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Why is Adulting Getting Harder?
Young Adults and Household Formation

“Adulting is hard”

Young adults of this era lead lives quite different from earlier generations. Compared to older generations,
as a group they have been slow to reach life milestones traditionally associated with adulthood, such as
getting married, having children, living independently and forming their own households.

A popular meme, “adulting is hard’, provides a humorous take on the challenges faced by young
adults (or perhaps anyone struggling with adult responsibilities). Like a lot of good comedy, the
phrase has a tinge of cruelty. For today’s young adults, adulting is hard, because the economic
environment has been tough in recent years; wage growth has been weak and housing costs have
risen rapidly. On top of that, education and health care costs have skyrocketed. Compared to 2000,
average annual expenditures for young adults in 2016 increased 36 percent, while average annual
expenditures on health care and education have more than doubled.

The challenges faced by today’s young adults Exhibit 1
could be slowing household formation and
represent a major obstacle to U.S. housing U.S. resident population by age in 2016 (millions)

markets reaching their full potential. We explore
factors that may be contributing to the low rates
of household formation for young adults and what
that could mean for the future.

Young adults — growing population,
falling headship rates

The U.S. population distribution currently skews
young. According to the U.S. Census Bureau,
there were nearly 45 million young adults aged
25 t0 34 in the United States in 2016, over four 15t024 25t034 35t044 45t054 55t064 65t074 75+
million more than those aged 35 to 44 (Exhibit 1). Age in 2016

These young adults should be fueling the housing
market, driving demand higher for years to come.

Source: U.S. Census Bureau

1 For purposes of this report, the term "young adult" refers to individuals and households between the ages of
25 and 34. The most recent comprehensive data available is for 2016.
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But so far, despite the swell in the young adult population, household formation hasn’t surged.
Rather, the U.S. has seen modest rates of household formation. Although we’ve seen gradual
increases in first-time homebuyers and the formation of young adult households, these increases
have been very slow when compared to young adults of 2000. For example, the rate of heading a
household (headship rate) for young adults in 2016 was down 3.6 percentage points as compared

to young adults in 2000. If these young adults had formed households at the rate of the young adults
in 2000, then the U.S. would have had 1.6 million additional households in 2016.

A decline in household formation has a major impact on the U.S. economy and housing markets,
with implications for homeownership, residential investment and wealth building. Due to the long-
lasting nature of these impacts, it's important to understand the nuances of the shift in young adult
household formation. Even relatively small percentage changes affect millions.

Looking ahead, many housing market watchers assume that those missing young adult households
will emerge, literally, from their parents’ basements. With many young adults returning home to live
with parents or doubling up with roommates, there seems to be tremendous pent-up demand for
housing from the young adult population. Will these young adults accelerate household formation,
making up for lost time? Will the next generation reverse the trend of declining household formation
rates for young adults?

Let’s look at the young adults of 2016, and compare them to the young adults in 2000. Then,

we can consider how various factors influence the rate of household formation by young adults.
Finally, using the insights we glean from our analysis, we can consider scenarios for the future and
how young adults may show up in the housing market.

How are today’s young adults different?

Young adults of this era are different from earlier generations on several fronts. They are more
racially diverse and are slower to reach milestones traditionally associated with adulthood, such
as getting married, having children, living independently and forming their own households.

Many young adults choose to live with their parents rather than to move out and live independently.
The share of young adults living with their parents has grown substantially in recent years. As of
2016, 15 percent of young adults were living in their parents’ homes, which is five percentage
points higher than the young adults who lived in their parents’ homes in 2000. In addition, when
young adults strike out on their own to live independently from parents, they often double up with
a roommate. According to the Pew Research Center, nearly one in three adults in the U.S. shared
a household.” Such living arrangements have caused the household formation rate for young adults

2 Living in a shared household refers to living in a household with an extra adult who is not the household head, the
spouse or cohabiting partner of the head, or an 18- to 24-year old student.
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to trend down in recent years. In 2000, there were 18.6 million households headed by young adults,
and by 2016, this number increased to about 20 million. However, if we consider the population
growth of young adults, the share of young adults that headed households decreased by 3.6
percentage points, from 49.2 percent in 2000 to 45.6 percent in 2016.

Population growth together with the evolution of headship rates drive household formation.

The slow rate of household formation during the Great Recession was primarily due to a decline

in headship rates among young adults. If the headship rate had remained at 2000 levels, we would
have had 1.6 million additional young adult households in 2016. So, why is the headship rate lower
among young adults today?

Researchers have found different reasons to explain the decline in young adult household formation.
Many attribute the low headship rate to the Great Recession, including labor market conditions,
house prices, incomes and debt.® A recent paper also indicates that it has become more socially
acceptable for young adults to live at home.* It is crucial to understand why the headship rate is
lower among young adults as declining household formations has serious implications for
U.S. housing demand.

Exhibit 2

Intuitively, household

formation depends on one’s Young adults in 2000 vs 2016
stage in life, such as age,

marital status, and whether oung Ad Year 2000 | Year 2016
one has children. It also 4 yea (Means) | (Means)

depends on the cost of Marria 0 9
ge Rate 54% 41%

living independently, such 1. .Sta.ge m @ %’

as choice of geography, in life

housing costs, and an

individual’s ability to pay 2. Cost of living @

these costs —which is independently Median Home Price (2016 $) | 210,000 | 270,000
affected by education,

Children Present 52% 42%

Living in Central City 29% 34%

i ’ (o) (o)

gcsm\i}hemployment and 3. Ability to pay O Bachelor’s Degree 34% 44%
ebt. en comparing this cost -. I@ ‘

young adults of 2000 Per Capita Income (2016 $) 37,800 38,300

to young adults of 2016 Not in Labor Force 15% 18%

(Exhibit 2), we observe
five noticeable differences
across these variables:®

Note: We used CPS data extracted from IPUMS. Median home prices for metropolitan area are obtained from National
Association of Realtors, BOC, Moody’s Analytics. For non-metros, we use the state median home price averages.

See reference for Cooper and Prado (2017), Blemmer et al. (2015), Dettling and Hsu (2014) and Pacioreck (2016).
See reference for Cooper and Prado (2017).

5 We use data from the U.S. Bureau of Labor Statistics’ Current Population Survey (CPS), made available through the
Integrated Public Use Microdata Series (IPUMS) unless noted otherwise.
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Marriage and fertility rates have declined.
More live in central cities where the cost of living is high.
They are more educated.

They are earning more.

o M ©Wn

The labor force participation has declined.

Young adults today are delaying marriage, and fewer are having children. Per the Urban Institute,
the economic shock of the Great Recession put marriage on hold for many young adults. However,
marriage rates are slowly returning to pre-recession levels. Declining marriage rates coincide with
the increased share of young adults living with their parents and is regarded as one reason for the
decline in household formation (FRBSF, 2016).

Those young adults who have moved out of their parents’ homes generally have moved to central
cities where the cost of living is high. Because home prices are high, more young adults are renting,
and many are choosing to live with roommates instead of forming their own individual households.
Per Freddie Mac’s Multifamily Renter Research, 7 in 10 renters are at least somewhat willing to
sacrifice space to live in an urban area.

Compared to 2000, more young adults have earned a bachelor’s degree. Higher education also
frequently means higher student debt, which is often cited as the biggest factor dragging down
household formation rates among young adults.

In terms of labor market conditions, the labor force participation rate for young adults has seen a
substantial decline, particularly for men. This could be partially due to an increase in the share of
young adults earning income from digital platforms such as Uber, Airbnb and TaskRabbit—jobs that
typically supplement income rather than replace full-time work and were not included in the Labor
Department’s counts until 2017. Per capita income is up modestly in inflation-adjusted terms for all
young adults since 2000. But for those young adults who are working, per capita real income is up
about $2,000 since 2000.

In addition to these factors, young adults are more racially and ethnically diverse. Household
formation rates tend to vary by race and ethnicity so a shift in the composition of the population
could drive household formation rates.

How do these factors influence the trend in household formation rates we saw for young adults?

To answer this question, we built a statistical model using person-level records from the U.S. Bureau
of Labor Statistics’ Current Population Survey, made available through the Integrated Public Use
Microdata Series (IPUMS). Our statistical model predicted the likelihood of a person heading their
own household controlling for a variety of factors. Full details of our methodology and estimation
results can be found in Appendix A.1.
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Discussion of model results

In general, as people get older, they are more likely to get married, have children and form their
own households. This has held true for young adults in 2016. We find that the older age cohorts of
young adults (age 30 to 34), married young adults and those who have children are more likely to
form a household.

As expected, increases in housing costs (captured by median home prices in our model) decrease
the likelihood of young adults forming households. A one-percent increase in house prices
decreases the likelihood of household formation by almost five percent. Higher incomes and higher
education levels perhaps provide young adults confidence to form their own households. We find
that, all else equal, a one-percent increase in personal income increases the likelihood of household
formation by a little over three percent. Similarly, all else equal, young adults with a bachelor’s
degree are more likely to form a household.

Exhibit 3 ranks the contribution of these factors to the headship rate gap among young adults in
2000 versus 2016. Per our analysis, more than half of the gap in headship rate (between 2000 and
2016) is due to housing costs and labor market outcomes.

Exhibit 3

Housing cost is the biggest impediment to household formation for young adults

Factors contributing to the headship rate gap 2016 vs 2000 (lines denote confidence interval)
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Source: Authors Calculations
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Housing costs alone, captured by median home prices, account for more than one quarter

(28 percent) of the gap in household formation. From 2000 to 2016, real median house prices
increased by 29 percent, but young adult per capita real income only rose one percent over that
same period. The increase in real house prices relative to income increased the ratio of median
home prices to young adult per capita income from 5.6 in 2000 to 7.0 by 2016.

Another 23 percent of the gap is due to
differences in labor market outcomes,
which include income and employment.
Although personal incomes have
increased, they have not increased
enough to correct the gap. Particularly
important is labor market participation.
Persons who are not active in the

labor market and have zero or negative
income have a substantially lower
likelihood of forming a household than
those active in the labor market and
earning even modest income.

Apart from the cost of living and

labor market outcomes, differences

in marriage and fertility rates account
for 18 percent of the headship rate
gap. A combination of factors related
to demographics such as race,
ethnicity, age, and gender account for
12 percent of the headship rate gap.
Education and geography are two
factors that favored young adults in

Higher incomes and higher
education levels perhaps provide
young adults confidence to form their
own households. We find that, all
else equal, a one-percent increase
in personal income increases the
likelihood of household formation by
a little over three percent. Similarly,
all else equal, young adults with a
bachelor’s degree are more likely

to form a household.

2016 relative to 2000. Thirteen percent of the gap in the headship rate is corrected by educational
differences. Young adults who have moved to central cities have added marginally to new
households in 2016. Overall, the variables we can control for explain about two-thirds of the decline

in headship rates.
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How many households did we lose to these differences in various factors?

As mentioned above, if the 2000 headship rates had persisted, we would have had an additional
1.6 million young-adult households in 2016. Exhibit 4 shows the various factors that have
contributed to the number of households lost from 2000 to 2016.

Exhibit 4

Number of young adult households lost (millions)

Additional young adult (age 25 to 34) headed households in 2016 with 2000 rate
Other

[ Factor increases gap -
[ Factor shrinks gap EE ﬁ ?
m Race & Age Education @
0.19 0.2

Marriage & Children Geography
J\
N ] 0.29

Labor Market
Qutcomes

0.37

-0.09

Housing Cost
0.44

If we applied the young adult headship rate for 2000 to 2016’s
young adult population, there would have been 1.6 million more
households in 2016. This chart breaks down the contributions
from various factors to this 1.6 million household gap.

Note: We used Oaxaca-Blinder decomposition to estimate the contribution to the gap between 2000 and 2016 headship rates.

Approximately 63 percent of the gap (or 986,000 households) can be explained by the factors
discussed above: housing costs, labor market outcomes, marriage and children, race and age,
education, and geography. The remaining gap of around 37 percent (or 590,000 households)

is unexplained by our factors. The unexplained portion may be comprised of other factors, such
as debt (especially student debt), credit, underwriting, increased medical care and education
expenditures and shifts in tastes. Our analysis did not capture these other factors, which are also
important for household formation.

Total
impact 1.6
million
fewer
households
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Household Formation Projections: 2025

What does all this mean for future household Exhibit 5

formation? How will these factors influence future

housing demand? Historical perspective on young adult
households

We think about it two ways: First, we look at
how young adult household formation will evolve
by 2025. Will the young adults catch up to the

Number of households (in millions)

headship rate of the young adults in 2000, or will Hofsgeehgfder Under 25
they continue to lag? We also look at how young
adults in 2025 will show up in the housing market. 1970 4.4 nr 1.8
Due to sheer numbers, we're going to see more 1980 66 18.5 14
households. The question is how many more?

1990 51 20.5 20.6

To give a historical perspective, consider the
number of young adult households in the 1970s 2000 5.9 18.6 24
and 1980s as reflected in Exhibit 5. In 1970,
young adults aged 25-34, headed 11.7 million
households. By 1980, these young adults, now
aged 35-44 headed 14 million households, adding
2.3 million households between 1970 to 1980. In
1990, the 25-34 year olds headed 20.5 million
households and by 2000, these young adults now aged 35-44 years, headed 24 million households
or an additional 3.5 million households since 1990.

2010 6.2 19.3 21.5

Source: Current Population Survey (CPS)

How might today’s young adults contribute to household formation by 20257 Our research indicates
that the two biggest factors explaining the decline in household formation rates for young adults are
housing costs and labor market outcomes. Let’s understand how the evolution of these variables
impact future household formation.

We put together three scenarios to see how household formations might evolve for today and
tomorrow’s young adults:

= Baseline: We assume current trends in terms of economic, sociological, labor market and housing
market factors persist over the next 10 years.

® Optimistic: We assume economic conditions improve by 2025. In this scenario, we keep the
housing costs fixed and vary labor market outcomes. Specifically, we match the 1990s experience
and have real personal income go up by 15 percent for each age and race/ethnicity group. We
also push the labor force participation and unemployment rates to 2000 levels.

March 2018 8
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® Pessimistic: We assume housing market conditions deteriorate. We keep the labor market and
income fixed but vary housing costs. Specifically, we assume that housing supply persisted in falling
short of demand, and real house prices rose an additional 20 percent over the next 10 years.

Our baseline scenario reflects an economy that remains largely unchanged. This provides a view
on how evolving demographics may drive household formation rates in the absence of any
significant shift in the economic environment. But the economy could turn favorably or unfavorably.
We consider two plausible alternatives in our optimistic and pessimistic scenarios.

The U.S. labor market has been improving over the past few years. Though the unemployment
rate has fallen below estimates of the natural rate of unemployment, we have not seen an
acceleration in wage growth. This may be partially because labor force participation rates have
begun to recover. As the economy improves, many people who left the labor force have returned,
keeping the unemployment rate stable and impeding wage growth. Perhaps the decline in labor
force participation for young adults was largely a hangover of the Great Recession.6 What if labor
force participation rates for young adults picked back up and income growth also accelerated?
We consider that possibility in our optimistic scenario.

As we discussed in our November 2017 Insight, housing markets are out of balance, and housing
supply is not meeting demand. Per Freddie Mac Multifamily’s 2018 _Qutlook, multifamily permits and
starts have been tapering over the last two years, down 11.4 percent and 9.8 percent, respectively,
since 2015. Construction of 1-unit buildings has increased to offset the decline in multifamily activity,
but the overall level of construction remains well below our estimate of long-run housing demand. If
that persists, we could see house prices continue to increase faster than incomes. What if housing
costs kept rising? We consider that possibility in our pessimistic scenario.

For all three scenarios, we use the 2014 U.S. Census population projections by age and race/
ethnicity to adjust population demographics. Details of our projection methodology and scenarios
can be found in Appendix A.2. Note that our data and methodology are similar in spirit, if different in
details, to the widely cited household formation projections regularly produced by the Joint Center
for Housing Studies.7 Our results are complementary to their estimates in that our analysis provides
insight into how variations in key factors, housing costs and the labor market outcomes might impact
future household formations.

6 For more on the decline in the employment to participation ratio, see Abraham and Kearney, 2018. The authors look
at factors leading to the decline in the employment rate for young adults between 1999 and 2016. On the demand side,
increased trade, particularly with China, has led to declines in wages and employment. The impact is felt mostly on
manufacturing jobs. Increased use of labor saving technology is another factor cited for the reduced labor demand.
On the supply side, the authors identify increased costs of entering the labor force as a factor leading to reduced
employment rates. These costs include increased availability of safety net assistance; earned income tax credit; lack
of support for working parents, especially a rise in spousal employment; increased value of leisure time as well as
opioid drug use. Along with these factors, changes in societal norms have made it more acceptable for young adults,
particularly men, to be financially supported by parents or partners.

7 Also see Goodman et. al. (2015) and Fisher and Woodwell (2015).
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In 10 years time... Overview of household formation scenarios

Scenario

Optimistic

Age 25 to 34 in 2025

Stage in Life

Looks like today’s
young adults

Cost of Living

Looks like today’s
young adults

Age 35 to 44 in 2025

Looks like today’s
35 to 44 yr-olds

Looks like today’s
35 to 44 yr-olds

Baseline

Age 25 to 34 in 2025

Looks like today’s
young adults

Looks like today’s
young adults

Ability to Pay

+15% higher income than
today's young adults,
year 2000 labor force
participation rate

+15% higher income than

today’s 35 to 44 yr-olds,
year 2000 labor force
participation rate

Looks like today’s
young adults

Age 35 to 44 in 2025

Looks like today’s
35 to 44 yr-olds

Pessimistic

Age 25to 34 in 2025

Looks like today’s
young adults

Age 35 to44 in 2025

Looks like today’s
35 to 44 yr-olds

Note: See Appendix A.2 for detailed scenario descriptions.

Looks like today’s
35 to 44 yr-olds

20% higher than faced by
today’s young adults

20% higher than faced by
today’s 35 to 44 yr-olds

Looks like today’s
35 to 44 yr-olds

Looks like today’s
young adults

Looks like today’s
35 to 44 yr-olds

For today’s young adults, we fix education and immigration status variables at their 2016 levels

and carry them through 2025 for all the scenarios. For all the other variables, we assume that in
2025 these young adults will look like the 35-44-year old’s of 2016 and use the 2016 35-44 year-old
means for the projections. For young adults in 2025, we keep all variables at their 2016 levels. We
only change the labor market and income variables in the optimistic scenario and only change house
prices in the pessimistic scenario. Exhibit 6 summarizes the key differences between the scenarios,
while full details can be found in Appendix A.2.

March 2018
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Using the variable values and their influence on household formation on the projected population,
we estimate the number of households that would be formed. These scenarios show that young
adults could add somewhere between 19 and 21 million additional net new households by 2025.
Young adults ages 25 to 34 in 2016 could add between 4.2 and 4.5 million net new households
while future young adults (ages 15-24 in 2016) could add between 15 and 16 million households by
2025, as shown in Exhibit 7.

Exhibit 7

Scenarios Results: Additional net new households by young adults by 2025

2016 ‘ Today’s young adults ‘ Tomorrow's young adults
Ages 25to 34 15t0 24
Households 19.9M 6.2M

Today’s young adults Tomorrow's young adults
Additional hh Total hh Additional hh Total hh
Ages 35 to 44 2510 34
Optimistic 19.9M +4.5M 24.4M 6.2M +15.6M 21.8M
Baseline 19.9M +4.4M 24.3M 6.2M +15.4M 21.6M
Pessimistic 19.9M +4.2M 24.0M 6.2M +15.0M 21.1M

Source: Authors calculations
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Conclusion

Based on our analysis, housing costs and labor market outcomes explain over half of the gap
between the household formation rates of young adults in 2016 versus young adults in 2000.

Household formation is an important predictor of growth in the housing market. For example, when
the economy was strong, young adults went on to form their own households, thereby increasing the
demand for housing. However, during the recession many young adults moved back in with parents
or doubled up with roommates shrinking the number of households and shrinking demand as well.
To prepare for future housing demand, it is important that we track trends in household formation
and project future housing demand.

We expect that as life progresses and today’s young adults age, they will add around 20 million
households to the U.S. economy driving housing demand over the next decade. But, housing costs
are a major factor holding back young adult household formations. Our research results indicate that
28 percent of the decline in young adult household formation is due to housing costs. If housing
costs continue to rise, household formation will be suppressed, and we could see about 600,000
fewer households over the next decade.

Alternatively, we could see housing costs stabilize and the labor market improve, driving young
adults’ household formations up 300,000 relative to the baseline.

There is substantial pent-up demand for household formation from today’s young adults. That
demand will tax a housing market that is struggling to produce enough supply to meet demand
under current conditions. Rising housing costs along with the substantial pent-up demand will add
pressure to housing markets and increase the urgency for solutions that provide affordable housing.

For young adults, renting is often the first choice when forming a household. In a survey conducted
by Freddie Mac Multifamily Renter Research, 55 percent of Millennials (currently aged 21-37) think
that renting is a good choice for them. To make renting more affordable, Freddie Mac Multifamily
offers numerous products that provide financing for rental units affordable for low-income and
working families. For example:

= |ts Targeted Affordable Housing Platform provides financing for the preservation and
rehabilitation of multifamily properties with regulatory rent or income restrictions. These include
properties with Section 8 vouchers, tax-exempt loans, those receiving Low-Income Housing Tax
Credits, and many others.

= Freddie Mac offers several products to preserve “Naturally Occurring Affordable Housing,” which
do not have rent restrictions and face significant risk of being lost to deterioration, abandonment
and gentrification. This includes a new Social Impact Financing vehicle.
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= Small Balance Loans, which primarily finance smaller properties ranging from $1 million to $7.5
million in high-cost markets. These units are more likely to provide housing for working families
such as nurses, police officers and firefighters. In fact, last year Freddie Mac financed more than
100,000 units of affordable and workforce housing through the SBL program.

® |ts Green Advantage® suite of products, which finance energy- and water-saving improvements
that help lower operating costs for buildings, keep utility costs low and protect the environment.

Through these and other programs, Freddie Mac Multifamily funded more than 680,000 rental units
affordable to low- and moderate-income families earning no more than 100 percent of the area
median income.

Many young adults will eventually look to become homeowners. As part of its ongoing support
of affordable housing, Freddie Mac offers mortgage products and resources that help potential
borrowers achieve the dream of homeownership. For example:

= Payment Assistance provides flexible sources of down payment funds within Home Possible
Mortgages; it also helps consumers and their lenders identify additional, eligible down payment
programs.

= CreditSmart is a free, web-based tutorial that talks about the steps to homeownership, from the
importance of good credit to qualifying for a loan and selecting a lender.

= MyHome is a consumer-focused resource center featuring tools, resources and information on
renting, purchasing and owning a home.

Drawing on our unique position in the marketplace, Freddie Mac is also working to better understand
the behavior of the borrowers of the future.
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Appendix

A.1a Data summary statistics
A.1. Data

2000 (Averages) | 2016 (Averages)

Our data comes from the U.S. Bureau
of Labor Statistics’ Current Population

] Headship Rate 0.49 0.46

Survey, made available through the
Integrated Public Use Microdata Median home price (2016 $) 210,000 270,000
Sample (IPUMS). For projections, we Personal income (2016 $) 37,862 38,302
use 2014 population projections from , ,

Persons with "-" or "0" income 0.06 0.09
the U.S. Census Bureau. The CPS
microdata is composed of individual Unemployed 0.06 0.06
records containing information Not in labor force 015 018
collected on persons and households

Age 30 29

and weights are provided as some
records represent more cases than Male 0.49 0.5
others. We use individual records

from year 2000 and 2016. We restrict
our sample to non-group quarter

households and consider ages Separated 0.03 0.02
25-34 in our analysis. After dropping

Married spouse present 0.54 0.41

Married spouse absent 0.01 0.02

Divorced 0.07 0.04

observations with missing information,

we retain more than 18,000 sample Widowed 0.008 0.008

records each year for our analysis. Household with child 0.52 0.42
White non-Hispanic 0.65 0.58
Black non-Hispanic 0.13 0.13
Hispanic 0.16 0.2
Less than high school 0.1 0.07
High school 0.01 0.01
Some college - no degree 0.31 0.26
Associate degree 0.24 0.23
Bachelor's degree 0.33 0.42
Not a citizen 0.12 0.12
Foreign born 017 0.19
Living in a central city 0.29 0.34
Living outside a central city 0.42 0.41
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A.1b Regression results

Dependent variable: Head of the household (Y/N)

. 2000 2016
Variables hh hh
0.042*** 0.033***
Ln (personal income)
(0.004) (0.003)
0.159*** 0.074**
Negative income
(0.036) (0.026)
0.035*** 0.053***
Age30to34
(0.008) (0.008)
0.126*** 0.009
Male
(0.009) (0.008)
-0.106*** -0.057***
Married spouse present
(0.01) (0.009)
-0.090*** 0.062**
Married spouse absent
(0.034) (0.029)
0.141** 0.063***
Separated
(0.026) (0.024)
0.208*** 0.170**
Widowed
(0.064) (0.067)
0.137*** 0.142***
Child present
(0.01) (0.009)
0.048** 0.027*
White non-Hispanic
(0.02) (0.015)
0.065*** 0.047**
Black non-Hispanic
(0.023) (0.017)
0.021 -0.029*
Hispanic
(0.02) (0.015)
-0.071** -0.062**
High school
(0.035) (0.031)
-0.033** -0.064**
Some college — no degree
(0.014) (0.014)
0.028* -0.006
Associate degree
(0.015) (0.015)
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A.1b Regression results (cont.)
Dependent variable: Head of the household (Y/N)

. 2000 2016
Variables hh hh
0.061*** 0.017
Bachelor’s degree
(0.015) (0.015)
-0.01 0.023
Unemployed
(0.018) (0.016)
0.014 0.040***
Not in labor force
(0.015) (0.013)
-0.055 0.094
Not a citizen
(0.064) (0.219)
0.042** 0.039**
Foreign born
(0.019) (0.016)
0.023 -0.13
Foreign born* not a citizen
(0.066) (0.219)
0.016 0.043***
Central city
(0.012) (0.012)
-0.023* -0.012
Outside central
(0.012) (0.012)
-0.022* -0.045%**
Ln (median home price)
(0.012) (0.008)
0.045 0.296***
Constant
(0.073) (0.057)
Observations 18,445 23,609
R-squared 0.076 0.06
Notes:

A linear probability model is used to simplify the attribution of impacts to regressors and
simplify projections of future headship rates; person weights included in the analysis.

Robust standard errors in parentheses.

*** 5<0.01, ** p<0.05, * p<0.1
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A.2 Methodology for projecting household formation

We first run a regression of the factors (the same set of economic, demographic, educational and
housing market factors which drive the housing market as shown in the text above) on the headship
rate to determine the impact each would have on the headship. We do this by race and age.

For race, we group the population into four racial/ethnic groups: Non-Hispanic Whites, Hispanics,
Non-Hispanic blacks and Non-Hispanic others. We run the regression for two 10-year cohorts to see
how these factors drive the headship rate:

e Ages 25-34 (today’s young adults in 2016)

e Ages 35-44 (today’s young adults in 2025)

n
Y=a+zﬂiXi+8
i=1

Where:
Y is the dependent variable—head of the household (Y/N)

Xi are the factors—personal income, negative/zero income, male, married spouse present, married
spouse absent, separated, widowed, households with children, white non-Hispanics, black non-
Hispanics, Hispanics, high school, some college no degree, associate degree, bachelor’s degree,
unemployed, not in labor force, not a citizen, foreign born, foreign born and not a citizen, living in
central city, living outside central city and median house prices.

bi are the regression coefficients & & is a constant
& is the error term

Next, we estimate the means of each of these factors for 2016 by race and age. We then obtain
the sum-product of the coefficients obtained through regression and the means of these factors.
And finally, we multiply these sum-products with the population estimates to get the number of
households under the various scenarios.

For the scenarios, we fix some of the factors (such as education levels and immigration status)

at their 2016 levels and carry the through the years until 2025. And for some factors, such as
sociological factors like marriage rate and having children, we let them evolve with time—i.e., we
assume that in 2025, today's young adults will look like the 35-44 year olds of today. In other words,
we impose that future cohorts match past cohorts at a particular age. So, for example, in 2025

35 to 44 year-old Hispanic marriage rates match the 2016 marriage rates for 35 to 44 year-olds.
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X = factors from Oaxaca Blinder;
Demographic (Age of marriage, A.2a Scenario equations
number of children, gender),
Education, House prices and
Metro status (in central city,

outside central city)

Young adults | Y, = Zb/Xij V= Zbinij Y= Zbinij Y= Zbinij
Total headship rate = X, yij * Pij

Middle aged | Y, = Zb]XU, V= ZbinU. V= beinj V= ZbinU.
Young adults headship rate ; =
.V11*P11+y12*P12+y13*Pl3+y14*Pl4 ot yij: zbinij yij: Zbinij yij: Zbinij yij: zbinij

Pop estimates

NHB
Young adults P11 P12 P13 P14
Middle aged P21 P22 P23 P24
Older P31 P32 P33 P34
A.2b Projection results for today's young adults A.2c Projection results for tomorrow's young adults
Baseline scenario Baseline scenario
. Headship Additional . Headship Additional
Year | Households | Population Rate Households Year | Households | Population Rate Households
2016 | 19,897,398 | 43,802,974 | 45.42 2016 | 6,155,054 42,205,460 | 14.58
2025 | 24,257,161 45,876,656 | 52.87 4,359,763 2025 | 21,540,272 | 47,552,475 45.3 15,385,218
Optimistic scenario Optimistic scenario
. Headship Additional . Headship Additional
Year | Households | Population Rate Households* Year | Households | Population Rate Households*
2016 | 19,897,398 | 43,802,974 | 45.42 2016 | 6,155,054 42,205,460 | 14.58
2025 | 24,372,401 45,876,656 | 53.13 115,240 2025 | 21,774,944 | 47,552,475 45.79 234,672
Pessimistic scenario Pessimistic scenario
. Headship Additional . Headship Additional
Year | Households | Population Rate Households* Year | Households | Population Rate Households*
2016 | 19,897,398 | 43,802,974 | 45.42 2016 | 6,155,054 42,205,460 | 14.58
2025 | 24,048,881 | 45,876,656 |52.42 -208,280 2025 | 21,108,496 | 47,552,475 44.39 -431,776

* The additional households for the optimistic and pessimistic scenarios are relative to the baseline.
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