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What is Causing the Lean Inventory of Houses? 

We’re halfway through 2017 and macroeconomic conditions are essentially 

unchanged from the last couple of years. Real growth is moderate, notwithstanding 

the 1.4 percent reading in the first quarter, though relatively weak growth in the first 

quarter has been typical for the last couple of years. Inflation remains stubbornly 

sluggish, leading the Federal Reserve to dampen expectations for another rate hike 

this Fall. The economy added 222,000 jobs in June, making up for a weak May, 

while the unemployment rate ticked up a tenth of a percentage point to 4.4 percent. 

Year-to-date, employment growth has averaged 146,000 jobs per month, similar to 

the 144,000-monthly average in 2016. 

The housing market remains on 
track for a strong year despite a tight 
inventory of homes for sale. Home sales 
bounced back in May after a relatively 
weak April, and sales year-to-date are 
running at an annual rate of 5.2 million 
units, compared to 4.7 million units for 
the first five months of 2016. Mortgage 
rates have fallen around 35 basis 
points since the end of last year and 
are hovering around 4 percent. At this 
level, mortgage rates will continue to 
support robust demand. Housing starts, 
however, fell 5.5 percent in May and 
permits for single-family homes fell 1.9 
percent. Starts have fallen 14 percent 
since the end of last year, exacerbating 
the inventory shortage.

Exhibit 1

Macroeconomic indicators comparisons 

2015 2016 2017 
(Forecast)

Real GDP growth (%) 1.9 2.0 2.1

Inflation (PCE % change) 0.35 1.1 1.9

30-yr mortgage rate (PMMS) 3.9 3.7 4.0

Source: Freddie Mac; US Bureau of Labor Statistics; US Bureau of Economic Analysis
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Why aren’t we building  
enough houses? 

A decade after the Great Recession,  
the housing market is rebounding.  
House prices today are higher than  
they were at the peak in the summer  
of 2006, near-record-low mortgage  
rates have boosted housing demand,  
and sales volume is robust. 

The spoiler is the lean inventory of  
houses for sale. Nationally, just over  
five months of supply is for sale and  
hot markets are much tighter than the 
national average. So far, residential 
construction is not doing much to fill 
the gap. Permits as a share of the 
population dropped around 70 percent 
during the housing bust and has yet to  
fully recover (Exhibit 2).

With home prices rising and housing 
demand high, we’d expect builders 
to increase production. Instead, they 
are providing less housing (relative 
to population) than in the past. The 
main reasons appear to be a shortage 
of skilled labor and an increase in 
development costs.

Forecast Snapshot (July 2017)

Summary (annualized) 2016 2017 2018

30-year PMMS (%) 3.7 4.0 4.4

Total home sales (M) 6.01 6.20 6.30

House price growth (%) 6.4 6.1 4.9

Total originations ($B) 2,125 1,800 1,695

Exhibit 2

U.S. supply ratio: permits/population 

Note: Supply Ratio is calculated as the 4-quarter moving sum of total residential permits  

(# of units) to Total Population

Source: U.S. Census Bureau 
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Tight labor market

The number of open construction jobs has been on the rise since the recession. As of May 2017, the 
number of open construction sector jobs stood at 154,000, at an elevated rate of 2.2 percent of 
total employment.

Four factors contribute to the current labor shortage in housing: 

1. The housing collapse in the late 2000s reduced construction employment by 1.5 million. Many 
of those who were laid off never returned to the industry, leaving the housing sector with a 
significant skills gap that will take some time to redress. 

2. The construction industry is having difficulty attracting younger workers. Traditionally, the 
construction industry has offered attractive jobs to young people who are either delaying or 
skipping college. Builders report that fewer young people are interested in these opportunities 
than in the past. 

3. While we can’t quantify the impacts, commentators have noted that opioid use is having some 
negative effect on production. One source estimated that 15 percent of construction workers 
engaged in illicit drug use and subcontractors report that a significant share of job applicants 
fail their drug test. 

4. Increases in the enforcement of immigration laws and a generally less-welcoming environment 
for immigrants may be reducing the supply of construction workers. Foreign-born workers have 
comprised more than a quarter of the construction work force in recent years, and the share 
has been as high as 35 to 40 percent in states like California, Texas, Nevada, and New York. 
While it is difficult to quantify, it seems likely that recent policy changes may have made foreign-
born workers hesitant to seek employment in construction.

http://eyeonhousing.org/2017/07/open-construction-jobs-fall-in-may/
https://www.cna.com/web/wcm/connect/d5d187af-854b-4376-90f2-f8d327eb2fee/CNA-RC-151_OutlookConstruction.pdf?MOD=AJPERES&ContentCache=NONE&CACHEID=d5d187af-854b-4376-90f2-f8d327eb2fee
https://www.cna.com/web/wcm/connect/d5d187af-854b-4376-90f2-f8d327eb2fee/CNA-RC-151_OutlookConstruction.pdf?MOD=AJPERES&ContentCache=NONE&CACHEID=d5d187af-854b-4376-90f2-f8d327eb2fee
https://www.nahbclassic.org/generic.aspx?sectionID=734&genericContentID=241345&channelID=311
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High development costs 

The price of land (acquisition and preparation for construction) has risen more rapidly than the price 
of the structures built on the land. This trend has driven up the share of land cost as a proportion of 
house price (Exhibit 3). Since the cost of land is largely a fixed cost in a building project, the increase 
in the cost of land tends to make entry-level housing less profitable and thus tilts development 
toward higher-end housing.

Exhibit 3

Share of land price in home value 

Source: Lincoln Institute of Land Policy 
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Over the last three decades, land-use regulations have become more burdensome in the U.S., 
making developable land costlier. As an example, in areas with strict land-use regulation, builders 
face long delays in obtaining permit approvals (Exhibit 4). In New Orleans, where regulation 
is relatively lenient, permit approval is received in 3.5 months on average. In Honolulu, where 
regulations are particularly strict, permit approval takes around 17 months on average. The 2016 
White House Report on land use regulation argues that lengthy approval processes have reduced 
the ability to respond to growing housing demand in many markets.

In cities like San Francisco, the scarcity of buildable land compounds the impact of land-use 
regulations. And, in fact, cities where bodies of water and steep grades significantly reduce the 
supply of land tend to have stricter-than-average land-use regulations.

Exhibit 4

Approval delay index (months) 

Source: Wharton Residential Land Use Regulation Index (WRLURI)
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https://www.whitehouse.gov/sites/whitehouse.gov/files/images/Housing_Development_Toolkit%20f.2.pdf
https://www.whitehouse.gov/sites/whitehouse.gov/files/images/Housing_Development_Toolkit%20f.2.pdf
https://mitcre.mit.edu/wp-content/uploads/2014/03/The-Quarterly-Journal-of-Economics-2010-Saiz-1253-96.pdf
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July 2017 Economic & Housing Market Forecast 

As of 7/17/2017 2016 2017 Annual Totals

Indicator Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2016 2017 2018 

Real GDP (%) 0.8 1.4 3.5 2.1 1.4 2.3 2.3 2.2 2.0 2.1 2.2

Consumer Prices (%) a. 0.1 2.3 1.8 3.0 3.1 -0.3 2.1 2.2 1.8 1.8 2.4

Unemployment Rate (%) b. 4.9 4.9 4.9 4.7 4.7 4.4 4.4 4.3 4.9 4.5 4.5

30-Year Fixed Mtg. Rate (%) b. 3.7 3.6 3.5 3.8 4.2 4.0 3.9 3.9 3.7 4.0 4.4

5/1 Hybrid Treas. Indexed ARM Rate (%) b. 2.9 2.8 2.8 3.0 3.2 3.1 3.1 3.1 2.9 3.1 3.7

10-Year Const. Mat. Treas. Rate (%) b. 1.9 1.8 1.6 2.1 2.4 2.3 2.2 2.2 1.9 2.3 2.6

1-Year Const. Mat. Treas. Rate (%) b. 0.6 0.6 0.6 0.8 0.9 1.1 1.3 1.4 0.7 1.2 1.7

Housing Starts c. 1.15 1.16 1.14 1.25 1.25 1.25 1.27 1.30 1.17 1.27 1.36

Total Home Sales d. 5.89 6.04 5.96 6.11 6.22 6.20 6.19 6.20 6.01 6.20 6.30

FMHPI House Price Appreciation (%) e. 1.6 1.4 1.6 1.7 1.6 1.7 1.3 1.3 6.4 6.1 4.9

1-4 Family Mortgage Originations f.

 - Conventional $295 $432 $466 $458 $298 $424 $391 $303 $1,651 $1,415 $1,350

 - FHA & VA $95 $113 $134 $132 $99 $105 $94 $87 $474 $385 $345

 - Total $390 $545 $600 $590 $397 $529 $485 $389 $2,125 $1,800 $1,695

Refinancing Share - Originations (%) g. 51 44 47 50 42 31 30 28 48 33 25

Residential Mortgage Debt (%) h. 1.1 3.3 4.1 3.6 2.5 4.0 4.2 4.3 3.1 3.8 4.7

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

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

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

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

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

d. Millions of housing units; total sales are the sum of new and existing single-family homes; quarterly averages of monthly, seasonally-adjusted levels (reported at an annual rate).

e. Quarterly growth rate of Freddie Mac’s House Price Index; seasonally-adjusted; annual rates for yearly data.

f. Billions of dollars (not seasonally-adjusted).

g. Home Mortgage Disclosure Act for all single-family mortgages (not seasonally-adjusted); annual share is dollar-weighted average of quarterly shares (2014 estimated).

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

Prepared by the Economic & Housing Research group; Send comments and questions to chief_economist@freddiemac.com.

Forecasted Figures

Historical Data

mailto:chief_economist%40freddiemac.com?subject=Economic%20and%20Housing%20Market%20Outlook
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Prepared by the Economic & Housing Research group

www.freddiemac.com/finance

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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