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Introduction
“The likelihood that

ayoung hous_ehOId Previous editions of Fannie Mae Housing Insights have documented
occupies a smgle- the distinctive housing consumption patterns of today’s young adults,
family home today is including their reduced rates of household formation and

homeownership'. Another important dimension of housing

no different than it was consumption is the type of structure occupied?. A growing body of

in 2000, prior to the research challenges popular perception by showing that today’s young
housing boom and adults, like their predecessors, have a strong preference for single-
bust.” family homes3. This edition of Housing Insights extends the existing

research by examining the rates at which young households occupy

single-family homes across the rental, owner-occupied, and recent
homebuyer markets and by comparing the structure-type choices of young households today with those of
young adults prior to the housing crash®.

The analysis reveals that householders aged 25-34 were less likely to occupy a single-family home in 2013
than in 2006, at the peak of the last housing cycle. However, the likelihood that a young household occupies a
single-family home today is no different than it was in 2000, prior to the housing boom and bust. Moreover,
when structure-type occupancy rates are disaggregated by housing tenure (renting vs. owner occupancy), 25-
34 year-old homeowners are found to be more likely to reside in a single-family home today than their
predecessors, and young renters today are roughly as likely to occupy a single-family home as the preceding
generation. Furthermore, 90 percent of 25-34 year-olds who purchased a home between 2012 and 2013 chose
a single-family residence, surpassing the rate at which young adults bought single-family homes at the peak of
the housing boom in 2005 and 2006.

The housing-type choices of today’s young adults are important because the Millennial generation is very
large® and because Millennials are coming of age while the residential sector is still recovering from the
housing bust. Millennials’ decisions about when to form new households, whether to buy or rent, and what type
of housing to occupy will help to determine residential construction levels, home sales volumes, and the
distribution of construction and lending activity across the multifamily and single-family markets.

Most Young Adults Choose Single-Family Homes, With Detached Units Growing
in Popularity in Both the Rental and Owner-Occupied Markets

Single-family homes account for 90 percent of the nation’s owner-occupied housing stock®, and therefore it
should come as no surprise that this housing type is chosen by the large majority of young homeowners (see
Exhibit 1, third cluster of bars). What might be unexpected, however, is that the share of young homeowners
who occupy single-family housing is increasing. The proportion of 25-34 year-old homeowners who resided in
a single-family home in 2013 was 1.5 percentage points greater than in 2006 and 4.4 percentage points more
than in 20007.

Within the single-family category, detached homes dominate, accounting for nearly 80 percent of all owner-
occupied units with young householders. As shown by the dark blue bars of Exhibit 1, detached homes have
driven the recent increase in single-family share among young homeowners.



Exhibit 1. Regardless of Housing Tenure, Young Adults Are Likely to Occupy Single-Family Homes
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Source: U.S. Census Bureau, 2006 and 2013 American Community Survey 1-Year Estimates and 2000 Census.

While it might not be surprising that most young homeowners choose single-family homes, it is less well
recognized that most young renters also select this housing type (see the middle cluster of bars in Exhibit 1). In
2013, 52.4 percent of 25-34 year-old renters occupied a single-family home, compared to only 43.4 percent
residing in multifamily apartments. The proportion of young renters occupying single-family homes in 2013 was
not significantly different than in 2006, but was significantly greater than in 2000. Detached units now account
for more than one quarter of all rentals occupied by young adults, an increase of nearly five percentage points
since 2000.

Although the shares of young adults living in single-family homes was stable or increasing in both the rental
and owner-occupied markets between 2006 and 2013, the proportion of all 25-34 year-old households residing
in single-family homes actually fell by more than two percentage points during this period (see left cluster of
bars in Exhibit 1). This counterintuitive result is explained by the declining homeownership rate of young
households and by the fact that structure type is strongly associated with tenure. Between 2006 and 2013, the
homeownership rate of 25-34 year-olds fell by nine percentage points, with the number of homeowners in this
age category declining by nearly two million and the number of renters of this age increasing by more than one
million8. Given that a much larger proportion of renters than homeowners reside in multifamily housing, the
recent shift toward renting explains the decline in single-family occupancy among all young households.
Despite the post-bust decline in the share of 25-34 year-old households residing in single-family homes, the
proportion of young adults in this housing type is no different today than it was in 2000.



Young Homebuyers Overwhelmingly Choose Single-Family Homes

Millennials have become an increasingly important source of demand in the home sales market. Recent
studies indicate not only that Millennials have become the dominant demographic in the sales market®, but
they also find that the large majority of Millennials are purchasing single-family homes™©.

Data on owner-occupants who have moved into their homes recently demonstrate that young adults strongly
prefer single-family homes''. But these data also show that young households are even more likely to
purchase single-family homes today than prior to the housing bust. The proportion of recent homebuyers aged
25-34 who resided in single-family homes in 2013 was 2.3 percentage points greater than in 2006 and five
percentage points greater than in 2000 (see the “ALL INCOMES?” cluster of bars at the far right of Exhibit 2).

One possible explanation for the rising popularity of single-family homes after the housing bust is that tightened
credit standards might have shifted the distribution of homebuyers toward more affluent households. Given that
housing consumption increases with income, it might then follow that single-family homes, which are typically
larger than other housing types, would capture an increased share of purchases among all young adults.
However, as indicated by Exhibit 2, the proportion of young homebuyers who purchased single-family homes
remained stable or increased between 2006 and 2013 regardless of income*?. The proportion of recent
homebuyers who purchased single-family homes was greater in 2013 than in 2000 for all income groups
except the top quartile, for which rates of single-family purchases remained stable.

Exhibit 2. Young Homebuyers Are Increasingly Purchasing Single-Family Homes
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Source: U.S. Census Bureau, 2006 and 2013 American Community Survey 1-Year Estimates and 2000 Census.
Quartile cutoffs were calculated using the income distribution of recent-mover owner-occupants aged 25-34 in 2006. Quartile membership in other
years was determined by indexing the 2006 quartile cutoffs for inflation using the CP1-U-RS.



Single-Family Demand Is Down, But Not Out

A sharp rebound in multifamily construction, but only modest gains in single-family homebuilding, have
characterized the housing market recovery'3. However, the continued popularity of single-family housing
among today’s young adults should give pause to those who argue that a fundamental generational shift has
occurred in housing-type preferences. Millennials’ desire for single-family homes not only remains robust, but
should strengthen in coming years as more members of the cohort age into their thirties, prime years for first-
time homeownership. Given the massive size of the Millennial generation, this life-cycle progression should
support continued recovery in housing construction and bodes well for a stronger rebound in the single-family
sector in the second half of the decade™.

Patrick Simmons
Director, Strategic Planning
Economic & Strategic Research Group
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