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Will We Be Ready When Boomers Exit National Average Mortgage Rates
Homeownership? |

Baby Boomers, the largest generation of Americans in history until the
Millennials came along, have influenced the country since their birth and
have created what could be described as a pig in a python in homeownership
rates. They are ageing, the leading edge of the group is now in their 70s, but
still, according to Fannie Mae, inhabit 46 million owner-occupied homes with
an estimated $13.5 trillion. What happens to the housing market when that
generation, voluntarily or not, exit homeownership? Will the four
generations following behind the Boomers step up and assume the mantle of
homeownership?
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While it doesn't address the results of this inevitable generational shift, Mortgage News Daily
research by the University of Southern California (USC) and Fannie Mae's 30 Yr. Fixed 6.43% +0.02 0.00
Economic & Strategic Research Group attempts to determine its timing and 15 Yr. Fixed 5.95% 0.00 0.00

how precipitously it might occur by analyzing earlier generations of

homeowners. The results are reported on Fannie Mae's Housing Insights blog S0 FHA >82% ro02 000

in an article by the company's Patrick Simmons and Dowell Myers 80 Yr. Jumbo 6.62% 0.00 0.00

representing USC. 5/1 ARM 6.28% -0.01 0.00

To determi hen th ight hit hers looked at the ratio of th Freddie Mac

nﬁmf)eerr(r)r:‘lcr)]jv:lveresnin eearll'la\a/z:;foup Iat, ilfze;;;i n?iz; (())f : eriode ::Iall?i\(/)e toe 30 ¥r. Fixed 6.35% 051 0.00

the number at the end. A value of less than 1.0 indicates that the number of 15 Yr. Fixed 5.51% -0.65 0.00

homeowners declined over the period. Exhibit 1 shows the retention ratios Mortgage Bankers Assoc.

for 10-year-wide birth cohorts as they aged through various 10-year periods 30 Yr. Fixed 6.44% -0.06 0.54

beginning in 1980. 15 Yr. Fixed 588%  -016  0.68
30 Yr. FHA 6.36% -0.06 0.85
30 Yr. Jumbo 6.75% +0.07 0.39
5/1 ARM 5.98% -0.27 0.65
Rates as of: 8/30
Recent Housing Data

Value Change

Mortgage Apps Aug 28 226.9 +0.49%
Building Permits Mar 1.46M -3.95%
Housing Starts Mar 1.32M -13.15%
New Home Sales Mar 693K +4.68%
Pending Home Sales Feb 75.6 +1.75%
Existing Home Sales Feb 3.97M -0.75%
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Value Change

Exhibit 1. For Homeowners Aging Into Their 70s and 80s,

Retention Rates Have Been Rising Steadily Builder Confidence Mar 51 +6.25%
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Looking from left to right on the chart, we see that the number of homeowners in a cohort increases through its mid-50s, is
relatively stable as the cohort ages through its late 50s through early 70s, and then begins to drop rapidly as the cohort
advances into its late 70s and 80s. For the two oldest groups, the first, aging from 65-74 to 75-84 retains, between two-thirds
and three-quarters of homeowners over the course of ten years. Among the second, aging from 75+ to over 85, merely three-
in-ten homeowners remain after ten years.

One can also see that retention rates were stable for those aging from 55-64 to 65-74, ranging only from 0.92 to 0.95 across
recent decades. But rates for cohorts passing through the oldest age groups have increased steadily in recent decades
regardless of the economic and housing climate, from 0.67 to 0.75 for those aging between 65-74 and 75-84, and from 0.26
to 0.31 for those aging to 85 and older.

The authors say this information provides a solid foundation for anticipating the behavior of older homeowners in coming
decades and they used it to create two scenarios for the coming two decades. In the first model they assumed that retention
rates for homeowners aging into the 75-84 and 85+ categories will continue to rise gradually at the same average pace as
observed between 1980 and 2010. In the second scenario, they hold the rates for those groups constant at the average for all
four historical decades in Exhibit 1. The retention rates for the next younger group, those aging from 55-64 to 65-74 have
been relatively constant across recent decades so they used the average rates in both scenarios.

Under all scenarios the authors predict substantial increases in the number of older adults who will exit homeownership
over the next two decades. In the ten years ending in 2016, homeowners who had aged to at least 65 declined by 9.2 million.
Over the next ten years, the authors say that number will be 10.5 to 11.9 million depending on the scenarios. Going out ten
years more, 2026 to 2036, the 65+ cohorts are projected to shrink by 13.1 to 14.6 million homeowners, a loss at least 42
percent greater than registered during the most recent decade.

© 2024 MBS Live, LLC. - This newsletteris a service of MarketNewsletters.com.

The interest rates provided in this newsletter are national averages from independent data sources. Rate/APR terms may differ from those listed above based on the
creditworthiness of the borrower. All information provided "as is" for informational purposes only, not intended for trading purposes or financial advice.

Read or subscribe to my newsletter online at: http://housingnewsletters.com/cliftonmortgage



http://www.marketnewsletters.com
http://housingnewsletters.com/cliftonmortgage

Housing News Update August 1,2018

Exhibit 2. Exits of Elderly Homeowners Projected to Increase Sharply Over the Next Two Decades
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Source: L3, Census Bureau, Decennial Census and American Community Survey 1-year estimates; authors' projections.

The reason these exit numbers increase is, of course, the large number of homeowner adults involved in the relevant cohorts
and how each age cohort swells with homeowners as Boomers enter into it. In 2006, when the oldest Baby Boomers were
only age 60, the 65-74 age group contained 9.3 million homeowners. By 2016, when the oldest Boomers had reached age 70,
that number had swollen to 13.6 million. By 2026, when the youngest Boomers will be age 62 and the oldest age 80, the
number of owner-occupants age 65-74 is projected to jump again to about 16.4 million, putting an even greater number of
older owners on the precipice of aging-related homeownership attrition.

It will be aging Boomers who will trigger this potential mass exodus, but efforts on the part of industry and government will
need to cross generations. One such effort might be to extend the period during which the elderly can remain homeowners
such as providing financing for home improvements or community-based support services either of which might allow
homeowners to age in place.

At the demand end of the potential problem would be the provision of sustainable home purchase finance options to allow
the younger generations to absorb the large number of Boomer homes likely to flood the market. Because immigrants
contribute substantially to homeownership demand growth, immigration policy will also likely play a role in determining the
adequacy of replacement demand for the homes vacated by Boomers.

The authors conclude that, regardless of the shape such efforts take, "fostering a smooth intergenerational handoff of
housing assets will likely require approaches that span the age spectrum and that seek to forge a bond of mutual housing
market interests between old and young."
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