
 

October 2011 Economic Outlook

 
Rental Housing on an Upswing 

  
The rental market has been a bright spot in the housing sector this year.  While home 
sales remain sluggish despite the most affordable purchase market in decades, 
households have turned to rental to meet their shelter needs.  Over the year ending 
mid-2011, the Census Bureau reported a net of 800,000 new households formed in the 
U.S., a net reduction of 600,000 homeowners, and a net increase of 1.4 million 
households that moved into rental housing, or a 4 percent rise in the number of tenant 
households in just one year. 
 
While some of the tenure shift from owning to renting reflects financially stressed 
households (who may face short sales or foreclosure of homes they had owned), much 
of the rental demand is from young and newly formed households who have decided to 
postpone homeownership in favor of renting during unsettled economic times.  Indeed, 
the decline in the homeownership rate has been sharpest for those household heads 
under 30 years of age:  While the U.S. homeownership rate has fallen about 1.5 percent 
over the past year (from 66.9 percent to 65.9 percent during the second quarter of 
2011), owner rates have fallen by 4.4 percent (to 21.9 percent) for those under 25 years 
of age and by 7.0 percent (to 34.7 percent) for those aged 25 to 29 years. 

 
The move of households toward rental, coupled with the limited new supply of units, has 
pushed apartment vacancy rates lower.  The Census Bureau reported that rental 
vacancy rates in buildings with at least five dwellings had dipped to 10 percent during 
the second quarter, the lowest rate in more than five years.  A Reis Inc. survey of 
professionally managed buildings in metropolitan markets found vacancy rates stood at 
5.9 percent during the same quarter, the lowest since 2007 for that class of apartment 
buildings. 
 
Multifamily construction had fallen with the collapse in housing starts over the last few 
years.  Indeed, completions of buildings with at least 20 apartments had shrunk in the 
second quarter of 2011 to the lowest level since early 1995.  With rental demand up and 
new supply limited, apartment market conditions have tightened in most metropolitan 
markets.  The National Multi Housing Council’s Market Tightness Index recorded an all-
time peak in April of this year, a record for the 12-year history of the Index.  
 
Apartment rents, which had been flat to falling in many projects during the 2008-2009 
recession, have begun to rise, albeit slowly.  The Bureau of Labor Statistics’ CPI-rent 
metric (rent paid on a primary residence) was up 1.4 percent over the year through the 
second quarter, while Reis' survey reported a 2.4 percent gain for effective rents in 
professionally managed apartments over the same period – both were less than the 
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overall increase in the CPI-less shelter metric of 4.4 percent over the same period. Still, 
the improvement in the economics of apartment management has prompted an 
increase in structure values, property sales, and new construction for larger buildings.  
The National Council of Real Estate Investment Fiduciaries’ U.S. apartment value index, 
after posting a huge 32 percent drop during 2008 and 2009, has bounced back 18 
percent from the first quarter of 2010 through the second quarter of 2011, with 
anecdotal reports of stronger gains for higher-quality, professionally managed projects.   
Property sales are up, with Real Capital Analytics reporting that the second-quarter 
dollar-sales volume was the highest since 2007.  And new construction starts of 
apartment buildings with at least 20 dwellings has picked up this year, and in the 
second quarter was the highest since the end of 2008.  The building pick-up -- albeit still 
low -- is in contrast to the continuing depressed level of construction for single-family 
homes. 
 
Multifamily lending appears to be rising as well with this year’s origination volume 
stronger than 2010’s.  In part, the rise in originations is related to the low-level of 
mortgage rates, improving apartment-sector economics, and the return of traditional 
lenders that had curtailed activity during the recession.  Ten-year constant-maturity 
Treasury yields averaged 1.98 percent in September, the lowest monthly average since 
the Federal Reserve’s series began in 1953; these yields are a common benchmark for 
multifamily mortgage rates, and suggest that mortgage rates fell to new lows for 
multifamily lending in recent weeks.  Likewise, some traditional portfolio lenders have 
strongly re-entered the market:  The American Council of Life Insurers stated in its 
mortgage commitments report there were 165 apartment loan commitments in the 
second quarter alone, the largest number of multifamily loan commitments by insurers 
in 39 years. 
 
With rental demand rising and apartment economics improving, the multifamily sector is 
a positive signal for the U.S. housing industry. 

 
 
Frank E. Nothaft 
Chief Economist 
October 17, 2011 
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2010 2011 2012 2013 Annual Totals
Indicator Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 2007 2008 2009 2010 2011 2012 2013

Real GDP (%) 2.5 2.3 0.4 1.3 1.5 2.0 2.7 2.8 2.9 3.0 4.0 4.0 2.2 -3.3 -0.5 3.1 1.3 2.9 4.0

Consumer Prices (%) a. 1.4 2.5 5.2 4.1 3.0 1.5 2.0 2.0 2.0 2.0 2.0 2.0 4.0 1.6 1.5 1.2 3.5 2.0 2.0

Unemployment Rate (%) b. 9.6 9.6 8.9 9.1 9.1 9.1 9.1 9.0 8.9 8.8 8.5 8.3 4.6 5.8 9.3 9.7 9.1 9.0 8.2

30-Year Fixed Mtg. Rate (%) b. 4.4 4.4 4.9 4.7 4.3 4.0 4.2 4.4 4.6 4.8 5.0 5.2 6.3 6.0 5.0 4.7 4.5 4.5 5.3

1-Year Treas. Indexed ARM Rate (%) b. 3.3 3.3 3.3 3.1 2.9 2.9 3.0 3.1 3.2 3.3 3.4 3.5 5.6 5.2 4.7 3.8 3.0 3.2 3.7

10-Year Const. Mat. Treas. Rate (%) b. 2.8 2.9 3.5 3.2 2.4 2.0 2.2 2.5 2.7 2.9 3.2 3.4 4.6 3.7 3.3 3.2 2.8 2.6 3.5

1-Year Const. Mat. Treas. Rate (%) b. 0.3 0.3 0.3 0.2 0.1 0.1 0.1 0.2 0.3 0.4 0.5 0.6 4.5 1.8 0.5 0.3 0.2 0.2 0.7

2010 2011 2012 2013 Annual Totals
Indicator Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 2007 2008 2009 2010 2011 2012 2013
Housing Starts c. 0.58 0.54 0.58 0.57 0.59 0.60 0.60 0.65 0.75 0.80 0.90 0.98 1.36 0.91 0.55 0.59 0.59 0.70 1.00
Total Home Sales d. 3.95 4.47 4.77 4.61 4.57 4.58 4.65 4.70 4.80 5.05 5.30 5.40 5.72 4.84 4.94 4.63 4.63 4.80 5.40
FMHPI House Price Appreciation (%) e. -3.4 -3.6 -2.2 2.1 -0.1 -1.8 -1.5 1.5 0.0 0.0 0.4 0.9 -5.0 -11.7 -2.3 -6.2 -2.0 0.0 2.0
S&P/Case-Shiller® Home Price Index (%) f. -1.9 -3.5 -4.1 3.6 -0.9 -2.5 -2.0 2.0 0.0 0.0 0.5 1.0 -8.4 -18.4 -2.4 -3.7 -4.0 0.0 2.0
1-4 Family Mortgage Originations g.
 Conventional $352 $425 $264 $218 $214 $260 $169 $199 $197 $155 $180 $216 $2,312 $1,310 $1,549 $1,251 $956 $720 $720
 FHA & VA $95 $100 $76 $72 $85 $111 $66 $78 $76 $60 $70 $84 $120 $290 $451 $377 $344 $280 $280

Total $447 $525 $340 $290 $299 $371 $235 $277 $273 $215 $250 $300 $2,432 $1,600 $2,000 $1,628 $1,300 $1,000 $1,000

ARM Share (%) h. 5 4 8 11 11 11 12 12 12 13 13 13 10 7 3 5 10 12 14
Refinancing Share - Applications (%) i. 81 82 69 70 73 77 75 70 55 50 45 45 42 48 70 76 72 63 45
Refinancing Share - Originations (%) j. 71 77 70 68 73 77 75 70 55 50 45 45 49 50 68 67 72 63 45
Residential Mortgage Debt (%) k. -2.7 -2.1 -2.6 -1.9 -1.5 -2.0 -1.0 2.0 1.5 1.5 3.0 3.5 7.1 -0.4 -1.6 -3.0 -2.0 1.0 4.0
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d. Millions of housing units; total sales are the sum of new and existing detached single-family homes;quarterly averages of monthly, 
seasonally-adjusted levels (reported at an annual rate).

j.   Home Mortgage Disclosure Act for all single-family mortgages (not seasonally-adjusted); Annual share is dollar-weighted 
average of quarterly shares.
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without notice. Although the Office of the Chief Economist 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.  

k.  Federal Reserve Board; growth rate of residential mortgage debt, the sum of single-family and multifamily mortgages(not 
seasonally-adjusted, annual rate)

e. Quarterly growth rate of Freddie Mac's House Price Index (FMHPI);  not seasonally-adjusted; annual reates for yearly data.
f.  National composite index (quarterly growth rate); not seasonally-adjusted; annual rates for yearly data.

Major Economic Indicators

Housing and Mortgage Markets

Note:  Quarterly and annual forecasts (or estimates) are shown in shaded areas; totals may not add due to rounding; quarterly data expressed as annual rates. 

a. Calculations based on quarterly average of monthly index levels; index levels based on the seasonally-adjusted, all-urban consumer 
price index.

g. Billions of dollars (not seasonally-adjusted).  
h. Federal Housing Finance Agency (FHFA); quarterly averages of monthly shares of number of loans of

            Annual forecast data are averages of quarterly values; annual historical data are reported as Q4 over Q4.

applications (not seasonally-adjusted). 

b. Quarterly average of monthly unemployment rates (seasonally-adjusted); Quarterly average of monthly interest rates 
(not seasonally-adjusted).

conventional, home-purchase mortgage closings (not seasonally-adjusted).
i.  Primary Mortgage Market Survey®; quarterly averages of monthly shares of all single-family mortgage

c. Millions of housing units; quarterly averages of monthly, seasonally-adjusted levels (reported at an annual rate).


