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Seen Through a Different Lens, Millennials National Average Mortgage Rates
May Be Closing Homeownership Gap -

There has been a lot of focus in recent years on two topics; the gradual but
steady decline in the homeownership rate and the huge Millennial
generation, those born between the early 1980s and the earliest years of the
215t Century. Thereis a nexus of the two of course as there is no group in
which the decline in homeownership been greater than among Millennials,
now at the prime age for buying their first homes. The homeownership rate
of households headed by 25 to 34-year-olds was 36.9 percent in 2014, almost
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10 points below where it was in 2006, at the peak of the housing bubble. - -
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In the current edition of its Housing Insights, Fannie Mae looks at the Rate  Change  Points

homeownership patterns of the Millennial generation, but does so through a Mortgage News Daily
different lens than usual. This is important, the company's Director of 30 Yr. Fixed 7.09% +0.07 0.00
Strategic Planning, Patrick Simmons says, because the decline in the young- 15 Yr. Fixed 6.56% +0.03 0.00

adult homeownership rate "has been associated with several housing market

o : > DEET] 30 Yr. FHA 6.62% +0.07 0.00
shifts, including low shares of first-time home buyers and suppressed starter .
home construction.” 30 Yr. Jumbo 7.35% +0.04 0.00

5/1 ARM 7.30% +0.06 0.00
Simmons says Fhe data has continued to §how mc?derate d.eclines in Freddie Mac
hom.ef)wnershlp for yo.ung adults, but th.IS analysis has relied on the 30 VT Fixed ~ 02% 2042 0.00
traditional way of looking at the generation, the age group, for example,
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persons aged between 25 and 34 years. This, he says, doesn't portray the 15 Yr. Fixed 6.28% -0.48 0.00
dynamic nature of homeownership. Instead, Fannie Mae undertook an Mortgage Bankers Assoc.
analysis by birth cohorts (i.e. those born between 1982 and 1991. This allows 30 Yr. Fixed 7.08% -0.10 0.63
nI:t only;:omlfaring two groupsl'(])f peoplea:tdtwo pc;)ints (:cf time, it also tracks 15 Yr. Fixed 6.61% +0.01 0.65
changes for the same group as they grow older and pass from one age group o
to the next. Cohort analysis can help determine if Millennials have started to 30Yr. FHA 6.89% 0.03 0.94
buy homes at a faster pace as the economy has recovered and are closing the 30 Yr. Jumbo 7.22% -0.09 0.58
gaps with earlier generations. 5/1 ARM 6.56% -0.04 0.66

Rates as of: 5/17
Using the Census Bureau's American Community Survey (ACS), Fannie Mae

looked at homeownership changes by both age groups and birth cohorts over Recent Housmg Data

very short periods of time. The big ACS sample enables analysis of Value Change
characteristics over short intervals for successive, non-overlapping birth Mortgage Apps May 15 198.1 +0.51%
cohorts, which in turn allows cutting history into short intervals, in this case: Building Permits Mar 1.46M -3.95%
1) the end of the 2000s housing boom and economic expansion (2006-2008); Housing Starts Mar 1.32M -13.15%
2) the housing bust (2008-2010 and 2010-2012); and 3) the early housing

recovery (2012-2014), thus isolating changes during the housing recovery New Home Sales Mar 693K +4.68%
from change during the pre-crisis and crisis periods. Fannie used two-year Pending Home Sales Feb 756 +1.75%
wide age groups and birth cohorts and tracked homeownership rate changes Existing Home Sales Feb 3.97M -0.75%

over two year intervals.
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Value Change
Analysis by age group (Figure 1) shows homeownership continuing to fall among yeungadultsdunias the initialygarsofs 1 ¢ 259
recovery but at a moderating pace. In each two-year period between 2006 and 2012 per capita homeownership rates
declined for adults between the ages of 20 and 33. This continued over the next two years but the declines were neither as
large nor as widespread, being statistically significant only for the groups between 24 and 29. There was no sign of an upturn
however.

Exhibit 1. The Relentless Decline in Young-Adult Homeownership Rates
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Simmons calls the moderating decline among age groups promising but hardly suggestive of the beginning of a recovery.

Analysis by birth cohort provides more definitive indications of a rebound however, showing gains as young adults age
through their late twenties and early thirties The traditional analysis of homeownership rates by age group reveals that
young-adult homeownership continued to fall during the initial years of the housing recovery, albeit at a moderating pace.
However, the cohort analysis shows significant acceleration in homeownership as Millennials aged through their late
twenties and early thirties during the early housing recovery. This signals that the oldest Millennials are beginning to close
the gap with their predecessors. In Exhibit 2, the left-most bar for example shows that the cohort which was 20-21 in 2006
increased its per capita homeownership rate by about 2.2 percentage points as it aged to 22-23 years old in 2008.
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Exhibit 2. During the Early Recovery, Homeownership Gains Accelerated for
Millennials Aging Through Their Late 20s and Early 30s
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This pattern of aging into homeownership slowed dramatically as the housing crisis in 2008 moved into recession in 2010.
For those aging between 24-25 and 26-27, homeownership from 2008 to 2010 grew less than 3.5 percentage points, a point
less than in the cohort that age two years earlier. These birth cohort gains continued to decrease between 2010 and 2012,
but the loss moderated and for those in their late 20s and early 30s, homeownership rate gains largely stabilized. Between
2012 and 2014 the deterioration ceased for almost all age transitions. For those Millennials who aged between 28-29 and
30-31, the gains during the early recovery period were twice as large as they were for the predecessor cohorts during the
housing bust, and even significantly larger than it was for the cohort passing through this age range between 2006 and 2008.

So what are the implications. Simmons said that while Millennials have homeownership rates today that are substantially
lower than young adults prior to the housing bust and Great Recession these gaps are not immutable. The generation can
play catch-up with prior generations as economic and housing market conditions improve. Looking at homeownership data
through a cohort analysis allows researchers to see the beginnings of such a rebound and indeed we are seeing signs "of
incipient recovery in young-adult homeownership demand." Thisin turn could signal greater demand for starter homes,
more affordable purchase mortgage products, homeowner education and counseling, and other services and technologies
suitable for young home buyers.

He calls signs of accelerating Millennial homeownership between 2012 and 2014 particularly notable given the headwinds
they faced during the early housing recovery. Labor market conditions had begun to improve but young adults still had
substantially higher unemployment compared to the pre-crisis period and credit conditions were very tight. Both of these
factors have improved since 2014 - the last year for which the ACS data is available - and some changes to mortgage finance
have occurred - so there is more recent support for first time homeownership. There is also a statistical issue in that
immigration has begun to rebound from recession levels. Because immigrants tend to arrive here during early adulthood,
and don't have high homeownership for a while after arrival, increased immigration has likely dragged down young-adult
homeownership rates.

Simmons concludes that, although the improvements in the labor market and credit access since 2014 should boost
Millennial homeownership demand, the tight inventories and rapid price appreciation, especially in the lower home price
tiers, are reducing first-time home buyer affordability. The should highlight the importance, he says of continued industry
efforts to provide housing and mortgage products to meet the growing demands from potential young home buyers.
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