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Out of basements and into homes 

A Millennial refresh 

Millennials are one of the biggest generations in US 

history and are comprised of individuals born 

between 1980 and 2000.  Millennials are more 

diverse, more educated, more in debt and more 

likely to be in the South and West. The peak 

millennial cohort is now only 23 years old. Because 

housing consumption increases sharply from age 25 

to 45, millennials will be an important factor for the 

broader housing market going forward.  

Large numbers will overpower restraints

While there are several impediments to 

homeownership (tight credit, lack of affordable 

inventory, elevated debt levels) we believe the 

sheer size of the millennial cohort can drive 

increased demand for housing. 

Plans to marry, own and have kids 

Generally, millennials want many of the same 

things as previous generations.  However, life 

events such as marriage and having children are 

being pushed back for this group.  

Divergence of fortunes raises concerns 

The biggest challenge faced by millennials is weak 

income growth among those without college 

degrees – a structural risk if not addressed. The 

decline in interest rates over the past 30 years has 

compensated for the decline in real income for 

those without college degrees. However, if their 

real income declines further or interest rates 

increase, homeownership could become 

increasingly unaffordable.  

Prefer college even with some debt 

We find it takes at least $50,000 in student debt or 

student debt payments of at least 5% of income to 

have a significant impact on homeownership. 

While these buckets have been growing they still 

represent a small share of the population. 

Improvement in credit is key 

There has been limited easing of credit standards. 

Given that young adults tend to have the weakest 

credit, opening of the credit box should have the 

most positive impact on this group.  
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Millennial’s housing demand on the rise, lack of income growth is our biggest concern 

Millennials (born 1980-2000) are one of the biggest generations in U.S. history with 82 million born in the US during these years. As they move into a life cycle 

stage when housing consumption increases sharply, their housing demand could be influential to the US housing outlook.  

While the media inundates us with stories about ballooning student loans, recent college graduates having difficulties finding decent jobs, and young adults 

living with their parents, we believe there should be increasing demand for housing from millennials.  We show, even in a pessimistic scenario analysis, to 

expect household formation of a minimum of 1mn, starts of at least 1.2mn/1.3mn, and new home sales climbing to 650K in the coming years. As a comparison, 

GS baseline forecasts point to 1.5mn housing starts and 740K new home sales in 2017.   

We use a framework where all relevant drivers are divided into internal factors—life cycle, income, personal finance, attitude and preferences—and external 

factors—the availability of jobs, mortgages and affordable homes. We bring evidence from micro data and examine these drivers in turn. 

Millennials demand for housing will increase even with constraints: 

 The biggest challenge faced by millennials, in our view, is weak income growth among those lacking college degrees. Declining mortgage interest rates 

over the past three decades have offset the negative impact from falling income and rising house prices. But interest rates are more likely to rise than to 

fall going forward (GS economics forecasts 10-year Treasury yields increase from 2.5% currently to 4.0% by the end of 2017), raising the question 

whether this group will be able to afford buying homes if their income keeps declining and house prices continue to increase.  

 However, the sheer size of the millennial cohort compensates for the challenges faced by young adults. Even assuming no improvement in the headship 

rate and homeownership rate among young adults, we still expect recovery, albeit a slower one, in the housing market. In addition, we expect continued 

job growth and gradual easing of mortgage standards (GS economics projects the unemployment rate falls to 4.8% in 2017 from 6.2% currently), both of 

which are positive forces for the housing market.  

Key findings of our analysis: 

 Millennials marry and have children later in life than earlier generations, but they expect to eventually marry and have children (see pages 6-7 for more 

detail).  

 We find little evidence that young renters do not want to be homeowners anymore post crisis. However, there is some evidence that young homeowners 

increasingly prefer multi-family housing and living closer to work (see page 8 for more detail). 

 Median income hides the diverging fortunes of college graduates and the less well educated. Young individuals with high school degrees or less face 

falling income and declining homeownership rate (see page 9 for more detail). 

 Borrowing money for college has costs and benefits when it comes to housing consumption. The benefits outweigh the costs as long as the debt burden 

is not too large, the borrower finishes college, and the college degree offers better income prospects (see pages 12-13 for more detail). 

 Tight mortgage credit hurts young individuals the most as they are likely to have low credit scores. Fear of being turned down, many individuals with low 

credit scores no longer apply for mortgages, which depresses housing demand (see page 14 for more detail). 

 House price appreciation has outpaced income growth over the past 15 years. The lack of affordable entry-level homes on the market is a headwind to 

the millennials’ homeownership rate (see page 16 for more detail).  

 Labor market conditions continue to improve and wage inflation should slowly pick up. Young individuals are also more optimistic about future income 

growth. These are positive signs for housing demand (see page 17 for more detail). 
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The millennials are coming: Over next 10 years 25-34 year old cohort could increase by 4mn 
An overview of who millennials are and why they are important to US housing: 

 Millennials are one of the largest generations and were born between 1980 and 2000 (15-34 years old as of 2014). The peak millennial cohort is now only 

23 years old. They are around 27% of the adult population and will increase from there as non-adult millennials move into adulthood (Exhibits 1-3).  

 Housing consumption increases sharply from age 25 to 45 (Exhibit 4). Thus, millennials are crucial to the US housing market in coming years. 

Exhibit 1: Who are the generations? 
Overview of various generations 

 

Exhibit 2: Millennials and Baby Boomers are the largest age cohorts 
Number of persons by age in 2015 

 

  

Source: Pew Research Center. 
 

Source: Census Bureau. 

Exhibit 3: A large increase in the 25-34 year old cohort in coming years… 

Annual growth of 25-34 year olds 

 

Exhibit 4: …which has important implications for housing demand 

Annual spending on housing by age group 

 

 

Source: Census Bureau. 
 

Source: BLS. 
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Age of adult in 2014 18 to 33 years old
Share of adult population 27%
Share of non-Hispanic white 57%
Indep/Democrat/Republican 50% / 27% / 17%
Generation Generation X
Born 1965-1980
Age of adult in 2014 34 to 49 years old
Share of adult population 27%
Share of non-Hispanic white 61%
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Share of adult population 12%
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Millennials: Minority majority, South and West, education and psychology 
A few key characteristics of the millennial generation: 

 The makeup of millennials is different from previous generations. For example, over 40% of today’s 25-34 year olds are minorities vs. less than 20% in the 

1970s (Exhibit 5), and a larger share of population in the 25-34 group is growing in the South and the West (Exhibit 6). 

 Minorities have a lower homeownership rate and it is important to see if that trend holds as they are a greater percentage of the adult population.  

 Today’s 25-34 year olds are more educated than previous generations but the degrees they are choosing are different than in the past (Exhibits 7-8). To 

the extent that the college premium differs by fields of study, this may have implications for future income and housing consumption. 

Exhibit 5: More likely to be minorities 
Percent of non-Hispanic whites is declining 

 

Exhibit 6: Increasing presence in the South and West 
Change in distribution of 25-34 year olds across states 

 

 

 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 
 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 

Exhibit 7: Have more education than previous generations 
Percent with college degree is increasing 

 

Exhibit 8: But with more degrees in psychology than in engineering 
Top five bachelors’ degrees awarded 

  

 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 
 

Source: Department of Education and Goldman Sachs Global Investment Research. 
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A framework to examine housing demand: both internal and external factors matter 

A framework to understand the housing demand of the millennial generation: 

 Internal drivers capture life cycle events, income, personal finance and attitude toward owning a home. 

 External drivers capture the availability of jobs, mortgage credit, and affordable entry-level homes. 

 Both sets of factors need to be examined closely to understand the millennials’ future housing consumption. 

Exhibit 9: Both internal and external factors drive millennial housing consumption 
A list of internal and external factors driving housing consumption 

 

Source: Goldman Sachs Global Investment Research. 
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A delayed life cycle is pushing back household formation and homeownership… 
Americans’ life cycle has been changing: 

 Individuals are getting married later, having children later, living with their parents for longer, and buying homes at an older age. For example, the 

median marriage age has increased from 23 in the 1970s to 30 in the 2010s (Exhibits 10-13). 

 The recent weakness in household formation results from both secular trends and the lingering effect of the recession. We believe the latter should fade 

over time. However, there could be changing preferences and increasing acceptance of living at home for longer. 

Exhibit 10: Marriage age has been pushed back in the last few decades… 
Median marriage age increased from 23 in 1970s to 30 in 2010s 

 

Exhibit 11: …and also child-bearing age 
Peak child-bearing age increased from 24 in 1970s to 28 in 2010s 

 

 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 
 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 

Exhibit 12: Long trend of delaying independent living  
Fewer 25-34 year olds live independently over time 

 

Exhibit 13: Homeownership is also delayed 
Median age when buying first home increased from 29 in 1970s to 33 in 2010s 

 

  

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 
 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 
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 …but as time goes on life events should take place and household formation should increase 
Evidence of delayed but not diminished life events: 

 While we often field questions about millennials not wanting to get married or having children, survey data suggest the opposite. For example, according 

to a Gallup poll only 9% of adults aged 18-34 were never married and never want to get married (Exhibit 14). In addition, a Pew survey shows that only 

5% of millennials don’t want to get married and 7% don’t want to have children (Exhibit 15).  

 The share of 18-34 year olds living with their parents increased dramatically after 2006 (Exhibit 16). In order to better understand the driver behind this, 

we look at regional data to separate cyclical impact from structural changes. We compare North Dakota (where the economy remained strong) and 

California (where the downturn was particularly severe). The share of 18-34 year olds living with parents shot up in California but stayed little changed in 

North Dakota (Exhibit 17). The regional evidence suggests that cyclical weakness played an important role in the anemic pace of household formation 

over the past few years. As the economy recovers, more young individuals should live independently and household formation should normalize. 

Exhibit 14: Most still want to get married… 
Gallup poll June 2013 

 

Exhibit 15: …and have kids but view on family structure is changing 
Pew poll March 2011 

 

 

Source: Gallup. 
 

Source: Pew Research Center. 

Exhibit 16: A rising share of young individuals living with parents… 

Percent of 18-34 year olds living with parents 

 

Exhibit 17: …likely driven by cyclical weakness  

Percent of 18-34 year olds living with parents by state 

 

 

Source: IPUMS-CPS, IPUMS-USA and Goldman Sachs Global Investment Research. 
 

Source: IPUMS-USA and Goldman Sachs Global Investment Research. 
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They will move out but do they want to buy? Yes, but type/location of home may change 
What has changed and what has not: 

 Risk appetite declined post crisis, but young households have not turned disproportionally more risk-averse than older households (Exhibit 18). 

 Millennials still want to buy as survey data show that 90% of young renters (aged 18-34) plan to own a home (Exhibit 19). 

 But young homeowners are increasingly more likely to choose multi-family units than older homeowners (Exhibit 20). The move to exurbs may have 

stopped for young homeowners (Exhibit 21). Other data have shown that millennials are more likely to start a family in a city and then move out after.  

Exhibit 18: Households are more conservative after the Great Recession 
Percent reporting “willing to take above average financial risks” 

 

Exhibit 19: But young renters still want to eventually own home 
Percent of renters who plan to buy a home by age group 

 

 

Source: SCF and Goldman Sachs Global Investment Research. 
 

Source: Trulia. 

Exhibit 20: A rising share of young owners live in multi-family homes 
Percent of homeowners living in multi-family units 

 

Exhibit 21: Young owners have stopped moving further away from work 
Percent of homeowners driving at least 30 minutes to work 

 

 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 
 

Source: IPUMS-USA and Goldman Sachs Global Investment Research. 
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Income growth could interfere with millennials’ desire for homeownership  
Diverging fortunes of college graduates and the less well educated: 

 We believe it is important to break out by gender when looking at income given somewhat different trends.  

 For 25-34 year old female workers with full-time jobs, income has been trending up among college graduates but flat for the less well educated. For 25-34 

year old male workers with full-time jobs, income has been flat among college graduates but falling for the less well educated (Exhibits 22-23). 

 In addition to earning less income conditional on having full-time jobs, the less well educated also face more challenges in finding jobs in the first place 

(Exhibit 24). The downward trend in income is consistent with the downward trend in the homeownership rate for the less well educated (Exhibit 25). 

Exhibit 22: Income of young female workers with college degrees is rising 
Median real personal income by education attainment, female 25-34 

 

Exhibit 23: Income of young men without college degrees is falling 
Median real personal income by education attainment, male 25-34 

 

 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 
 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 

Exhibit 24: Unemployment rate is much higher for the less educated 
Unemployment rate by education attainment, 25-34 

 

Exhibit 25: A downward trend in homeownership rate for the less educated 
Homeownership rate by education attainment, 25-34 

 

 

 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 
 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 
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Young adults have seen the least improvement in net worth and were hurt most by housing 
A snapshot of household finance: 

 Net worth of young households has stagnated over the past two decades while that of older households has been rising (Exhibits 26-27). 

  Young homeowners experienced more erosion in home equity during the housing downturn than older homeowners (Exhibit 28). 

 Growth in student loans explains almost all of the increases in non-mortgage debt of young households which we examine closely on the next page (Exhibit 29). 

Exhibit 26: Net worth of young households shows little growth 
Net worth to income ratio of households headed by 25-34 year olds 

 

Exhibit 27: Net worth of older households on an upward trend 
Net worth to income ratio of households headed by 35+ year olds 

 

 

Source: SCF and Goldman Sachs Global Investment Research. 
 

Source: SCF and Goldman Sachs Global Investment Research. 

Exhibit 28: Young households experienced a larger decline in home equity 

Average home equity by age group 

 

Exhibit 29: Student loans account for all increases in non-mortgage debt 

Non-mortgage debt of 25-34 year old households 

 

 

Source: SCF and Goldman Sachs Global Investment Research. 
 

Source: SCF and Goldman Sachs Global Investment Research. 

50

100

150

200

250

300

1989 1992 1995 1998 2001 2004 2007 2010

%

Net Worth to Income Ratio of 25-34 Year Old Households

400

500

600

700

800

900

1989 1992 1995 1998 2001 2004 2007 2010

%

Net Worth to Income Ratio of 35+ Year Old Households

0
20
40
60
80

100
120
140
160
180

1989 1992 1995 1998 2001 2004 2007 2010

Index

25-34 35 or Older
Average Household Home Equity (1989=100):

0

5

10

15

20

25

1989 1992 1995 1998 2001 2004 2007 2010

$Thousands

Credit Card Auto Student
Non-Mortgage Debt of 25-34 Households (Average, in $2010)



August 4, 2014  Americas 
 

Goldman Sachs Global Investment Research 11 

Student loan debt has become an increasingly important issue for millennials 
Stories about student loans that you might not know: 

 Student loan balances are now over $1 trillion. Student loan balances have been growing faster among individuals over 30 years old, consistent with 

increases in graduate school enrollment (Exhibits 30-31). 

 Debt-to-income ratio rose sharply over the past decade among those with student loans (Exhibit 32). The distribution of student loans is very skewed: 

6.6% of 25-34 year old households carry more than $50,000 student loans, but collectively they account for 60% of the total balance (Exhibit 33).  

Exhibit 30: Student loans grew rapidly over the past decade… 
Total student loan balance by age group 

 

Exhibit 31: …consistent with enrollment increases 
Annual change in school enrollment  

 

 

Source: FRBNY. 
 

Source: Department of Education and Goldman Sachs Global Investment Research. 

Exhibit 32: Debt to income ratio rose sharply among student loan borrowers

Median debt to income ratio of 25-34 year old households 

 

Exhibit 33: A small share of households carries a large share of balance 

Distribution of student loans across households 

  

 

 

Source: SCF and Goldman Sachs Global Investment Research. 
 

Source: SCF and Goldman Sachs Global Investment Research. 
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Having college and student debt does not necessarily hurt housing 

Costs and benefits of borrowing money for college education in the housing market:  

 

 Borrowing money for college education has both costs (e.g., a higher level of debt may disqualify a borrower for mortgage application) and benefits (e.g., 

college graduates earn higher income which boosts housing demand) when it comes to housing consumption. To quantify these effects, we use the 2010 

Survey of Consumer Finance (SCF) household-level data to study the effect of student loan and college degree on the homeownership rate (Exhibits 34-

35). 

 Having large amounts of student loans (>$50,000) or paying more than 5% of monthly income for student debt has a significantly negative 

impact on the probability of owning a home. However, small to moderate amounts of student loans do not appear to reduce the homeownership 

rate noticeably. 

 The negative impact from heavy student loan burdens is offset by the positive income effect of obtaining college degrees. It seems that 

borrowing money for college education is still worthwhile, assuming the debt burden is not overwhelming, the student completes college, and 

income is higher as a result of the college degree. 

 

Exhibit 34: Having large student loans affects homeownership rate 

Estimated effect of student loan balance on homeownership rate 

 

Exhibit 35: Large student loan payment also affects homeownership rate 

Estimated effect of student loan payment on homeownership rate 

 

 

Source: SCF and Goldman Sachs Global Investment Research. 
 

Source: SCF and Goldman Sachs Global Investment Research. 
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Having college and student debt does not necessarily hurt housing (cont’d) 

 An increasing number of borrowers carry large amounts of student loans (Exhibits 36 and 38). However, they are a relatively small share of all 

young households. The monthly payment to income ratio has stayed stable thanks to low interest rates and policies allowing payments to 

depend on the level of income (Exhibits 37 and 39). In aggregate, we do not see student debt threatening housing demand at the macro level yet. 

Exhibit 36: A small share of households have large student loan balances  
7% of 25-34 year old households have more than $50K student loans 

 

Exhibit 37: Percentage with payments above 5% of income is also small 
10% of 25-34 year old households pay above 5% of income for student loans 

 

 

Source: SCF and Goldman Sachs Global Investment Research. 
 

Source: SCF and Goldman Sachs Global Investment Research. 

Exhibit 38: Student debt-to-income ratio rose sharply at the tail 

Distribution of student debt to income ratio, 25-34 households with student debt 

 

Exhibit 39: Monthly payment has not increased much relative to income 

Monthly payment as percent of income among 25-34 student loan borrowers 

 

 

Source: SCF and Goldman Sachs Global Investment Research. 
 

Source: SCF and Goldman Sachs Global Investment Research. 
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Credit availability remains tight, especially for young households 
Limited credit supply hurts housing demand: 

 Mortgage lending standards are the tightest for individuals with low credit scores; young individuals have lower credit scores than older individuals and 

face more challenges in the mortgage market. For example, nearly 70% of individuals under age 30 have FICOs less than 680 which is an area where 

borrowers face more difficulties in obtaining mortgages (Exhibits 40-41). 

 Tight lending standards have discouraged borrowers with low credit score from applying for mortgages: the credit supply problem has slowly morphed 

into a housing demand problem (Exhibit 42). Over time we believe that credit standards will loosen but so far the process has been slow. 

Exhibit 40: Young individuals tend to have low FICO scores  
FICO distribution by age group 

 

Exhibit 41: Low FICO consumers face challenges in obtaining mortgage credit 
FICO distribution of purchase loans  

 

 

Source: FRBNY. 
 

Source: Black Knight and Goldman Sachs Global Investment Research. 

Exhibit 42: Many low FICO borrowers tend not to apply for mortgage  
Reasons not to apply for mortgage by FICO group 

 

Exhibit 43: Credit and down payment are biggest issues for young renters 
Percent respondents citing different issues 

 

 

 

Source: FRBNY. 
 

Source: Fannie Mae. 

0
10
20
30
40
50
60
70
80
90

100

< 30 30 - 39 40 - 49 50 - 59 60 - 69 > 70

%

780+
720 - 780
681 - 720
621 - 680
< 621

FICO Distribution
by Age Group:

0

5

10

15

20
%

2001 2013
FICO Distribution of Purchase Loans Originated in:

40

13

39
48

40

30

47
49

13

35

11
36

22
3

0%
10%
20%
30%
40%
50%
60%
70%
80%
90%

100%

Overall <680 680-760 760+

Discouraged

Applied and Rejected

Applied and Accepted

Don't Need

Survey Response to 
"Why not Applying 

for Mortgage Credit"
by FICO Group, 

Feb 2014:

0%

10%

20%

30%

40%

50%

60%

Credit Down
Payment

Income Debt Job Process Other None

General Population
Younger Renters

Cited Issues among Survey Respondents:



August 4, 2014  Americas 
 

Goldman Sachs Global Investment Research 15 

Legal and regulatory uncertainties contribute to tight credit, but expect future easing 
Why are mortgage lending standards so tight? 

 After the housing crisis, a large number of new regulations and policies were imposed on the mortgage industry. Mortgage-related legal settlements are 

still ongoing for banks. Both factors may have contributed to banks’ more conservative approach in mortgage lending (Exhibits 44-45). 

 While other sectors have seen notable recovery in issuance of securitized products, private-label mortgage securitization remains dormant, suggesting 

that the problem may be mortgage-specific rather than investors staying away from securitized products in general (Exhibit 46).  

 With the new leadership at the FHFA, we expect to see gradual easing in mortgage credit availability in coming years (Exhibit 47). 

Exhibit 44: Mortgage industry faces many new regulations 

Examples of new mortgage-related regulations and policies  

 

Exhibit 45: Legal settlements over legacy mortgages continue  

Bank legal expenses, 2010-2014H1 

 

 

Source: Goldman Sachs Global Investment Research. 
 

Source: Company Data and Goldman Sachs Global Investment Research. 

Exhibit 46: Private securitization of mortgages remains dormant 

Structured finance issuance by sector, 2013 vs. 2006 

 

Exhibit 47: New FHFA leadership focuses more on credit availability 

FHFA policies under former and current leadership 

  

 

Source: SIFMA and Goldman Sachs Global Investment Research. 
 

Source: FHFA and Goldman Sachs Global Investment Research. 
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Limited affordable supply may also be affecting millennial home purchases 
The downside of further house price appreciation: 

 While rising house prices allow underwater borrowers to move and boost consumption through the wealth effect, they also reduce housing affordability 

for first-time homebuyers. As seen in Exhibit 48, the median home value has grown well in excess of income growth, which impacts the number of 

affordable homes (Exhibit 49). 

 We no longer believe that house prices are “cheap” and the GS Housing Affordability Index which measures affordability for the marginal borrower is 

near historical averages (Exhibits 50-51).  

Exhibit 48: House price growth outpaced income growth of 25-34 year olds 

Median house price and median income of the young 

 

Exhibit 49: Percent of low-price homes remains low 

Percent of homes with prices below 300% of 25-34 household median income 

 

 

 

Source: IPUMS-USA and Goldman Sachs Global Investment Research. 
 

Source: IPUMS-USA and Goldman Sachs Global Investment Research. 

Exhibit 50: House prices are no longer cheap 
Estimated house price fair value and projected house price growth 

 

Exhibit 51: Affordability is at historical average for marginal buyers 

GS Housing Affordability Index 

 

 

Source: Fiserv and Goldman Sachs Global Investment Research. 
 

Source: NAR and Goldman Sachs Global Investment Research. 
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Improved economic activity, especially wage growth, should help drive housing demand 
Good news from the labor market: 

 Given our view that cyclical weakness plays an important role in depressing housing demand, the recent improvements in the labor market has been 

encouraging (Exhibits 52-53). In addition, while wage growth has been sluggish so far, there are signs that it is slowly picking up (Exhibit 54). 

 We would also note that young individuals are more optimistic about their future income than older ones- a positive sign for their housing demand 

(Exhibit 55). 

Exhibit 52: Payrolls have been increasing steadily  
3-month moving average of non-farm payrolls 

 

Exhibit 53: Various measures of unemployment rate have been falling 
Measures of unemployment rate 

 

 

Source: BLS. 
 

Source: BLS. 

Exhibit 54: Wage growth still low but improving 

GS Wage Tracker and Wage Survey Leading Indicator 

 

Exhibit 55: Better recovery in income expectation among young adults 

Expectation of nominal income growth next year 

 

 

Source: Goldman Sachs Global Investment Research. 
 

Source: University of Michigan and Goldman Sachs Global Investment Research. 
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Scenario analysis suggests recovery continues even in “stress test” scenario 

Going beyond the baseline scenario: 

 To test the sensitivity of our outlook for housing activity with respect to the speed of recovery in young individuals’ housing demand, we perform the 

following scenario analysis. 

 

 Under our baseline scenario, the 18-34 headship rate (which equals the number of households headed by 18-34 year olds divided by the 18-34 

population) slowly increases as the unemployment rate falls and young individuals move out of their parents’ houses. Alternatively, we test the 

scenario assuming no improvement in the 18-34 headship rate in coming years. Our household formation model, which looks at the four age 

groups separately (18-34, 35-49, 50-64 and 65+), suggests that household formation would be 200K lower in 2014 under this pessimistic scenario 

but still reach 1mn. 

 

Exhibit 56: We expect gradual improvement in the 18-34 headship rate 
Baseline and alternative scenarios for 18-34 headship rate 

 

Exhibit 57: Formation falls from 1.2m to 1.0m if no increase in headship rate
Actual and projected household formation under the two scenarios 

 

 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 
 

Source: Census Bureau and Goldman Sachs Global Investment Research. 
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Scenario analysis suggests recovery continues even in “stress test” scenario (cont’d) 

 

 The homeownership rate among the 18-34 year olds has declined to below its 1992 trough. Under our baseline scenario, this homeownership 

rate increases gradually on better labor market conditions and mortgage credit availability. Alternatively, we test the scenario assuming the 18-

34 homeownership rate falls another two percentage points over the next four years and stay flat thereafter. We then estimate a model linking 

new home sales to the change in the number of homeowners in the country. Our model suggests that new home sales would be approximately 

100K lower in 2017 under this pessimistic scenario. However, it would still reach 650K which is well above current readings in the low to mid 

400s. 

 Our scenario analysis suggests that the behavior of the 18-34 year olds over the next few years is likely to have a notable impact on housing 

activity. However, even with more pessimistic assumptions, we should still see recovery, albeit a slower one, in the housing market. 

 We believe what this shows is that the sheer size of the millennial generation should help overpower some of the restraints on housing 

demand.  

 

Exhibit 58: We expect slight increase in the 18-34 homeownership rate  

Baseline and alternative scenarios for 18-34 homeownership rate 

 

Exhibit 59: New home sales fall by 100K if homeownership falls further 

Actual and projected new home sales under the two scenarios 

 

 

Source: IPUMS-CPS and Goldman Sachs Global Investment Research. 
 

Source: Census Bureau and Goldman Sachs Global Investment Research. 
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Taking a hard look at what young adults can buy today 

A concrete example of 25-34 year olds in 1976 vs. 2013: 

 We focus on the high-income young renters (75th percentile) in both years since they are likely to be the marginal households considering buying a home. 

 For college graduates, household income increased roughly in proportion to house price growth, resulting in the same house price to income ratio in 

1976 and 2013. Taking into account much lower mortgage rates, college graduates are strictly better off in 2013 than in 1976: they can afford twice as 

much housing now vs. then. 

 For the 25-34 year olds with high school degrees or less, the story is different. Their income declined while house prices rose, resulting in significantly 

increasing in the house price-to-income ratio. Declining interest rates offset the rising price-to-income ratio and they can afford the same amount of 

housing in 2013 as in 1976. However, if their income continues the long-run downward trend and interest rates increase going forward, the less well 

educated young renters may find the prospect of becoming a homeowner difficult. 

Exhibit 60: Less well educated young individuals are likely to face the most difficulties in buying homes going forward 
Income refers to the 75th percentile of renters in 1976 (the first year the data are available) and in 2013 (the last year the data are available). All dollar amounts are in 2010 

real dollars. 

 

Source: www.istockphoto.com, IPUMS-CPS, NAR, Freddie Mac and Goldman Sachs Global Investment Research. 
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Where does it leave us? Expect growth in housing demand but restraints hold us back 

Cautiously constructive: 

 Headwinds:  

 First, young individuals with high school degrees or less, face declining household income. Given our view that lending standards are unlikely to 

return to the 2005-2007 levels and mortgage rates are more likely to rise than to fall, we think their homeownership demand may stay weak. 

 Second, lending standards are particularly tight for young households and affordable entry-level homes are lacking on the market.  

 Tailwinds: 

 First, the large number of people moving from their early 20s to late 20s and early 30s imply increases in housing demand even without 

increases in the headship rate or the homeownership rate. 

 Second, continued labor market recovery should translate into higher income and better confidence, both of which help raise housing demand. 

Exhibit 61: Income growth and credit availability are the most important headwinds and population growth and labor market recovery are the most important tailwinds 
A summary of our analysis: red is a negative, yellow is a slight negative and green is a positive.  

 

Source: Goldman Sachs Global Investment Research. 
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