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Good Signs for Housing in 2015
A positive housing market will boost the wider economy.

Markets on the rise.
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Housing and jobs are strongly connected. When the economy is expanding, job creation
promotes household formation, which in turn increases demand for rental and owneroccupied housing. Other economic drivers of housing include population growth, the need to
replace or improve existing housing stock and regional population changes. And to the benefit
of the overall economy, all of these factors create jobs in housing-focused enterprises
including builders/remodelers, realtors and suppliers and business that provide goods and
services to these firms.
For this reason, housing often leads an economy out of a recession by creating a virtuous
cycle of improving housing demand that creates jobs and in turn fosters additional demand for
construction.
This cycle is important to keep in mind as we enter 2015. A notable 2014 housing-related
economic story was the slowdown in home price appreciation as the rebound from earlier
declines weakened. For example, the S&P/Case-Shiller 20-City Composite Home Price Index
has experienced almost a year of consecutive declines in year-over-year price gains. For
October data, the index showed a year-over-year increase of 4.5 percent, down from recent
double digit annual gains. So while prices have continued to rise on average, they have done
so at slower rate over the course of the year. This development will likely continue in 2015,
particularly as mortgage rates rise.
It is certainly the case that rising home prices helped with respect to household balance sheet
repair, which was necessary to recover from the wealth declines associated with the Great
Recession. Data from the Federal Reserve’s Flow of Funds indicates a $2.3 trillion increase in
housing equity for households from the start of 2013 through the third quarter of 2014. Such
wealth gains are key to middle class consumption and investment decisions.
That said, home price gains should not be the only scorecard to gauge the housing recovery.
In fact, continued improvements for residential construction will have immediate benefits in
terms of job creation and economic dividends. And while multifamily construction has posted
impressive growth in recent years (2014’s levels were up almost 200 percent from 2011),
single-family construction remains only about halfway to normal building conditions.
Further growth for single-family construction will have large, positive impacts for job
creation. Estimates from the National Association of Home Builders indicate that for every
1,000 single-family homes built, enough economic activity is created to sustain 2,970 jobs for
a year, yielding $162 million in wage income and $111 million federal, state and local taxes
and fees. About half of these jobs are in the construction sector, with the rest in associated
business that grow when housing expands.

Over the course of 2014, home construction jobs, including remodeling, have grown by more than
132,000 according to data from the Bureau of Labor Statistics. And they are up more than 305,000
over the last three years. Moreover, there’s growth ahead. The National Association of Home Builders
is forecasting 25 percent growth for single-family construction in 2015, which would represent singlefamily construction starts rising to a total of 804,000 for the year.
One reason that single-family construction will grow in 2015 is the expected unlocking of housing
demand among prospective first-time home buyers. The market share of first-timers for both new and
existing home sales has been weak in the past few years. While first-time purchases typically make
up about 30 percent of newly built home sales, industry surveys suggest that this share was less than
20 percent in 2014.
Factors that should reverse this trend include rising incomes and job growth, particularly for younger
households, which will have a positive impact on home sales. Evidence that hints of this change can
be seen in recent developments regarding the size of typical single-family homes, which have been
leveling off as builders accommodate to changing market demand. Meanwhile, growth in existing
home sales, where most first-time buyers will enter the housing market, will also create jobs among
realtors and other real estate professionals.
Despite the forecasted growth in single-family construction, rental demand should remain strong in
2015. And don’t expect a jump in the homeownership rate, which currently stands at mid-1990s levels
(64.4 percent). Most newly formed households will start out as renters, and over time most will
transition to homeownership. Job and income growth are needed to spur household formation, which
is essential to grow both rental and owner-occupied housing demand.
Nonetheless, the signs suggest 2015 will be positive for housing, which in turn will generate benefits
for the overall economy. So while the headlines may focus on noticeably smaller gains in housing
prices, don’t forget about the large economic impact that will come from a still recovering housing
market as it transitions to more normal conditions and higher levels of activity.

