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While Seniors Age in Place, Millennials Wait Longer
and May Pay More for their First Homes

Eighty-somethings Al and Rose have no desire to leave their home of decades.
Meanwhile, thirty-somethings Alex and Rita can’t wait to buy their first home.
But they may have to wait longer—and pay more —than they’d like, as long-time
homeowners stay in their homes and keep them off the market.

Much attention has focused on the fact that millennials are buying fewer homes than young
people did in previous eras. This Insight examines the flip side of this trend: Who is living in
those homes that millennials might otherwise have bought? We find that seniors born after
1931 are staying in their homes longer, and aging in place. The result is higher homeownership
rates for this group relative to previous cohorts. We estimate that this trend accounts for about
1.6 million houses held back from the market through 2018, representing about one year’s
typical supply of new construction, or more than half of the current shortfall of 2.5 million housing
will increase the relative price of owning versus renting, making renting more attractive to younger
generations. However, a shortfall of new construction puts upward pressure on both house
prices and rental rates.

Why are seniors holding on to their homes? The pattern is explained by a few key factors,
such as better health and higher levels of education in more recent cohorts. This pattern
is likely to increase over time as improvements in health care and technology make aging.
in_place easier (for example, the ability to Skype with a doctor).

Exhibit 1 displays the homeownership rates for seniors aged 67 to 85 for two cohorts.
We label the first cohort, the “Good Times” cohort." Although these homeowners were born
during the “bad times” between 1931 and 1941, they have received the advantages of

1 See Harter, C. L. 1987. “The Good Times Cohort of the 1930s.” In Perspectives on Population: An Introduction to
Concepts and Issues, edited by Scott W. Menard and Elizabeth W. Moen. New York: Oxford University Press.
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relatively “good times” through their lifetime. The second cohort includes the previous generations
for which data are available in the Health and Retirement Survey (HRS) as of 2014: those born
before 1924; and the “children of the Depression” born between 1924 and 1930.?

Exhibit 1

Historical homeownership rates for household heads aged 67-85

Current generations of older homeowners are holding onto their homes for longer than previous generations
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There are significant differences in these two groups in the age in which households cease being
homeowners. Starting right after age 67, Good Times households stay in their homes at higher
rates. Between the ages of 67 and 82, while the homeownership rate had dropped by 11.6 percent
for previous generations, it fell by only 3.6 percent for the Good Times cohort.® This divergent trend
raises an important question: How many housing units have been held off the market as potential
housing supply for younger generations by more recent cohorts of senior citizens?

2 The Health and Retirement Survey is a national longitudinal dataset funded by the National Institute of Aging and the
Social Security Administration that samples households with initial respondents over the age of 50, starting in 1992.
The generation is defined by the age of the initial respondent.

3 These data consist of households whose head is a senior. The measured homeownership rate would drop if a
homeowning senior moves to a rental unit or is no longer the head of household.
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To answer this question, we engage in a thought experiment and evaluate a “counterfactual”:

What would have happened if the Good Times cohort had behaved like prior generations?

Exhibit 2 calculates how many additional properties would be available if the Good Times cohort
had transitioned out of homeownership at the same rate as previous generations. As shown in
Exhibit 1, the important divergent pattern starts after age 67.* Therefore, we use the pattern of
previous generations starting at age 68 as a counterfactual scenario to estimate the number of housing
units that have been held off the market. This counterfactual scenario helps us answer the question:

If the Good Times cohort had transitioned out of homeownership in the same manner as previous
generations, how many more properties would be provided to the market as available housing?

We decompose ages 68 to 85 into three groups: 68 to 75, 76 to 80, and 81 to 85. For each

age bracket, we calculate the homeownership rates for both the Good Times cohort and the
previous generations, based on Health and Retirement Study (HRS) data. As shown in Exhibit

2, even at ages 81 to 85, the homeownership rates for the Good Times cohort are still above 80
percent. By contrast, homeownership rates fell to 71 percent for previous generations. The wedge
in homeownership rates between the two groups is as large as 15 percent at ages 81 to 85.

Exhibit 2

Properties held off by the Good Times cohort as of 2018

Nearly 1.1 million more homes would have come to market by 2018 if those born between 1931
and 1941 had behaved like earlier cohorts.

Homeownership Rates

Age Good Times Previous Difference in Households in Estimated Housing

Category Cohort Cohorts Homeownership Good Times Units Held Off the
(1931-1941) (=1930) Rates Cohort in 2018 Market in 2018

(1) (2) (3)=(1)-(2) (4) (3)=(3)x(4)

68-75 85.00% 80.26% 4.74% 2,430,479 115,163
76-80 82.80% 76.38% 6.42% 5,903,309 379,201
81-85 85.31% 70.62% 14.69% 4,094,388 601,457
Total 1,095,821

Source: Health and Retirement Survey.

4 We focus on respondents above the age of 67 because there is not an adequate sample size to observe
homeownership rates before age 67 for previous generations.
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To estimate the number of properties held off the market, we multiply the number of households in
2018 by the generational differences in homeownership rates. We estimate the number of households
in 2018 by applying age-specific survival rates to the 2014 estimates from the HRS survey. These
estimates suggest that had the Good Times cohort transitioned as previous generations did, there
would have been around 1.1 million more housing units available by 2018. Exhibit 2 breaks down
the number of housing units by age group, and shows that 115,200 housing units would have been
supplied to the market by respondents aged 68 to 75; 379,200 by respondents aged 76 to 80; and
601,500 by respondents aged 81 to 85.°

In addition to the Good Times cohort, later cohorts such as “War Babies” (1942—-1947) and “Baby
Boomers” (1948-1959) are also expected to stay in their homes at higher rates, and thus contribute
even more to the number of houses held off the market.®* We make a similar calculation for the War
Babies and Baby Boomers and estimate that an additional 550,000 homes were held off the market
by these cohorts by 2018, as shown in Exhibit 3. In total, we estimate there were around 1.6 million
housing units held off the market by those three cohorts as of 2018. This amounts to 2.1 percent of
total owner-occupied housing units in the United States as of 2018." In this counterfactual, the seniors
that transition from homeownership to renting would free up more owner-occupied housing units,
but also would increase demand for rental units.® Note, the higher propensity of homeownership by
seniors would not lead to shortages in those markets with elastic supply because any shortfall would
be offset by an increase in the housing stock.’

Exhibit 3

Total properties held off the market by the Good Times cohort, War Babies cohort,
and Baby Boomers cohort as of 2018

Age Good Times Cohort War Babies Cohort Baby Boomers Cohort
Category (1931-1941) (1942-1947) (1948-1959)
Subtotal 1,095,821 300,017 250,030
Total 1,645,868

Source: Health and Retirement Survey.

5 Appendix A1 displays the homeownership rate and number of households estimates for each age between 68 and 85.

6 For information, see the February 2017 Insight, “Can | Age in Place?”
http://www.freddiemac.com/research/insight/20170221_age_in_place.html.

7 Data from the Federal Reserve Economic Data (FRED) series. Total owner-occupied housing units estimates as of Q2
2018 is around 77.9 million.

8 Some of this demand would be for senior-specific housing, such as assisted living communities, some of which include
homeownership as an option.

9 For adiscussion of the importance of supply elasticity in housing markets, see the September 2017 Insight
“Is Geography Destiny?” http/www.freddiemac.com/research/insight/20170929_is_geography_destiny.html.
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Conclusion

The most important fundamental in today’s housing market is the lack of houses for sale.
This shortage has been identified as an important barrier to young adults buying their first
homes. This Insight sheds light on one factor that contributes to this shortage: seniors choosing
to age in place. Older Americans prefer to age in place because they are satisfied with their
communities, their homes, and their quality of life. Economic & Housing Research identified
this desire to age in place from research conducted in 2016 using a survey of individuals aged
55 or higher. We estimate that approximately 1.6 million more senior households are staying
in place than would have been the case if they behaved like older generations of homeowners.
To provide context for this magnitude, the Urban Institute recently estimated that 3.4 million
millennials are missing out on homeownership.” The amount of homes retained by seniors is
likely to grow as both the number of seniors increases and the barriers to staying in place are
reduced. This highlights the importance of addressing barriers to the production of new
housing supply to accommodate long-term housing demand.

10 See “Urban Wire: The State of Millennial Homeownership” July 11, 2018, by Jung Hyun Choi, Jun Zhu, and
Laurie Goodman, https:/www.urban.org/urban-wire/state-millennial-homeownership.
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Appendix: Detailed Exhibit A.1

Decomposition of

Homeownership Rates Estimates of homeownership rates and number of households
and Number of for each age between 68 and 85

Households by Age

o ‘ Homeownership Rates ‘ ‘ Estimated
Exhibit A.1 expands on - e EE s Housing
Exhibit 2 by providing Good Difference in Good Units Held
estimates on the difference Age Times Previo_us in Homg- Times. Off thg
inh hi Cohort Generations | ownership Cohort in Market in
in homeownership rates (1931-1941) | (<1930) Rates 2018 2018
between the Good Times
cohort and the previous @  @=0-@ @ (5)=E)x4
generations at each age 68 85.13% 82.45% 2.68% 169,678 4,547
between age 68 to 85. To 69 85.13% 81.19% 3.94% 168,374 6,634
estimate the number of . . 030 ) 5
homes held off the market 70 84.57% 80.34% 4.23% 17,883 9,216
by this cohort in 2018, we 71 84.87% 80.77% 410% 296,614 12,161
need to estimate the number 72 84.21% 80.57% 3.64% 270,149 9,833
of households by age group. 73 83.56% 79.33% 4.23% 344,375 14,567
For our purposes, the most 74 83.22% 78.72% 4.50% 405,129 18,231
recent “harmonized” public

. 75 84.40% 77.24% 716% 558,276 39,973
Health and Retirement
- . (] . (] . (] ] y )
Survey (HRS) data are 68-75 85.00% 80.26% 4.74% 2,430,479 115,163
available only up to 2014. 76 83.60% 78.61% 4.99% 1,030,405 51,417
To get the estimates on 77 83.05% 75.93% 712% 1,387,420 98,784
the number of households 78 82.40% 76.59% 5.81% 1,198,248 69,618
between age 68 to 85 in
) ) 79 82.03% 74.73% 7.30% 1,187,747 86,706
the Good Times cohort in
2018. we use the number of 80 80.85% 74.24% 6.61% 1,099,488 72,676
households starting at age 76-80 82.62% 76.38% 6.24% 5,903,309 379,201
64 in 2014, and then multiply 81 84.21% 72.20% 12.01% 1,000,971 120,217
the age-specific survival 82 81.54% 70.60% 10.94% 921,245 100,784
rates based on the Social 83 83.50% 69.92% 13.58% 828,421 112,500
Security Administration’s
o) 0, o)
actuarial life table.” 84 92.03% 68.23% 23.80% 683,158 162,592
85 83.43% 67.48% 15.95% 660,594 105,365
81-85 84.08% 70.62% 13.46% 4,094,388 601,457
Total 1,095,821

11 Social Security Administration 2014 Actuarial Life Table, https:/www.ssa.gov/oact/STATS/table4c6.html.

February 2019 6


https://www.ssa.gov/oact/STATS/table4c6.html

A
FreddieMac i, = MII’I

Economic & Housing Research Insight

Prepared by the Economic & Housing Research group
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Opinions, estimates, forecasts and other views contained in this document are those of Freddie
Mac’s Economic & Housing Research group, do not necessarily represent the views of Freddie
Mac or its management, should not be construed as indicating Freddie Mac’s business prospects
or expected results, and are subject to change without notice. Although the Economic & Housing
Research group attempts to provide reliable, useful information, it does not guarantee that the
information is accurate, current or suitable for any particular purpose. The information is therefore
provided on an “as is” basis, with no warranties of any kind whatsoever. Information from this
document may be used with proper attribution. Alteration of this document is strictly prohibited.
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