number of households with heads between 
the ages of 55 and 74 is set to increase by 10.2 million from 
2010 to 2020. This projection is much more certain than that for 
younger households because it is less subject to unknowns about 
trends in immigration and headship rates.

The baby boomers have dominated  housing market trends at each 
stage of their lives—first as children in the households that were 
part of the great wave of suburbanization, then as young adults 
entering the housing market for the first time, and most recently 
as middle-aged households trading up to bigger and better homes 

Note: Average annual growth in the American Community Survey is based on years 2007–9.
Source: JCHS tabulations of US Census Bureau, American Community Surveys, Current Population Surveys, 
and Housing Vacancy Surveys.
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and helping to fuel the homeownership boom of the 1990s and 
2000s. As they approach retirement age, the baby boomers will 
once again heavily influence overall housing demand. 

Most will choose to stay in their current homes or “age in 
place,” which may involve remodeling to make their living 

spaces more senior-friendly. Another group will downsize 
to smaller homes and/or move to single-level or elevator-
accessed units. This housing tends to be higher density and, 
for older movers, is more likely to be rental. And finally, some 
baby boomers will move to senior or age-restricted housing, 
including housing designed to accommodate, or provide ser-
vices to address, age-related infirmities. 

Over the coming decade, however, it is members of the pre-
boomer generation that will primarily drive demand for assisted 
living facilities. With longevity increasing, the number of house-
holds over the age of 75 is expected to rise by more than 2.0 
million by 2020. The baby boomers will, however, be involved 
in making the decisions—and often helping to pay—for their 
parents to move to such facilities. The aging baby boomers 
may also start to look for communities that have assisted living 
facilities either included or located nearby, in anticipation of 
their own needs later in life.

The share of individuals that move falls steadily from young 
adulthood on, with no break in this pattern around retirement 
age. When they do relocate at these stages of life, many owners 
downsize to smaller units. At last measure in 2007, one-third of 
55–64 year-old homeowners had moved within the previous 10 
years. Some 45 percent of these households had chosen housing 
with fewer rooms, compared with 35 percent of movers aged 
45–54. While just one-quarter of homeowners aged 65–74 relo-
cated during this period, members of this age group were  even 
more likely to downsize, with 58 percent living in smaller units 
after their move.

The leading edge from the baby-boom generation is now in the 
55–64 age group and will head into the 65–74 age group over Note: Estimates exclude population that is not in the labor force.

Source: JCHS tabulations of US Census Bureau, 2010 Current Population Survey.

●  Employed Year-Round

●  Unemployed Less than 6 Months

●  Unemployed More than 6 Months          

Age of Householder

50
45
40
35
30
25
20
15
10

5
0

20–24 25–29

Jobless Young Adults Are Much Less Likely 
to Live On Their Own 
Share of Population Heading Independent Households (Percent)

 

FIGURE 13

●  Foreign Born     ●  Native Born     

Source: JCHS tabulations of US Census Bureau, 2010 Current Population Survey.

25

20

15

10

5

0
30–3425–2920–2415–19 65–69 70–74 75–79 80–84 85 and

Over
10–14 55–5950–5445–4940–4435–39 60–645–9Under

5

ECHO BOOM BABY BUST BABY BOOM PRE-BABY BOOM

Age Range

The Aging Baby Boomers Are Poised to Add Dramatically to the Senior Population
Population in 2010 (Millions)

FIGURE 14



15JOINT CENTER FOR HOUSING STUDIES OF HARVARD UNIVERSITY

the next decade. As a result, demand for smaller homes should 
increase steadily as the baby boomers age. Since young first-
time homebuyers also tend to purchase homes that are smaller 
and less expensive than average, the echo boomers will add 
to the demand for more modest housing as they replace the 
smaller baby-bust generation in the under-35 age range.  

GEOGRAPHIC POPULATION SHIFTS
Early results from the 2010 Decennial Census show that the 
US population continues to shift to the South and West. 
Growth in these two regions was approximately 14 percent 
over the past decade, far exceeding the 3–4 percent pace in 
the Northeast and Midwest. All five fastest-growing states—
Nevada, Arizona, Utah, Idaho, and Texas—are located in the 
South or West, each registering population gains of more 
than 20 percent in 2000–10. 

The US population is also shifting toward metropolitan areas, 
although growth remains concentrated in the lowest-density 
counties of these areas (Figure 15). While major cities such as 
New York, Chicago, Los Angeles, and Houston have seen consid-
erably slower population gains over the past decade, their sub-
urbs continue to attract growing numbers of residents. Indeed, 
growth rates in high-density metropolitan area counties were 
less than a third of those in medium- and low-density counties. 
Moreover, only 12.7 percent of decade-long population growth 
occurred in high-density areas. 

The baby boomers may reinforce these trends. When older 
households make longer-distance moves, they tend to relocate 
to areas with warmer climates and lower housing costs. Over 

the past decade, the leading edge of the baby-boom genera-
tion has shown no inclination to move back to cities. In fact, 
the share living in cities has decreased, representing a net loss 
of 343,000 households, while the share living in rural areas 
outside metro areas has increased. Furthermore, with the 
majority of baby boomers living in suburbs and aging in place, 
the number of seniors living in suburban areas will grow by 
millions over the next two decades. The pressure to add more 
services and amenities geared toward the elderly in these 
areas will no doubt increase.  

It must be said, however, that the baby boomers have seldom 
behaved like their predecessors at comparable ages. There 
are reasons to believe that they will make somewhat different 
housing choices and perhaps on a different timetable. First, 
more baby boomers are expected to work at least part-time 
well past the typical retirement age, at least in part because 
their retirement savings and home equity eroded so greatly 
in the wake of the Great Recession. In addition, many baby-
boomer households have two earners, which may mean that 
more couples will retire in stages. And finally, both the baby 
boomers and their children are more likely to have had fami-
lies later in life than previous generations. As a result, they 
are more apt to become grandparents later in life, which may 
increase their tendency to age in place rather than move away 
from their families. 

INCOME AND WEALTH TRENDS 
Income and wealth influence household formation decisions, 
the quality and size of homes demanded, and the share of 
income allocated to housing. In sharp contrast to the 1990s, real 
household incomes in the 2000s fell for all age groups under 55. 
The decade-long stagnation of household incomes and erosion 
of wealth—and especially housing wealth—have contributed to 
a steep rise in the share of households spending more than half 
their incomes on housing.  

After the 2001 recession, employment regained little ground 
before the Great Recession struck in 2007. Even when mea-
sured from peak to peak during the last economic cycle, 
real incomes fell for the bottom 70 percent of households. 
This trend significantly lowered the income trajectory of the 
younger baby boomers compared with those of their older 
counterparts and the pre-boomers. Indeed, the younger baby 
boomers have ended their peak earning years of 45–54 with 
lower household incomes than those of the older baby boom-
ers (Figure 16). The largest income declines have been among 
low-income households, minorities, and the foreign-born. As a 
result, the income gap between whites and minorities, as well 
as between native- and foreign-born households, expanded 
from 2000 to 2009.   

The Great Recession has also decimated household net 
wealth. Real median household net wealth fell by more than 
23 percent in 2007–9, from $125,400 to $96,000. In aggregate, 

Note: Each density category represents one-third of the metro area population in 2000.
Source: JCHS tabulations of US Census Bureau, 2000 and 2010 Decennial Censuses.
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real net household wealth plunged some $12.4 trillion from 
2006 to 2010, returning to its 2003 level. The prolonged weak-
ness in home values continues to be a drag on household 
wealth, with the decline in home equity accounting for 61 
percent of the drop. After hitting a low of $50.1 trillion in 
the first quarter of 2009, household net wealth recovered 
to $56.6 trillion in the fourth quarter of 2010, led by a $6.9 
trillion jump in the value of stock wealth. The total value 
of real estate owned by households declined slightly during 
this time.  

The collapse in home prices has not affected all homeowners 
equally. Minority homeowners, in particular, were poorly posi-
tioned to absorb such a significant drop. Among homeowners 
with mortgages in 2007, the median mortgage debt among 
minorities—who are younger on average and more likely to 
have bought near the market peak—was 13.5 percent higher 
than among their white counterparts, while their median 
home equity was 26.8 percent lower (Table W-2). From 2007 to 
2009, the median value of homes owned by minorities fell 20 
percent in real terms, compared with 13 percent for whites. 
As a result, minority homeowners are much more likely to be 
underwater on their mortgages than white homeowners.

THE OUTLOOK
Lingering economic uncertainty makes it difficult to predict 
the pace of household growth. Nonetheless, the aging of the 
echo boomers should boost the number of households in their 
late 20s and early 30s by replacing the smaller baby-bust gen-

eration currently in that age group. But employment growth 
will be a critical factor in how quickly echo boomers form 
independent households. A lackluster economy could keep 
headship rates lower than those of the baby-bust generation 
at the same ages, muting household growth among this large 
generation. Over the next decade, it is much more certain that 
the baby boomers will boost the number of senior households 
to unprecedented heights. 

Immigration will be a major factor in future household growth. 
If the foreign-born population (which tends to include large 
shares of young adults) increases at pre-recession rates, it will 
augment the size of the echo-boom generation and lift the pace 
of household growth. If the economic recovery is slow and pro-
tracted, however, immigration may be relatively low for several 
years. The JCHS low-series household growth projection of 11.8 
million in 2010–20 accounts for this uncertainty by assuming 
that immigration in the next decade is only half that in the 
Census Bureau’s baseline projection.

Trends in headship rates among young adults, however, pose an 
even greater risk that household growth will fall short of projec-
tions. If household headship rates by age and race/ethnicity fall 
below their averages in 2007–9, household growth in 2010–20 
could be even slower than in the 2000s.  

The prospects for household wealth and income growth are also 
uncertain. For homeowners, a stronger recovery in household 
net wealth will depend largely on a rebound in house values, 
which were still falling in most areas in the first quarter of 
2011. For incomes, sustained job growth will be key to a strong 
and sustainable recovery. Labor markets in fact showed signs 
of revival in early 2011, with private-sector job growth exceed-
ing 200,000 for the third consecutive month in April. This is the 
first three-month increase of this magnitude since May 2004. 
Nonetheless, income growth is expected to remain a chal-
lenge—particularly for young adults—as the economy struggles 
to add back the millions of jobs lost during the recession while 
also keeping pace with labor force growth. 

Notes: Younger baby boomers were in their peak earning years of 45–54 in 2010. Older baby boomers were in 
that age range in 2000.
Source: JCHS tabulations of US Census Bureau, 1980–2010 Current Population Surveys. 
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FALLING HOMEOWNERSHIP RATES
The decline in the national homeownership rate accelerated 
last year, down another 0.5 percentage point to 66.9 percent. 
The current rate now stands 2.1 percentage points below the 
2004 peak, and 0.5 percentage point below the rate in 2000. The 
drop from the peak is the largest posted in annual records dat-
ing back to 1960, and the more precise estimates from the 2010 
Decennial Census may reveal that the decade-long decline was 
even more severe.

Although lower for all age groups, homeownership rates among 
younger households took the largest hit. Indeed, rates among 
30–34 year-olds fell by some 5.8 percentage points since the peak, 
compared with just 0.2 percentage point among households aged 
75 and older. But while rates for householders under age 40 have 
dropped the most, those for each five-year age group between 40 
and 59 have also reached their lowest levels since data collection 
began in 1982. With steep declines in home prices and rising rates 
of loan defaults, millions of middle-aged households have either 
turned to renting after losing their homes or have forgone the 
move to homeownership altogether. 

The drop in homeownership rates reflects both a net loss of 
owners and a substantial gain in renters (Figure 17). The num-
ber of homeowner households declined by 805,000 in 2006–10, 
while the number of renters rose steadily for six consecutive 
years, up 3.9 million since 2004. Many households switch 
between owning and renting in any given year (Figure 18). But 
fewer younger renters are now moving to homeownership, 
and more older homeowners are becoming renters. This is 
particularly true among 45–54 year-olds, where the number of 
owner-to-renter moves climbed 42 percent from 2005 to 2009. 

The foreclosure crisis is behind much of the trend among 
middle-aged householders. Some 3.5 million foreclosures were 
completed in 2008–10, and another 2.2 million home loans—a 
record 4.2 percent—were in the foreclosure process at the end 
of last year. Yet another 2.0 million loans were 90 or more days 
delinquent but not yet in foreclosure. 

Government and private-sector interventions have staved off 
foreclosure of many distressed borrowers. In 2010, more than 

Homeownership rates slid again 

in 2010 as foreclosures mounted 

and the weak economy, house 

price volatility, and overall 

uncertainty chilled demand from 

potential buyers. Tighter lending 

standards are also preventing 

interested homebuyers with 

limited savings or impaired 

credit from taking advantage 

of improved affordability. 

Meanwhile, the changing 

government role in the mortgage 

market opens up many questions 

about future lending costs and 

product availability. 
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500,000 troubled loans were permanently modified under the 
Housing Affordable Modification Program (HAMP), and an even 
greater 1.2 million private-sector modifications were complet-
ed. But even borrowers able to qualify for loan modifications 
remain at high risk of default. 

With the volume of distressed loans still so high, foreclo-
sures will continue to drag down homeownership rates in 
2011. One longer-term factor working in favor of home-
ownership, however, is the aging of the US population. 
Homeownership rates rise significantly with age and do not 
begin to fall until householders are in their 70s. In fact, the 
shifting age distribution of the population has prevented 
the national homeownership rate from falling even more 
sharply. If age-specific homeownership rates had remained 
constant in 2005–10, the aging of the population alone would 
have pushed the overall homeownership rate up 0.8 percent-
age point compared with the 2.2 percentage point decline 
that actually occurred. 

A key question is whether the foreclosure crisis will reduce the 
appeal of homeownership. Even after one of the worst housing 
crashes in US history, though, Americans still appear to strong-
ly prefer owning their homes. According to the Fannie Mae 
National Housing Survey for the first quarter of 2011, house-
holders under age 35 remain optimistic about homeownership, 
with 65 percent responding that now is a good time to buy a 
house, 62 percent believing that owning a home is a safe invest-
ment, and 57 percent viewing homeownership as an investment 
with a lot of potential. 

Despite a greater appreciation of the financial risks, preferences 
for homeownership among renters remain strong. Even though 
the share of renters responding that owning makes more 
financial sense than renting slipped last year, it was still high 
at 68 percent in the fourth quarter of 2010. Indeed, the share 
rebounded sharply to 74 percent in the first quarter of 2011. 
Considering the fact that the most common reasons cited for 
buying homes are nonfinancial—including a good place to raise 
and educate children, feelings of safety, and greater control over 
one’s living environment—the continued appeal of homeowner-
ship is not surprising.  

REGIONAL AND STATE PATTERNS
Many of the areas that experienced the largest increases in 
homeownership during the housing boom are now posting the 
largest declines. The most dramatic shift occurred in the West, 
where homeownership rates climbed by 5.0 percentage points 
in 1995–2004 and then fell 2.8 percentage points in 2004–10. 
The decline in the Midwest, while much more modest, has left 
the regional homeownership rate below 2000 levels.  

Homeownership rates in states hit particularly hard by the 
foreclosure crisis—such as California, Nevada, and Arizona—
have also dropped sharply. In these states, the typical peak-to-
trough decline is twice that in the US overall. As of 2010, home-
ownership rates in 28 states stood below 2000 levels, with 
rates in Virginia, New Mexico, Iowa, and Nevada more than 4 
percentage points below. In contrast, rates in Massachusetts, 
New Hampshire, and Washington, DC, are up more than 4 
percentage points from 2000. 

Notes: Mover households reported having changed residence in the two years since the previous survey. 
Estimates do not include newly formed households.
Source: Table A-7.
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Source: JCHS tabulations of US Census Bureau, Housing Vacancy Surveys.
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The retreat in homeownership has also been relatively greater 
in principal cities than in suburban and rural areas. With a 
much lower peak of just 54.2 percent in 2005, homeownership 
rates in principal cities fell by 2.1 percentage points by 2010. 
This decline was almost as large as in suburbs, where home-
ownership rates were off 2.4 percentage points from a much 
higher peak of 76.4 percent. 

WIDENING HOMEOWNERSHIP GAPS 
While all household types have been affected, the decline in 
homeownership rates among families with children has been 
particularly large. Between the post-2000 peak and 2010, the 
homeownership rate for married couples was down 2.1 percent-
age points while that for single-parent households was down 
2.4 percentage points. Meanwhile, the rate for single-person 
households—especially single male-headed households—fell 
only modestly.  

Homeownership rate declines for black (3.8 percentage points) 
and Hispanic households (2.1 percentage points) have outpaced 
those for white households (1.5 percentage points), erasing 
most of the improvement in the white-minority gap made over 
the last two decades (Figure 19). The disparity was back to 25.5 
percentage points in 2010, up from an all-time low of 24.4 per-
centage points in 2008.  

Differences in age and income between whites and minori-
ties explain only part of this disparity. Even after control-
ling for these factors, the homeownership rate gap between 

whites and blacks widened by 1.4 percentage points, and 
between whites and Hispanics by 0.4 percentage point, in the 
last five years alone.  

The homeownership rate for low-income whites fell 3.7 percent-
age points to 56.2 percent between 2005 and 2010—a decline of 
700,000 owner households. Homeownership among low-income 
blacks was down by nearly as much, dropping 3.5 percentage 
points to just 29.9 percent in 2010. Declines among low-income 
Hispanics, Asians, and other minorities were more modest. In 
fact, the number of low-income owners among these groups 
increased slightly, although not nearly as much as the number 
of renters.    

Given the vital role of homeownership in generating house-
hold wealth, white-minority gaps in homeownership rates are 
a public policy concern. A major stumbling block for minority 
households is that they have significantly lower wealth than 
white households—a product of differences in current eco-
nomic circumstances and the legacy of lower homeownership 
rates among previous generations. At last measure in 2007, 
the median minority renter had only $300 in cash savings and 
$2,700 in net worth, while the median white renter had roughly 
three times those amounts (Table W-2). As a result, proposed 
increases in downpayment requirements for qualified residen-
tial mortgages and for loans guaranteed by Fannie Mae and 
Freddie Mac will likely limit the pool of minority households 
able to secure financing. Attaining homeownership is important 
not only for individual minority families, but also for the market 
as a whole—especially as the minority share of the population 
continues to increase.           

WIDESPREAD AFFORDABILITY GAINS FOR BUYERS
The ratio of house prices to household income is a common 
measure of homebuyer affordability. This metric improved 
again in 2010 as the median home price fell to about 3.4 times 
the median household income, the lowest level since 1995 and 
in line with the 1980–2000 average (Figure 20). Meanwhile, the 
Freddie Mac 30-year mortgage interest rate slipped from 5.00 
percent in the first quarter of last year to 4.41 percent in the 
fourth. Indeed, the October reading of 4.23 percent was the low-
est level since the series began in 1971. 

Assuming a 30-year mortgage and a 10-percent downpayment 
requirement, monthly payments on a median-priced home 
dipped below $900 last year. This is a substantial improvement 
from the $1,362 posted as recently as 2007. Payments on the 
median-priced home as a share of median household income 
also hit a new low of 18 percent in the fourth quarter of 2010, 
down from 20 percent a year earlier and from 32 percent at the 
end of 2005. According to the NAR index, home price affordabil-
ity was at an all-time high in the fourth quarter of last year. The 
number of households able to afford the monthly payments at 
28 percent of income thus rose from 48.2 million in 2007 to 70.8 
million in 2010 (Table W-1). 

Notes: White and black households are non-Hispanic. Hispanic households can be of any race.
Source: Table A-3.
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Estimated payment-to-income ratios suggest that the month-
ly carrying costs of owning a home improved across much of 
the country. In the fourth quarter of last year, payments 
on a median-priced home stood at less than 20 percent of 
median household income in more than 80 percent of metro 
areas covered by NAR. This was a marked improvement from 
the 69 percent share of metros at the end of 2009 and the 33 
percent share in 2005. Price declines also helped to moder-
ate conditions in the least-affordable coastal metros. For 
example, payments on a median-priced home dropped from 
the sky-high level of 69 percent of median income in Los 
Angeles to 30 percent between the third quarter of 2007 and 
the fourth quarter of 2010. The drop in San Francisco was 
equally dramatic, with payments falling from 76 percent of 
median income to 38 percent. 

Payment-to-income ratios for a median-priced home pur-
chase in the most distressed housing markets also plum-
meted. In Las Vegas, median payments declined from 39 
percent to 13 percent of median income. Ratios in Florida 
also dropped to their lowest recorded levels at the end of 
2010, led by the Cape Coral metro area where payments on 
the median home plunged from 38 percent of median income 
to 9 percent.

But improved payment-to-income ratios translate into increased 
affordability only for those households well-positioned enough to 
obtain mortgages. Would-be homebuyers face a number of finan-
cial stresses, including lower incomes, weakened credit scores, and 
depleted savings. At the same time, lenders have returned to more 
traditional underwriting standards for debt-to-income ratios and 
downpayments. Recent buyers are thus limited to households with 

high enough wealth and income to qualify for loans or pay cash. 
Indeed, nearly 3 in 10 sales last year were cash purchases. 

While highly qualified first-time homebuyers were thus able to 
take advantage of lower house prices and interest rates, afford-
ability also improved for owners able to refinance last year. 
Borrowers refinanced their loans not only to reduce their pay-
ments, but also to shorten loan durations. Of loans transacted 
through Freddie Mac, some 31 percent of 30-year fixed-rate 
mortgages, plus 63 percent of 20-year fixed-rate loans, were 
refinanced with shorter terms. 

According to the 2009 American Housing Survey, however, 
many cost-burdened homeowners who would have benefited 
most from refinancing were unable to do so. In particular, own-
ers in the bottom income quartile were only half as likely as 
owners in the top quartile to refinance to lower interest rates 
(Figure 21). The barriers to refinancing are substantial: unem-
ployed homeowners cannot meet required payment-to-income 
ratios, while those with underwater mortgages lack the equity 
to meet required debt-to-value ratios. 

The Obama Administration’s Home Affordable Refinance 
Program (HARP), which has just been extended through June 
30, 2012, provides underwater homeowners with loans owned 
or guaranteed by the GSEs some help with this challenge. 
Borrowers can refinance up to 125 percent of the home value 
if they have sufficient income to support the new loan. HARP 
also enables owners whose homes have lost value to refinance 
without having to pay mortgage insurance even if their equity is 
less than 20 percent. GSE programs offer additional loan modi-
fication options for distressed borrowers ineligible for HAMP. 

●  Current Ratio          ●  1980–2000 Average     

Source: JCHS tabulations of National Association of Realtors®, Existing Home Sales Prices; and Moody’s Economy.com, Median Household Income.
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THE STATE OF MORTGAGE LENDING 
The government footprint in the mortgage market was larger 
than ever in 2010. Inside Mortgage Finance reports that Freddie 
Mac, Fannie Mae, and FHA owned or guaranteed approximate-
ly 90 percent of single-family mortgage originations last year. 
Nevertheless, private lending activity without the benefit of a 
federal backstop has begun to pick up slightly, primarily in the 
form of jumbo prime loans that exceed the conforming limit. 
Extension of the temporary increase in the conforming loan 
limit (from $417,000 to $625,500, and up to $729,750 in high-
cost areas) until October 2011 will, however, keep the govern-
ment in a dominant role until at least that time.

With Fannie, Freddie, and FHA cutting back on higher-risk 
loans, borrowers with low credit scores have found it increas-
ingly difficult to obtain financing. The share of home-purchase 
mortgages originated to persons with credit scores below 600 
thus dropped from 9.0 percent in 2006 to just 0.5 percent in 
2010, while the share originated to persons with scores of 740 
or higher increased from about 34 percent to about 44 percent. 
Even among FHA loans, both the volume and share of low-
credit score borrowers fell in 2010 after a surge in 2008–9. 

While FHA has filled an important need by lending to those 
with less cash and weaker credit histories, the cost of this 
credit has been increasing. After raising its mortgage insur-
ance premiums in 2008 to shore up its insurance fund, FHA 
boosted the price of its loans again in 2010. In addition to a 
one-time, up-front premium of 1 percent of the loan, FHA 
charges an annual insurance premium of 1.10–1.15 percent of 
the mortgage balance, effectively raising borrowers’ interest 
rates by that amount. 

THE OUTLOOK 
Many unknowns cloud the outlook for homeownership. How 
the foreclosure crisis will wind down is a major issue since it 
will determine the extent to which millions of distressed own-
ers are forced to forgo homeownership. The longer-term ques-
tion is whether these households will buy homes in the future 
and, if so, how long it will take them to do so. Also unclear is 
the impact of recent market conditions on younger household-
ers and older renters, who may be less inclined to move into 
homeownership now that the risks are painfully obvious and 
financing is harder to come by. Nevertheless, renter attitudes 
about the financial benefits of homeownership improved in 
the first quarter of 2011, suggesting that concerns about the 
investment risks of owning may be easing.

While the shifting age distribution of the US population 
favors growth in homeownership, market conditions could 
continue to hold down homeownership rates just as they 
have for the past five years. JCHS projections suggest, howev-
er, that if homeownership rates for each five-year age group 
remain at 2010 levels, the number of homeowners should 
increase by 8.2 million in 2010–20. And even if homeowner-
ship rates fall substantially, overall household growth should 
restore growth in the number of homeowners over the com-
ing decade.  

Upcoming changes in the mortgage market will determine 
what, if any, role the federal government will play in guaran-
teeing loans and what restrictions are made on mortgage prod-
ucts and the way they are funded. These changes will affect the 
cost and availability of different types of mortgages for various 
segments of US society. While the financial crisis has made it 
abundantly clear that greater oversight of the mortgage market 
is necessary, the benefits of controlling risk must be balanced 
against the costs of closing the door to homeownership for 
those who, under the right conditions, would greatly benefit 
from this opportunity. 

Source: JCHS tabulations of US Census Bureau, 2009 American Housing Survey, using JCHS-adjusted weights.

Household Income Quartile

40

30

20

10

0
Upper MiddleBottom Lower Middle Top

High-Income Homeowners Were More than 
Twice as Likely as Low-Income Households 
to Refinance in 2008–9 
Share of Non-Mover Households with Mortgages that Refinanced
(Percent)

 

FIGURE 21



THE STATE OF THE NATION’S HOUSING 201122

RESURGENCE OF RENTAL DEMAND
While the homeowner market remains mired in foreclosures and 
weak demand, rental market conditions have improved. Indeed, 
renter household growth has outpaced owner household growth 
for four consecutive years. From 2006 to 2010, the number of 
renter households jumped by 692,000 annually on average, to 
37 million, while the number of owner households fell on net by 
201,000 annually. This is a complete reversal from the preceding 
decade and a half, when homeowners drove the vast majority of 
household growth and the number of renters stagnated.  

Two trends underlie this shift: the rising number of renters who 
have deferred homebuying, and the rising number of owners who 
have switched back to renting. In the past few years, an unusu-
ally large share of typical first-time buyers—married couples 
and younger households—have remained renters. Indeed, while 
the number of households aged 25–34 increased by 1 percent 
from 2007 to 2009, the number of households in this age group 
that bought their first homes fell 14 percent during this period. 
The number of first-time homebuyers in the 35–44 year-old age 
group fell even more sharply, down 21 percent. The trend among 
married couples is similar, with a 19 percent drop in first-time 
homebuyers despite no change in their overall numbers.  

With home values still falling in many markets, even would-be 
homebuyers appear to be waiting on the sidelines until they 
are convinced that prices have bottomed out. But the improv-
ing economy and affordable home prices may be leading more 
renters to think about buying. The latest Fannie Mae National 
Housing Survey indicates that the percentage of renters saying 
they will probably continue to rent the next time they move 
declined to 54 percent in the first quarter of 2011, down from a 
peak of 59 percent in June 2010. 

Meanwhile, recession-induced income and job losses have 
forced many former homeowners to turn to renting. According 
to First American CoreLogic, owners lost some 3.5 million 
homes to foreclosure from 2008 through 2010. Taking into 
account that some share of these properties were investor-
owned, these foreclosures have displaced millions of renters as 
well. And although the number of delinquent loans is finally 
ebbing, the volume of foreclosures and short sales continues to 

The rental market has gained 

strength over the past year, 

bringing good news to investors. 

Demand has picked up sharply, 

vacancy rates have started to 

retreat, and rents are turning 

up. With new construction still 

depressed, markets are likely to 
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rise as lenders work through a huge backlog of troubled loans. 
Thus, many more owners will become renters in the coming 
years—and will remain so for some time as they build savings 
and reestablish their credit ratings. 

STABILIZING VACANCIES AND RENTS
After peaking at 10.6 percent in 2009, the national rental 
vacancy rate edged down to 10.2 percent in 2010. The absorp-
tion of excess units appears to be gaining momentum, however, 
with the overall rate ending the year at 9.4 percent—the lowest 
quarterly posting since early 2003. The drop in vacancies was 
concentrated in multifamily buildings, while rates for single-
family rentals have held steady since 2005. 

Early findings from the 2010 Decennial Census, which provides 
the most comprehensive count of units and households, suggest 
that vacancy rates may have been even lower last year than 
these estimates indicate. Nevertheless, the Housing Vacancy 
Survey shows that rental vacancy rates vary widely across 
metropolitan areas, ranging from 4.2 percent in Portland to 19.0 
percent in Orlando. Among the metros with the lowest rates 

are historically tight rental markets such as Boston, New York, 
and Los Angeles, where vacancies have been elevated for the 
past two years but still remain 3–5 percentage points below the 
national rate. 

At the other extreme, vacancy rates are still at record highs in 
many areas hard hit by both the recession and foreclosures, 
where many for-sale homes were shifted to the rental market. 
At the height of the housing boom in 2006, rental vacancy rates 
in several overheated markets (including Riverside, Tampa, 
and Las Vegas, along with Phoenix and Orlando) had dipped 
below the 9.7 percent national average. Since then, though, 
rates have soared to decade highs. But even in metros such 
as Memphis that largely avoided housing price bubbles, rates 
doubled from 2006 to 2009. In these markets, faltering local 
economies and high unemployment forced more doubling up 
with friends and family. 

Rents, however, appear to be on the rise. After flattening in 
2009, nominal rents began to increase in the second half of 
2010. According to Axiometrics, rent concessions (free or dis-
counted rent incorporated into the lease term) also dropped 

●  Decline (Up to 5.0%)

●  Less than 2% Increase

●  2–5% Increase

●  Greater than 5% Increase (Up to 9.6%)

Notes: Rent change is for average effective rents measured from the fourth quarter 
to the fourth quarter. Estimates are based on a sample of investment-grade properties.
Source: JCHS tabulations of MPF Research data.

Rental Markets Are Tightening in Most of the Largest Metros
Change in Nominal Rents, 2009-10 (Percent)

FIGURE 22

Nominal Change in Rents, 2009-10
Decline (Up to 5.0%)

Less than 2% Increase

Greater than 5% Increase (Up to 9.6%)

2-5% Increase



THE STATE OF THE NATION’S HOUSING 201124

from 7.6 percent to 5.2 percent of asking rents over the course 
of last year. Similarly, MPF Research found that nominal rents 
for professionally managed properties with five or more units 
(adjusted for concessions) were up 2.3 percent from the fourth 
quarter of 2009 to the fourth quarter of 2010, outpacing overall 
price inflation and partially offsetting the 4.1 percent drop in 
the previous year.  

While the overall trend in rents is positive, increases vary across 
the country (Figure 22). The largest gains are again in metropolitan 
areas with some of the highest rents and lowest vacancy rates. 
In traditionally tight markets such as New York, San Jose, and 
Washington, DC, nominal rents climbed by more than 5 percent 
in 2010. In contrast, the average increase was just 1.7 percent in 
the West and 2.5 percent in the South. These regions are home to 
the only 3 metro markets (of the 64 tracked) where average rents 
actually fell last year: Las Vegas, Fort Myers, and Tucson.

ADDITIONS TO THE RENTAL SUPPLY
Despite the recent growth in rental demand, new multifamily 
production has lagged. According to the Census of Construction, 
completions of rental units in multifamily structures (with two or 
more units) dipped to their lowest level in 17 years, totaling just 
124,000 in 2010 after averaging 224,000 per year from 2000 to 2008.

But not all rental housing is in multifamily structures. In fact, 
single-family homes make up a significant—and growing—
share of the stock. Switching of single-family units from the 
for-sale inventory to the rental stock not only provides needed 

housing for renters, but has also helped to stabilize the home-
owner market by reducing the excess vacant supply. Between 
2005 and 2009, the net addition of 1.7 million households lifted 
the single-family share of occupied rentals from 31.0 percent to 
33.7 percent. Moreover, about 22.6 percent of the 2009 single-
family rental stock had been owner units just two years earlier. 

Overall, the shift of units from the owner to the rental market 
has more than offset the slump in new construction, explaining 
why vacancy rates rose despite the falloff in production and the 
significant influx of renters. Additions to the rental stock from 
existing owner units have soared since 2005, exceeding 1.8 mil-
lion from 2007 to 2009 and far outpacing the number contrib-
uted by new construction (Figure 23).

Although multifamily rental completions declined in 2010, pro-
duction may be about to revive. After bottoming out in 2009 at 
just 92,000 units, a low not seen since World War II, multifamily 
rental starts picked up slightly to 101,000 units in 2010. While 
a promising upturn, last year’s starts were less than half the 
232,000 units averaged each year in 2000–8, and even further 
below levels in the 1980s and 1990s. 

The recovery in multifamily production is already spreading to 
a broad range of metros. In fact, markets in some of the states 
hardest hit by the foreclosure crisis posted some of the largest 
increases in multifamily permits in 2010, including San Jose, 
Los Angeles, and Miami. Other metros that saw a large jump in 
permits were Seattle and Chicago. 

MULTIFAMILY MORTGAGE MARKETS
Multifamily lending surged from 1998 to 2008, nearly doubling 
in volume from $430 billion to $830 billion in real terms. By 
2009, though, lending activity slowed to a trickle as delin-
quency and foreclosure rates soared and credit markets tight-
ened. Performance has been particularly dismal for loans held 
in commercial mortgage backed securities (CMBS), where the 
share of delinquent or foreclosed loans doubled from about 
7 percent in 2009 to 14 percent in 2010. In stark contrast, the 
share of troubled multifamily rental loans is 5 percent for 
banks and thrifts, and just 1 percent or less for Fannie Mae, 
Freddie Mac, and FHA. 

The climb in multifamily loan delinquencies has led to strict-
er underwriting standards, especially among private lenders. 
According to the Federal Reserve survey of senior loan officers, 
standards for multifamily and commercial real estate loans 
started to tighten in 2005 as mortgage markets began to implode. 
By 2008, 88 percent of respondents on net reported more strin-
gent standards. This share fell back to zero in January 2011, 
indicating that lenders were no longer tightening (although not 
necessarily loosening) their underwriting criteria. 

With private lenders restricting the flow of credit, the GSEs 
and FHA have accounted for nearly all of the growth in 

Note: New rental completions include both single-family and multifamily units.
Source: JCHS tabulations of US Census Bureau, Census of Construction and American Housing Surveys.
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multifamily lending since 2008. From the fourth quarter of 
2007 to the fourth quarter of 2010, their share of outstanding 
multifamily debt was up 30 percent. In fact, the multifamily 
loan volume for the GSEs more than doubled over the past 
decade, making them the largest lender in the market (Figure 
24). FHA also expanded its multifamily lending substantially, 
bringing the total volume to nearly $11 billion in 2010 and 
accounting for nearly 25 percent of the market last year. 
With this increase, the number of rental units financed with 
FHA support tripled from about 49,000 in 2008 to more than 
150,000 in 2010.

The GSEs, however, cannot guarantee construction loans and 
have therefore been unable to prop up lending in this market 
segment. The limited availability of funding for acquisition, 
development, and construction (ADC) financing may slow the 
development of rental housing as demand picks up. The credit 
crunch has been particularly tough for smaller builders, who 
generally have more difficulty securing ADC financing because 
they rely primarily on local banks for loans. Large commercial 
builders, in contrast, can access credit from capital markets. 
According to a National Association of Homebuilders (NAHB) 
survey conducted in the fourth quarter of 2010, 52 percent of 
smaller builders (with less than $1 million in revenues) had 
put multifamily rental projects on hold until the financing 
climate improves, compared with 35 percent of larger builders 
(with more than $5 million in revenues). 

Nonetheless, fewer firms are now delaying new multifamily con-
struction projects. From the third quarter of 2009 to the fourth 
quarter of 2010, the overall share of respondents putting projects 
on hold fell from 57 percent to 43 percent. FHA may be helping 
to support this rebound, having raised its multifamily lending for 
new construction and substantial rehabilitation nearly four-fold, 
from $1.0 billion to $3.8 billion, between fiscal years 2008 and 2010. 

With vacancy rates falling and rents increasing by late 2010, 
cash flow and property values are improving for the first 
time in years. The National Council of Real Estate Investment 
Fiduciaries (NCREIF) reports that net operating income for 
apartments rose 8.7 percent from the fourth quarter of 2009 
to the fourth quarter of 2010. And Moody’s/REAL commercial 
property price index indicates that, although still 27.6 percent 
below their 2007 peak, apartment prices jumped 19.7 percent 
from the trough in the third quarter of 2009 to the fourth quar-
ter of 2010. With this turnaround, multifamily delinquencies 
and foreclosures may recede and owners may find it easier 
to refinance or extend their loans. Although the multifam-
ily mortgage market is still weighed down by thousands of 
distressed loans, burgeoning demand for rentals should bring 
better credit conditions for developers.

EROSION OF THE AFFORDABLE SUPPLY
New construction helps to keep the rental supply at sus-
tainable levels not only by meeting the needs of additional 
households, but also by replacing losses from the aging 
stock. However, newly constructed units are usually more 
expensive than existing ones, which drives up the average 
overall cost of rental housing. In 2009, construction and 
land costs for units in new multifamily structures averaged 
about $110,000, and the median asking rent was $1,067. To be 
affordable to the median renter in 2009 (at the 30-percent-of-
income standard), however, the rent would have to be much 
lower at $775 or less.

At the same time, many lowest-cost rentals are being permanently 
lost from the stock, largely because the rents they earn cannot 
cover the costs of adequate maintenance. In fact, the American 
Housing Survey indicates that despite the net addition of 2.6 mil-
lion rentals, the number of units with rents of $400 or less in 2009 
inflation-adjusted dollars fell from 6.2 million in 1999 to 5.6 million 
in 2009. Many of the losses were due to demolition and other forms 
of permanent removal. By 2009, nearly 12 percent of the low-cost 
rentals that existed in 1999 had been lost—twice the share for 
units renting for $400–799, and four times the share of units rent-
ing for $800 or more (Figure 25). Many of the low-cost rental units 
that remain are in older, more at-risk buildings.  

The growing number of low-income renters adds to the pres-
sure on the affordable stock. Between 2003 and 2009, the 
number of renters with very low incomes (below 50 percent 
of area medians) jumped from 16.3 million to 18.0 million. 
Meanwhile, the number of housing units that were afford-

Notes: Holdings are in the form of either multifamily mortgages or securities on loans in mortgage 
pools. CMBS includes all holdings in privately issued asset-backed securities. All other holders 
include nonfinancial corporate businesses, nonfarm noncorporate business, private pension funds, 
insurance companies, finance companies, state and local governments, and REITs. Dollar values are 
adjusted for inflation by the CPI-U for All Items.
Source: JCHS tabulations of Federal Reserve, Flow of Funds.
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able to households at that income level, in adequate condi-
tion, and not occupied by higher-income renters fell from 
12.0 million to 11.6 million. The affordable housing shortage 
for this group thus widened sharply from 4.3 million to 6.4 
million units. 

The shortage of affordable rentals was even more acute for 
extremely low-income renters (earning less than 30 percent of 
area medians). In 2003, there was one affordable, available, and 
adequate unit for every 2.5 extremely low-income renters. By 
2009, one unit existed for every 2.9 such renters. As the rental 
market continues to tighten and the competition for low-cost 
housing intensifies, the gap between the demand for and supply 
of affordable rentals will only increase.  

THE OUTLOOK 
As the economic recovery takes hold, rental demand is likely 
to remain strong thanks to the aging of the echo-boom gen-
eration into young adulthood—the years when they are most 
likely to form independent households. The recession has 
apparently led many young adults to delay living on their 
own, given that the percentage of households with additional 
adults (persons age 18 and older other than the household 
head and spouse) was up 0.9 percentage point in 2008–9. 
This translates to 1.1 million households, which may even 
underestimate the extent of doubling up because surveys 
may miss transient residents. As job growth picks up, more 
of those under age 30 should head out on their own and add 
to rental demand.  

Although the baby boomers will not contribute much to overall 
rental demand, they will change the age composition of the 
renter population. With substantial growth in the number of 
elderly renters, demand for housing that meets their needs—
including subsidized rentals—will increase accordingly.

Future immigration trends will also affect growth in rental 
households. Immigrants tend to be young adults, and foreign-
born households of all ages are more likely than native-born 
households to rent. After slowing during the 2000s for the first 
time in more than 30 years, immigration will likely rebound 
once the economy picks up steam. Stricter government controls 
may, however, keep future inflows below pre-recession levels.  

Attitudes about homeownership are another unknown. The 
ongoing weakness in house prices appears to be making rent-
ers wary about buying. In addition, a multitude of other fac-
tors—including impaired credit from the foreclosure crisis and 
deep recession, stricter mortgage underwriting standards, and 
continued uncertainty about the direction of the economy—
make renting a more common choice. Nevertheless, with 
home price declines and low interest rates pushing affordabil-
ity indexes to record levels, homebuying activity could siphon 
off some rental demand. 

Note: All dollar values are 2009 dollars, adjusted for inflation by the CPI-U for All Items.
Source: JCHS tabulations of US Census Bureau, 1999 and 2009 American Housing Surveys.
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CONTINUING AFFORDABILITY PRESSURES
Even though nominal rents flattened temporarily and house prices 
tumbled as the housing boom ended, the share of households 
struggling to afford housing rose over the past decade. At last mea-
sure in 2009, well over one-third of US households paid more than 
30 percent of their incomes for housing, which is a traditional stan-
dard of affordability. At the same time, 17.1 percent of American 
households—an unprecedented 19.4 million—spent more than 
half their incomes on housing. In 2009 alone, the number of these 
severely cost-burdened households climbed by 725,000, a larger-
than-average jump in a decade marked by sizable increases. 

Some 9.3 million owners and 10.1 million renters face severe 
housing cost burdens (Table A-4). With their generally lower 
incomes, renters are more than twice as likely as owners to pay 
more than half their incomes for housing, but shares of both 
groups rose substantially between 2001 and 2009. The share 
of severely burdened owners climbed from 9.3 percent to 12.4 
percent over the decade, while the share of severely burdened 
renters increased from 20.7 percent to 26.1 percent. 

Today’s affordability problems reflect the long-term rise in 
housing costs and the ongoing weakness in income growth in 
the bottom half of the distribution. This trend grew more pro-
nounced in 2000–9 when real median income for households 
in the bottom income quartile fell 7.1 percent while real rents 
increased 8.9 percent. As a result, the gap between the supply 
of and demand for affordable homes widened. In 1999, 8.5 mil-
lion extremely low-income renter households (with income less 
than 30 percent of area medians) competed for 3.6 million units 
that were affordable at that income cutoff and that were not 
occupied by higher-income renters. By 2009, the mismatch had 
grown to 10.4 million extremely low-income renter households 
and just 3.7 million affordable and available units (Figure 26). 

While lowest-income households are most likely to have severe 
housing cost burdens, the problem has moved up the income 
scale. Among households with real incomes under $15,000, 66.4 
percent were severely burdened in 2009—an increase of 4.8 per-
centage points from 2001. But shares among households with 
incomes in the $15,000–30,000 range were also up 6.6 percent-
age points over the decade, to 27.7 percent. Households with 
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incomes of $30,000–45,000 saw a 4.2 percentage point increase, 
bringing the severely cost-burdened share to 11.5 percent. 
Moreover, the share of households with incomes of $45,000–
60,000 (roughly three to four times the full-time minimum wage 
equivalent) nearly doubled to 6.4 percent.

Households with multiple earners are less likely to be cost bur-
dened and more able to weather spells of unemployment than 
households with just a single worker (Figure 27). In 2008–9, how-
ever, the recession not only reduced the number of working-age 
households with two or more earners by nearly 2.0 million, but 
also lifted the number of households with one or no employed 
workers by the same amount. 

HOUSING BURDENS OF FAMILIES WITH CHILDREN
Household characteristics also affect the likelihood of having 
severe housing cost burdens. Low-income families with children 
have an especially difficult time finding affordable units, with 
nearly two-thirds paying more than half their incomes for hous-
ing in 2009 (Table A-5). The number of children living in such 
households stood at 9.2 million that year, up 12.2 percent from 
before the financial crisis in 2007 and fully 35.1 percent from 
2001. With so many families struggling to make ends meet, it is 
no surprise that the number of families using homeless shelters 
is also on the rise. Although the incidence of chronic homeless-
ness fell, the number of families with children that used home-

less shelters at least once increased by about 30 percent from 
2007 to 2009, to more than 170,000.

Families with severe housing cost burdens have little to spend 
on other necessities. After devoting more than half their month-
ly outlays to rent, families with children in the bottom expen-
diture quartile on average had only $593 left to cover all other 
expenses. Compared with similar families living in affordable 
housing, these households spent $160 less on food each month, 
$28 less on healthcare, $152 less on transportation, and $51 less 
on retirement savings. In 2010, their total monthly expenditures 
included just $290 for food, $15 for healthcare, $71 for transpor-
tation, and $59 for retirement savings.

HELPING HOUSEHOLDS AT RISK
Federal housing assistance programs provide critical support to 
millions of America’s poorest and most vulnerable households. 
At roughly $7,000 per year, the average HUD rent subsidy is a 
significant benefit for some 5 million households. Other federal 
assistance programs help up to 2 million more struggling house-
holds. The Center for Budget and Policy Priorities estimates that 
counting housing assistance as income would have lifted 1.5 
million persons above the poverty level in 2009. 

But rent subsidies are not an entitlement and they reach only 
about one in four of the households that are eligible. And as the 

Notes: Extremely low-income households have incomes at or below 30 percent of HUD-adjusted area median family incomes. Affordable rental units have housing costs no more than 30 percent of monthly household income 
at the extremely low-income threshold.
Sources: US Department of Housing and Urban Development, Worst Case Housing Needs 2009; JCHS tabulations of US Census Bureau, 2003 and 2009 American Housing Surveys, using JCHS-adjusted weights.
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number of low-income renters has grown over the past decade, 
federal support for assisted housing has failed to keep pace. 
Indeed, the number of assisted renters increased by 228,000 
a year on average during the 1970s, but additions slowed to 
121,000 annually in the 1990s and then to just 74,000 per year 
in the 2000s.  

Prospects for expanding rental assistance programs are dim. 
With rents on the rise, the costs of serving the 2.1 million 
households that hold housing vouchers (which make up 
the difference between 30 percent of incomes and fair mar-
ket rents) are climbing. At the same time, the Low Income 
Housing Tax Credit program, the nation’s principal program 
for building new and preserving existing affordable rentals, 
added fewer units after the financial crisis because of weak-
ened demand for the credits. Public housing units are also 
being lost both to disrepair and to redevelopment with less 
than one-for-one replacement rates. Making matters worse, 
the stock of privately owned subsidized units is shrinking. 
Between owners opting out of the program and losses due to 
physical deterioration, the public and private HUD-assisted 
stock has dwindled by more than 700,000 units since the 
mid-1990s.

In an effort to do more with less, the Obama Administration 
has proposed restructuring the funding mechanism for pub-
lic housing to allow local housing agencies to leverage their 
equity and tap private debt markets. It has also proposed a 
new Choice Neighborhoods program intended to spark rede-
velopment of public housing as well as the distressed areas 
surrounding the properties. 

THE CONTINUING FORECLOSURE CRISIS
The number of homeowners that have already lost their homes 
to foreclosures or short sales is staggering. At least 7.8 million 
foreclosure proceedings have been started since the crisis took 
hold in 2007. Of these, First American CoreLogic estimates that 
3.5 million foreclosures were completed between 2008 and 2010 
alone. With more than 2.2 million loans currently in the pro-
cess, foreclosures are likely to remain near record levels in 2011. 

Foreclosures have been concentrated in relatively few areas. 
Indeed, nearly half of foreclosure auctions in 2010 were located 
in just 10 percent of the nation’s 65,000 census tracts. Not sur-
prisingly, the majority of highly distressed neighborhoods, where 
at least one in ten loans were foreclosed, are in the states at 
the epicenter of the crisis, including California, Florida, Arizona, 
Michigan, Georgia, and Nevada. However, the other 40 percent 
are located in states that have received less attention. For exam-
ple, Texas, Ohio, and Indiana together contained nearly 600 high-
ly distressed neighborhoods last year. Much of the damage has 
been in low-income and minority neighborhoods (Figure 28). Even 
after controlling for income, foreclosure rates in minority tracts 
are significantly higher than in white tracts. 

Reflecting patterns of racial/ethnic and income segregation, 
center-city neighborhoods have also suffered high foreclosure 
rates (Table A-6). Yet in the states with the most foreclosures, 
rates in suburban areas rival those in center cities, and rates in 
predominantly white neighborhoods differ little by income.   

The flood of foreclosures has overwhelmed both the market’s 
ability to absorb the homes and lenders’ ability to manage the 

Notes: Estimates include only households with heads aged 25–64. Cost-burdened households spend more than 30 percent of pre-tax income on housing. 
Source: JCHS tabulations of US Census Bureau, 2008 and 2009 American Community Surveys.
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properties. The number of abandoned homes has thus soared 
across the country. In 2009, 7.2 million households reported at 
least one abandoned or vandalized home within 300 feet of their 
residences—an increase of 1.5 million households from 2007 and 
2.0 million from 2005. Nearly half (45.0 percent) of housing units 
with abandoned properties nearby are in center cities, 30.4 percent 
are in suburbs, and 24.0 percent are in non-metropolitan areas. 

Many communities will suffer the ill effects of the foreclo-
sure crisis for years to come. The Neighborhood Stabilization 
Program (NSP) was intended to provide resources to local 
governments to acquire foreclosed properties to mitigate 
the blight caused by widespread abandonment and dis-
investment. But with only $7 billion in funding, the scale 
of the program pales in comparison with the challenges. 
First American CoreLogic data show that the foreclosure 
rate in roughly 2,500 neighborhoods exceeded 10 percent in 
2010, totaling 176,000 homes. Given the program’s focus on 
acquiring and rehabilitating foreclosed properties, its level 
of funding cannot support many transactions even in the 
worst-affected neighborhoods.  

HOUSING, ENERGY, AND SUSTAINABILITY
Residential energy use generates about 18 percent of human-
made greenhouse gas emissions in the United States, and 
automotive travel contributes another 18 percent. Making 
both housing units and residential development patterns more 

energy efficient could therefore produce substantial reduc-
tions of pollution, in addition to huge savings of time, energy, 
and money for householders into the future. 

New housing already has a much lower carbon footprint than 
older units, and technological advances in building materials, 
insulation, heating and cooling systems, and local electric-
ity generation should reduce the footprint even further. The 
federal government estimates that energy-efficient retrofits to 
existing homes could lower energy use by up to 40 percent per 
unit, cutting annual greenhouse gas emissions by as much as 
160 million metric tons by 2020. And even if pre-2000 homes 
are just brought up to the same efficiency level per square foot 
as post-2000 homes in their regions, overall residential energy 
consumption would fall by 22.5 percent.  

Improved energy efficiency would also help blunt the impact of 
rising energy costs on housing affordability. Among low-income 
households in particular, utilities account for a significant share 
of overall housing outlays. Indeed, utility costs for renter house-
holds in the bottom income quintile (earning up to $19,300) 
amount to more than a quarter of total housing costs and nearly 
a fifth of household income (Figure 29).

Even though energy prices are headed up, homeowners and 
landlords alike have been slow to implement efficiency mea-
sures because of  high upfront costs and long, uncertain pay-
backs. The fact that the social costs of greenhouse gas emis-

●  Low Income          ●  Middle Income          ●  High Income

Notes: Foreclosure rates are completed 2010 foreclosure auctions as a share of December 2009 first-lien mortgages, using a measure of mortgages that covers approximately 85% of all loans, and are averages of tract rates for each 
neighborhood type. High-foreclosure states are the six states—Nevada, Arizona, Michigan, Georgia, Florida, and California—with the highest cumulative foreclosures in 2008–10 as a share of December 2008 mortgages. White/mixed/minority 
neighborhoods are census tracts with less than 10%/10–50%/more than 50% minority population share. Low-/middle-/high-income neighborhoods are census tracts with median household incomes less than 80%/80–120%/more than 120% of 
metro area or balance of state median income. Zip code loan and foreclosure data are allocated to census tracts using housing-unit weights.
Sources: JCHS tabulations of First American CoreLogic, Market Trends and LoanPerformance Servicing data; US Census Bureau, 2005–9 American Community Survey; US Department of Housing and Urban Development, USPS Zip Code 
Crosswalk Files; and Missouri Census Data Center, MABLE/Geocorr2K Geographic Correspondence Engine.
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sions are much higher than the individual costs suggests that 
federal policy changes may be necessary to stimulate energy-
efficient investments. Tax credits have in fact proven quite 
effective in this respect. At last measure in 2007, some 4.3 mil-
lion households took advantage of the federal residential energy 
efficiency tax credit. The American Reinvestment and Recovery 
Act expanded and extended the program in 2009 and 2010, but 
the Obama Administration then reduced the credits back to 
their original size for 2011.

Changes in residential development patterns could also cut 
energy consumption sharply. A National Research Council 
(NRC) study found that doubling the density of three-quarters 
of new and replacement housing starting in 2000 would 
gradually reduce greenhouse gas emissions by as much as 
11 percent by 2050 compared with current trends. The Urban 

Land Institute projected savings of up to 16 percent over the 
same period. 

Achieving aggressive improvements in residential density 
depends on a balance of forces. On the one hand, rising energy 
prices and public policy changes such as carbon taxes and 
stronger state or regional growth management could shift more 
construction to infill development. On the other hand, land use 
policies of jurisdictions at the urban fringe, where most residen-
tial construction occurs, continue to favor single-family homes 
on large lots. Consumer preferences for low-density living 
appear to be another important factor. But preferences are not 
immutable and could well evolve in response to higher energy 
prices and to changes in the range of housing options available. 
Proposed elimination of the mortgage interest deduction and 
of government guarantees in the mortgage market may also 
reduce the financial incentives to buy larger homes in lower-
density areas.

THE OUTLOOK
With job growth picking up fairly steadily since the summer 
of 2010, the economic recovery may finally be taking hold. 
Putting people back to work is a key step in restoring house-
hold incomes and slowing the spread of housing cost burdens. 
Nevertheless, income gains have lagged housing costs for 
decades for an increasing share of renter households, and 
affordability pressures are making their way up the income 
scale. Rising demand is already pushing rents higher while 
stubbornly high unemployment is keeping the lid on wage 
increases. If these trends continue, affordability problems will 
worsen as the economy recovers.

Despite the growing need for rental assistance, the current bud-
getary climate makes increased federal support unlikely. In fact, 
the opening rounds of the debate over the federal deficit make 
it clear that domestic programs will undergo significant cuts. 

While still under the shadow of the foreclosure crisis, the 
housing market may be starting—however slowly—to turn 
the corner. The number and share of loans more than 90 
days delinquent but not in foreclosure are finally falling. 
The impact of the crisis will nonetheless linger as millions 
of loans work their way through the protracted foreclosure 
process. This will not only blunt the housing recovery, but 
also reinforce the downward spiral of communities where 
foreclosures are concentrated.

Notes: Income quintiles are equal fifths of all households sorted by pre-tax income. Total housing 
costs include contract rent and tenant-paid utilities. Shares shown are the median ratios for each 
quintile. Analysis includes only households that pay for utilities separately from rent.
Sources: JCHS tabulations of US Census Bureau, 2009 American Housing Survey.

Utility Costs as a Share of:

●  Total Housing Costs          ●  Household Income

Household Income Quintile

30

25

20

15

10

5

0
Lower 
Middle

TopBottom Upper 
Middle

Middle

Utilities Account for a Disproportionately 
Large Share of Income and Housing Costs 
for Low-Income Renters
Percent

 

FIGURE 29




