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Are Household Formations on the Verge of Taking Off?

In our discussions with real estate builders and developers, we often hear about
references to trends in household formations. The prevailing sentiment seems to
be that while household formations were tempered during the downturn, they are
bound to pick back up any time now. More importantly, this belief is often cited as
justification for ramping up acquisition and development activities.

After hearing numerous contacts cite their expectations for resurgence in
household formations, we began to wonder more about the underlying trends.
Have recent household formation dynamics fundamentally shifted from the long-
run trend? Or have dynamics been stymied only temporarily before they
eventually bounce back to the longer-term trend? And what effect will this
bounceback have on housing demand?

To better understand these dynamics, we invited Andrew Paciorek, economist at
the Federal Reserve Board of Governors, to discuss with staff and leaders from
the business, civic, and not-for-profit communities his recently published working
paper on the short- and long-run trends in household formation. (You can see his
presentation on the Atlanta Fed website.)

Before jumping into the findings on trends in the data, it seems appropriate to
acknowledge that the data come from three main sources at the Census Bureau:
the Current Population Survey, the American Community Survey, and the
decennial censuses. (See the chart below from the full presentation available
here.) While each source has its strengths and weaknesses, the important
takeaway is that they all tell a different story when viewed in isolation. This gives
me some cause for concern when I think about trying to use these data alone as
support for making development decisions.

Paciorek's research aims to isolate the drivers of household formation and, once
they are better understood, use them to make an informed forecast about trends
going forward. So, jumping now to the takeaways on the drivers of household
formation, Paciorek finds that demographics (primarily aging) contribute the most
to increases in household formation over the long run. Education and income, as
well as rental costs, are also found to influence the decision to form a household.
In the short run, rental costs, employment status, and income matter the most for
decisions to form households.

REAL ESTATE RESEARCH
SEARCH

Search

RECENT POSTS

CATEGORIES

Assessing the Size and Spread of
Vulnerable Renter Households in
the Southeast
What's Being Done to Help Renters
during the Pandemic?
An Update on Forbearance Trends
Examining the Effects of COVID-19
on the Southeast Housing Market
Southeast Housing Market and
COVID-19
Update on Lot Availability and
Construction Lending
Tax Reform's Effect on Low-Income
Housing
Housing Headwinds
Where Is the Housing Sector
Headed?
Did Harvey Influence the Housing
Market?

Affordable housing goals
Credit conditions
Expansion of mortgage credit
Federal Housing Authority
Financial crisis
Foreclosure contagion
Foreclosure laws
Governmentsponsored enterprises
GSE
Homebuyer tax credit
Homeownership
House price indexes
Household formations
Housing boom
Housing crisis
Housing demand
Housing prices
Income segregation
Individual Development Account
Loan modifications
Monetary policy
Mortgage crisis
Mortgage default
Mortgage interest tax deduction
Mortgage supply
Multifamily housing
Negative equity
Positive demand shock
Positive externalities
Rental homes
Securitization
Subprime MBS
Subprime mortgages
Supply elasticity
Uncategorized
Upward mobility
Urban growth

https://www.atlantafed.org/
https://www.atlantafed.org/blogs/real-estate-research
https://www.atlantafed.org/research/economists/analysts/dill-jessica
https://www.atlantafed.org/research/economists/gerardi-kristopher
https://www.bostonfed.org/people/bank/christopher-foote.aspx
https://www.bostonfed.org/people/bank/paul-willen.aspx
https://www.atlantafed.org/research/publications/policy-hub
https://www.atlantafed.org/blogs/macroblog
https://www.atlantafed.org/disclaimers-and-terms-of-use
mailto:realestateresearch@atl.frb.org
https://www.frbatlanta.org/forms/subscribe
https://www.atlantafed.org/RSS
http://www.federalreserveonline.org/
https://www.facebook.com/dialog/feed?app_id=452156031625853&display=popup&link=https%3A%2F%2Fwww.atlantafed.org%2Fblogs%2Freal-estate-research%2F2013%2F07%2F17%2Fare-household-formations-on-the-verge-of-taking-off%3Fd%3D1%26s%3Dfb&redirect_uri=https%3A%2F%2Fwww.atlantafed.org%2Fblogs%2Freal-estate-research%2F2013%2F07%2F17%2Fare-household-formations-on-the-verge-of-taking-off%3Fd%3D1%26s%3Dfb&name=Are%20Household%20Formations%20on%20the%20Verge%20of%20Taking%20Off?&description=
https://www.facebook.com/dialog/feed?app_id=452156031625853&display=popup&link=https%3A%2F%2Fwww.atlantafed.org%2Fblogs%2Freal-estate-research%2F2013%2F07%2F17%2Fare-household-formations-on-the-verge-of-taking-off%3Fd%3D1%26s%3Dfb&redirect_uri=https%3A%2F%2Fwww.atlantafed.org%2Fblogs%2Freal-estate-research%2F2013%2F07%2F17%2Fare-household-formations-on-the-verge-of-taking-off%3Fd%3D1%26s%3Dfb&name=Are%20Household%20Formations%20on%20the%20Verge%20of%20Taking%20Off?&description=
https://twitter.com/share?url=https%3A%2F%2Fwww.atlantafed.org%2Fblogs%2Freal-estate-research%2F2013%2F07%2F17%2Fare-household-formations-on-the-verge-of-taking-off%3Fd%3D1%26s%3Dtw&text=Are%20Household%20Formations%20on%20the%20Verge%20of%20Taking%20Off?&via=AtlantaFed&hashtags=
https://twitter.com/share?url=https%3A%2F%2Fwww.atlantafed.org%2Fblogs%2Freal-estate-research%2F2013%2F07%2F17%2Fare-household-formations-on-the-verge-of-taking-off%3Fd%3D1%26s%3Dtw&text=Are%20Household%20Formations%20on%20the%20Verge%20of%20Taking%20Off?&via=AtlantaFed&hashtags=
https://www.linkedin.com/shareArticle?mini=true&url=https%3A%2F%2Fwww.atlantafed.org%2Fblogs%2Freal-estate-research%2F2013%2F07%2F17%2Fare-household-formations-on-the-verge-of-taking-off%3Fd%3D1%26s%3Dli&title=Are%20Household%20Formations%20on%20the%20Verge%20of%20Taking%20Off?&summary=As%20part%20of%20the%20nation%27s%20central%20bank,%20the%20Atlanta%20Fed%20plays%20an%20important%20role%20in%20monetary%20policy,%20bank%20supervision%20and%20regulation,%20and%20the%20operation%20of%20a%20nationwide%20payments%20system.
https://www.linkedin.com/shareArticle?mini=true&url=https%3A%2F%2Fwww.atlantafed.org%2Fblogs%2Freal-estate-research%2F2013%2F07%2F17%2Fare-household-formations-on-the-verge-of-taking-off%3Fd%3D1%26s%3Dli&title=Are%20Household%20Formations%20on%20the%20Verge%20of%20Taking%20Off?&summary=As%20part%20of%20the%20nation%27s%20central%20bank,%20the%20Atlanta%20Fed%20plays%20an%20important%20role%20in%20monetary%20policy,%20bank%20supervision%20and%20regulation,%20and%20the%20operation%20of%20a%20nationwide%20payments%20system.
http://www.federalreserve.gov/econresdata/andrew-d-paciorek.htm
http://www.frbatlanta.org/documents/news/conferences/13pre_speakerseries_householdFormations.pdf?d=1&s=blogrer
http://www.frbatlanta.org/documents/news/conferences/13pre_speakerseries_householdFormations.pdf?d=1&s=blogrer
http://www.frbatlanta.org/documents/news/conferences/13pre_speakerseries_householdFormations.pdf?d=1&s=blogrer
https://www.atlantafed.org/-/media/Images/blogs/real-estate-research/2013/07/17/are-household-formations-on-verge-of-taking-off/6a0128772011f9970c0192ac0f27da970d.gif
https://www.atlantafed.org/-/media/Images/blogs/real-estate-research/2013/07/17/are-household-formations-on-verge-of-taking-off/6a0128772011f9970c0192ac0f27da970d.gif
https://www.atlantafed.org/blogs/real-estate-research/2020/10/14/assessing-size-and-spread-of-vulnerable-renter-households-in-southeast
https://www.atlantafed.org/blogs/real-estate-research/2020/10/14/assessing-size-and-spread-of-vulnerable-renter-households-in-southeast
https://www.atlantafed.org/blogs/real-estate-research/2020/10/14/assessing-size-and-spread-of-vulnerable-renter-households-in-southeast
https://www.atlantafed.org/blogs/real-estate-research/2020/07/13/whats-being-done-to-help-renters-during-pandemic
https://www.atlantafed.org/blogs/real-estate-research/2020/07/13/whats-being-done-to-help-renters-during-pandemic
https://www.atlantafed.org/blogs/real-estate-research/2020/07/02/update-on-forbearance-trends
https://www.atlantafed.org/blogs/real-estate-research/2020/05/15/examining-effects-of-covid-19-on-southeast-housing-market
https://www.atlantafed.org/blogs/real-estate-research/2020/05/15/examining-effects-of-covid-19-on-southeast-housing-market
https://www.atlantafed.org/blogs/real-estate-research/2020/04/17/southeast-housing-market-and-covid-19
https://www.atlantafed.org/blogs/real-estate-research/2020/04/17/southeast-housing-market-and-covid-19
https://www.atlantafed.org/blogs/real-estate-research/2018/04/05/update-on-lot-availability-and-construction-lending
https://www.atlantafed.org/blogs/real-estate-research/2018/04/05/update-on-lot-availability-and-construction-lending
https://www.atlantafed.org/blogs/real-estate-research/2018/03/02/tax-reforms-effect-on-lowincome-housing
https://www.atlantafed.org/blogs/real-estate-research/2018/03/02/tax-reforms-effect-on-lowincome-housing
https://www.atlantafed.org/blogs/real-estate-research/2018/01/24/housing-headwinds
https://www.atlantafed.org/blogs/real-estate-research/2018/01/03/where-is-the-housing-sector-headed
https://www.atlantafed.org/blogs/real-estate-research/2018/01/03/where-is-the-housing-sector-headed
https://www.atlantafed.org/blogs/real-estate-research/2017/09/29/did-harvey-influence-the-housing-market
https://www.atlantafed.org/blogs/real-estate-research/2017/09/29/did-harvey-influence-the-housing-market
https://www.atlantafed.org/blogs/real-estate-research/?tagid=3cb7b5af-5b7b-4fbd-a59b-4425ebcdd9c6
https://www.atlantafed.org/blogs/real-estate-research/?tagid=e909d03f-85d8-451f-bfb7-b3f7bfea5417
https://www.atlantafed.org/blogs/real-estate-research/?tagid=deec3cf5-3fb8-4008-b5e6-c0f23094a8eb
https://www.atlantafed.org/blogs/real-estate-research/?tagid=5df0e43d-5859-40ca-8b39-2bfc4690bd06
https://www.atlantafed.org/blogs/real-estate-research/?tagid=30dfa210-a5b5-48bb-a76b-8c9a64d96377
https://www.atlantafed.org/blogs/real-estate-research/?tagid=cb594f3c-86c0-4fdb-bc3e-22c053a7b095
https://www.atlantafed.org/blogs/real-estate-research/?tagid=21b2cb98-b0cf-4ce5-ac1a-4938180c733f
https://www.atlantafed.org/blogs/real-estate-research/?tagid=10db7a62-634b-4f64-abef-852c55b3d0fd
https://www.atlantafed.org/blogs/real-estate-research/?tagid=64e89c5d-ca38-47b7-9fc2-51bcf143fa69
https://www.atlantafed.org/blogs/real-estate-research/?tagid=86a2b37e-551f-4982-be82-36eb29bca7ed
https://www.atlantafed.org/blogs/real-estate-research/?tagid=7d09cd3f-9c08-4af1-b07a-4010958b5a27
https://www.atlantafed.org/blogs/real-estate-research/?tagid=7aa5da83-cdd9-4e2e-9dc7-73bbb71f36ab
https://www.atlantafed.org/blogs/real-estate-research/?tagid=1a1b45d3-fa84-455b-a01e-b4d0990314a0
https://www.atlantafed.org/blogs/real-estate-research/?tagid=f8dec99e-101d-40f8-be8c-4806acf72b19
https://www.atlantafed.org/blogs/real-estate-research/?tagid=89cade61-a950-43a3-98a3-dce6b982a5b7
https://www.atlantafed.org/blogs/real-estate-research/?tagid=f36d7158-ab6b-4060-a8f9-e4cad99f97f4
https://www.atlantafed.org/blogs/real-estate-research/?tagid=62bc66a4-71cd-4e16-b4c0-3c7c0854bd78
https://www.atlantafed.org/blogs/real-estate-research/?tagid=3cf8d77a-ed86-4204-b333-702f270e583a
https://www.atlantafed.org/blogs/real-estate-research/?tagid=478669cb-2e2f-4ce9-91e3-d804d0235ee7
https://www.atlantafed.org/blogs/real-estate-research/?tagid=bfa27368-a26d-40ea-819d-ad3068c3ec7e
https://www.atlantafed.org/blogs/real-estate-research/?tagid=4271e337-1e9e-4c01-9b13-5d06db4b4cc2
https://www.atlantafed.org/blogs/real-estate-research/?tagid=92202692-61f2-4ce2-906f-f23fe4a61fd9
https://www.atlantafed.org/blogs/real-estate-research/?tagid=6f029d93-e820-4f82-a4a8-99b59e596839
https://www.atlantafed.org/blogs/real-estate-research/?tagid=8d05beb4-da01-40ce-aec1-01d9db955ec2
https://www.atlantafed.org/blogs/real-estate-research/?tagid=28963c9a-ad92-4e2d-b683-fa3d4401f927
https://www.atlantafed.org/blogs/real-estate-research/?tagid=dcf57c86-56c5-42d2-bd0e-ab80e3136f91
https://www.atlantafed.org/blogs/real-estate-research/?tagid=959d5469-1d56-492b-a6b0-8f084d86ed77
https://www.atlantafed.org/blogs/real-estate-research/?tagid=35ca6415-5ae7-47f0-9405-fafbd48295a1
https://www.atlantafed.org/blogs/real-estate-research/?tagid=0b14ae44-f759-4710-8886-ffcf19029ce0
https://www.atlantafed.org/blogs/real-estate-research/?tagid=b36b95c6-ae7f-4c1c-8c27-3cefce63fcd5
https://www.atlantafed.org/blogs/real-estate-research/?tagid=275e3356-ea61-4c10-9454-ea4f99c337b3
https://www.atlantafed.org/blogs/real-estate-research/?tagid=87e1b326-7668-4ad8-a862-7946a42a63fd
https://www.atlantafed.org/blogs/real-estate-research/?tagid=576a8a81-c46a-4ea2-9718-31c207c2af4d
https://www.atlantafed.org/blogs/real-estate-research/?tagid=42353b2a-4ff7-4d36-889e-b2a25a8f1122
https://www.atlantafed.org/blogs/real-estate-research/?tagid=8b505e50-01fc-4ab5-ab7b-d2c650f59cad
https://www.atlantafed.org/blogs/real-estate-research/?tagid=21ac043c-c130-4a1c-bac7-ea482ec618f2
https://www.atlantafed.org/blogs/real-estate-research/?tagid=17e44341-7d2a-4b2b-be28-a6921bc8d0d1


With that as context, let's look back at the data. From 2001 to 2006,
approximately 1.35 million new households were formed each year. Then from
2006 to 2011, the number of household formations dropped to 550,000 each
year. Paciorek predicts that if the projected population growth of 2.2 million per
year is achieved, we can expect 1.5 to 1.6 million new households to form each
year. However, he gives an important caveat: there remain frictions. For
example, the restricted availability of credit could temper spikes in household
formations over the short run.

Paciorek's forecast is dependent on other data points materializing, but his
prediction supports the idea that there will be a bounceback to, and possibly
even above, the longer-run trend in household formation. If that bounceback is
achieved, we could definitely expect to see an increase in housing demand.
Perhaps our industry contacts are positioning themselves well after all.

We invite you to watch a video of the talk that Andrew Paciorek gave on June 24
and to contribute to the conversation by posting your comments below.

By Jessica Dill, senior economic research analyst in the Atlanta Fed's research
department
July 17, 2013  in  Household formations, Housing crisis, Housing demand
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