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Introductlon

Betveen 1975 and 1979, a aerleg of houelng narket forecaete pre-

dlcted that thc aglog of the baby boon geoeratl.on as rell aa the

cootlaulng oeed to upgrade tbe exlettog houslng etock rculd spark

record-level nes constructloa actlvlty 1o the 1980e. Reeearchere at

the U.S. Foregt Servl.ce, the Urban Lnstltute, the Natiooal Aseoclation

of Eome Bullders, aad Data Reeourcea, Inc., among others, publlshed

proJectl.ons that Den conatructlon would add 24 to 28 ollllon unite to
the houslag atock over the decade.l

The plunge of the housing industry Loto deep recessl.ou Ln the

early 1980s caueed naoy foreeaatlng groups to reduce thelr estLmates

of total productloo for the deeade, yet there Ls little reasoo to

belLeve that the revlsed forecasts are any Eore accurate thao thoee

they replace. Ltke earlier proJecttona, the more recent housing

narket forecagte fatl to capture how denographl.c factore Lnfluence

patterlc of derand aud, ln partlcular, household growth. In additloor

they take llttle accoutrt of factore that influence losses, conver-

aions, and other forus of houelng inveatuent and dlelnvestmeot.

Although orletlng nodele Eay forecast total houslng market actLvlty

accuratelyr they have llttle chaaee of eorrectly ldenttfytng Lnporrant

treads lu the eomposltlon of leu conatructloo by locatlon, by eLze, or

Structure tJrlre.

Thls paper Presente a baeeltae forecast of ltkely trends La house-

hold fotaatloa aod houelng cooatructlon actl.vlty ln the l9g0e.

Followl.ng atr eagesepeut of natl.onal treoda, the paper preeetrtg
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forecagte for each of nlne ceoaua dlvlsloue aoil dlscusgee lnqortant
reglonal varlatlone Lo bougehold fonatl.oa aod nev coastructl.on actl.v-

Ity. fhe paper then conpares the abtllty of eelected houslug lnarket

lodels to track changee lu denographlc patteros aad usea of the er1et-
iug luventory, aod coocludes rlth rcconendatlone for a prograu of

houslng research ao uodel developnent. Prlnclpa1 flndlngs relported

ia thls paper ioclude:

(1) Deellnea 1o the grovth rate of householde and ln net loesee

luply that ner congtructlon plus nobile hone ehlpoeata for the lecade

of the 1980s uoet llkely 1111 equal 18.9 Etlllou unlts bur could be as

low as 16.9 ulllion ualtg.

(2) Forecasts of future houslug consunptlou and lnvegtnent ectlv-
lty requlre an underetaadlng of hos the e:rletlug houeing stock apJusta

to changiag ecouomlc coodltiooa. rn faillng to nodel loaees anfl noo-

neu coEstructlon addltlone to the lDveltory, avallable forFcasts

provlde an laadequate bagis for aeeeeelng future treode ln ner! con-

structlon aetivlty.

(3) Each of the forecaets eurveyed ln thle paper attenlts to
estluate the grorth of houaeholde by age of houeehold head rlthopt ex-

plleitly nodelLng the frn{ty fornatlon process. Characterlgtllce of
frnlflgs and lndl'vlduale other thrn ager houever, are lnportant {eter-
nlaaate of boueehold foruatloo 8nd houalng choice. A nore approprl.ate

approach rould be to proJect the aunber of fanlllee by type, aud then

to lodel the effecte that tocole, houelng prleee, and other ecQnonl.c

varlables have o,o houelqg denand.
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(4) rt le feasible to construct eo lmproved modeL for proJectl.og

future houelag trende. Ihe nodel uust be sufflclently dlBaggregated

to repreBc[t the ray ehanges 1o fanlly Btructure lofluence houelng

deoaod. Equally inportant, lt lust loclude sufflclent detatl to

pernlt ascegenent of how chauglag economlc coudltlone affeet uoe of

tbe erlctlng inveotory. Sloce characterletlce of houeeholde and of

tbe housl.ng etock illffer both acroee and wtthtn regLoae, a Bucceesful

forecaettqg nodel must also contatn spatlal detall.

Movlog fron the 1970e to the 1980s: A Baeeline Forecast

By deflnltlon, changee 1o the total houslng inveutory rnust equal

grorth ln the atrmber of houeeholde prus changee Ln the ntrmber of

vacaot houelng unlte. Slnllarly, growth in the total inventory must

equal E€lf cooatructlon actlvlty (conventlonal aew constructlon plue

nobl'le holre placeneuta) leee net loesee (total lossee less non-aew

con8tructio! addltloas). Theee aluple deflnltlone are wldely ueed

88oog houeLlg nerket forecaetere and provlde a useful franework for
conparlng altcraatlve proJeetlons.

In the decade of the 1970e, Eew conctructlon added 20.9 ulLlloo

unlte to the total houellg loventory. Accountlng for net losses of

2.6 nllllon unlte, theee addltlons geoerated a 18.3 oillLon urlte

tncreaae ta the total housLng stock for the decade. Although there

has been urch dLsagreelleBt over the eomponeDte of inveDtory change, it
ie clear thtt net logses ln the 1970e rere subgtautlally lorer thau in

the prev!.ous deeade, 1.€.e 3.7 pereent coupared wtth 10.9 percent in
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the 1960s. lbreoyer, tbe decllne iu Det losses

cent

both

the

ln the I970e subgran-

ttally reduced the level of aey coastnrctlon requlred to reet the

groeth of boueeholds aod mlntalu e gtveu rever of vacaat oolts.2

The dranatlc reductloo in aet loaeeg resulted fron both a ddcllne

lu gross losseg aad aD lacreage 1o non-oeu conetructlon addtllons.

Groeg loeees frou the conveatlonal Loveotory (total unlte leee uobile
home and seasonal vacancl.ee) fell fron an eetlmated 10.7 perceu! over

the 196os to 7.6 perceut durlng the 1970e. Elgh loeees among qoblle

hooe unite, bowever, offeet aone of thle reductlon in grogs l*oeses

frou the conventlonal inveatory. By the 1970s, noblle home 1o""""
vere 19.0 perceat of total loeses, up eubstantlally frou the 6.3 per-

recorded ln the 1960e. The rlee lu nobile hone logeea redlecte

the grorrh of theae unlte aa a percent of the total inventory aod

fact that nobile honee tead to bave ahorter ugeful llveel than

cooveutl.onal houslag.

The locreage 1o oooter constructloa sddl.tlons to the lavintory
arao reduced aet loeaee in the 1970e. convereloo of elngle-darnlly

houeg lato tro or trore unlts, adaptlve reuae of couercl.al and iudue-

trl.al strueturea aa reeldencee, aod other changes to

l,nveutory added at reast 2.7 d,llr,on, eud rore lrkely aa

Det loes ratea over the past 20 years, aDa-

untll recently that the blgh loee rates Of the

the er{etlng

naay ae 3.9

nlllloa, unlte to the gtock. rt Bhould be noted that even the rower

of these trc estl.rates Le sti1l oearly trlce the nrnber of noa-oew

cotratructlon addltloos that the Bureau of the Ceoeua reported fqr the

perlod 1960-1970.3

Deaplte declloes la

lyste routlnely agerned
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1960e rculd contlnue luto the 1980s. For gone areaa, thle was a valld
e88uopt1o[, 1..e., 1D the cent,ral cltl.ee of the Northeast and North

ceatral reglone. For tbe renafnlug portlone of the country, however,

loEe ratee dropped aharply. Fal.lure to dletlnguish thls trend eeri-
ously dietorted forecasta for the l9g0s. As Table I shows, the

lfatloual Aseoclatlon of EonebuLlders forecast that Det loeges la the

curreut decade vould equar 12.3 ntlllon unltg, vhile the u.s. Forest

servlde, Data Re8ourcee, rnc., and John welcher proJected loss leveLs

between 6.9 to 9.0 nllllon unLts. Although thege egtl.mates are
plauelble relatlve to the experience of the 1960s when net roeses

totaled 6.6 ntllton unltel they Been unreallstlcally htgh in llght of
the fact that aet loeses la the 1970e fell to onry 2.7 nllltou unLra.

Eouslng oarl,et forecaetere dld llttle better in capturlng trends
lu houeehold fornation. After growLng sreadily iu the 1950s and

1960e, houeehold headehlp rates eoared in the earry L970s. As the

baby boou aged, the number of adults rose raptdly; the probabtltty

that any glven rdult vould forn an iudependent household al_so io-
creased. Arthough aaalysts began to oote the chaoge ln household

foruatlon rates as early ae the 1960s, they falled to antl.clpate how

rapldly berdahip ratea rould rl.ee and therefore how rapldly the number

of houeeholda rould grow.4

Gl.vea the contLaued growth la headshlp rateg ln the early and nid-
1970e, the Censur Bureau revleed its forecasts of houeehold formatlon

three ttler betueea 1975 and L979. I{trtle ualng dlfferent tl.me perlods

and aseuoptlons to foru thelr extrapolatioos of headshlp rate3, thelr
lost recetrt end rc8t vldely ueed proJectloo places household growth io
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the l9E0e at 16.8 nllrron. severar forecaetere-lncrudlng the u.s.
Forest servlce ln 1977, aad Data Besourceg, rnc. in l97g-followed the
lead of the'ceoaue Bureau aod aleo revlsed thelr proJectlone upwards.

Idte the Ceasus Bureau, each of theee forecaste aeeuued that headehlp

ln the 1980g would contlnue to grow at rates erperl.enced ln the Late

1960s aad carly 1970s.

Dlore recent data suggest that thts is unltkely. As Flgure 1

ehows, crude headehlp retes for the age group zo-34 have renal.ned

vlrtually constant etnee L975. For thoee aged 2s-34, the headship

rate oaly lncreaaed fron 4g.7 perceut to 1g75 to 4g.g percent ln 1gg2.

anong the 20-24 age group, the 19g2 headehlp rate rras up srlghtly to
15.0 pereent fron the 1975 flgure of 14.6 per"eot.s

rn thelr detelled analys!.s of household foroatlon, John pltkLn and

George Maenlck of the lllT-Earvard Jolot ceoter for urban studles

eraulaed forcee leadlng to a dlnlulehed growth in headshlp rates. Thls

regearch eranl.nel the probabillty of iudlvlduel fanily nuclel.-i.e.,
faolLles or other groupluge of related lndlvlduals such ae a slngle-
Pareot and chtldren--fornlog eeparate households. I{trlle nany anarysts
focue on the effect of age in the declslon to head a household, pltktn
aod llasnlck, euggcet that other iuportant faetore in the choice ioclude

narltal status and the presence or abeence of childrea. other thiage

belug equal, a nooau vlth young childrea, for example, Ls more likeJ.y

to nal'ntal.o a scparate houaehold thau a chl.ldless yoman. Eeadshlp

probabllltlee dlffer accordlag to vhether a romao le wldowed, di-
Yorced, or never narrl.ed. rn ehort, tbe pltkla and Maenick anarysls

deEoBstretes that deoographlc characterl.atlce have important luplLca-
tlons for future grovth of houaebolds.
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FICURE I
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Thle elovdown lu the groyth rn headahlp rates aaong young adulte
le noteworthy ln that thra age group contrrbuted to nuch of the in-
etreage lD total houaeholde lu the late 1960e and early 1970e. rodeedr

rlmer grorth ln headehlp ratee 18 a central lngredlent ln the Jolnt
Gsnterfs forecast of dlul.alehed household grouth for the oexr rrro

decadeg. Iluring thle perlod, tbe average annual increase in number of
houaeholdg w111 fall frou the 1.5 ullllon level forecaat for the l9g0e

to 1.1 nlllloa Ln the early 1990a, and cloee to 1.0 nlllton by the end
cof the ceutury.o

Table 2 cooparee a baselLne forecast for the 1980s conelstent wlth
the8e treade aud the levels experlenced ln the 1970e. The basellne

forecaet assuoee that 14.8 nillton houeeholde sill forn over the

1980e, a eubetantlal decrlne from the 16.g uilltoa iu the prevlous

decade. Aeeunlag that the occupancy rate holde constant at the 19g0

I'evel of approxlnately 91 perceut, the gl.osdosn in houeehold growth

v111 produce an equally pronounced drop ln the growth of vacant unlte.
rf lossee coutloue et rates obeerved ln the perl.od 1975-19g0 and

noo-new cooatructlon addltlons eoutlnue to provl.de the same ehare of
total additlons as they dld 1n the 1970e, the baeeline forecast places

Sross loeaer for the decade at 6.1 qllllou unlte, non-Dew con6tructlon

addltloae at 3.4 dllioa unlts, and net losgee at 2.6 nilLlon unLts.

the foreccst of reduced household fornatl.on and reduced inveatory

logses lnpLlea that ner coastructlon yi1l equal but lg.9 nillion
unltsr lncl'dhg about 2.7 nilltou nobile home place'eot'.

chaagiag ecoaoolc condltlone could, of course, modlfy both houee-

hold fornatl.on ratee aod uet loss t8te8. Wlth the sluggleh economy
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Table 2

EOUSEHOLD FOnUATION,
NET LOSSBS, AND NEI{

1970-1980

CHAXCE Iil mTAL AIID VACAIII Eousrxc sroc(,
CONSTRUCTISI PLUS IOBII.B EOI{E SEIP}IEMS:

(ACnAr) aND 1980-1990 (roREcasT)

Actual
Ml11loue

of
Unlte

1970s

Beglnnlng of
Decade Stoclc

Forecaat 1980s

of Beglnnlng of
Ualte Decade Stock

Initial PerLod
Stock

Eousehold
Formatlou

Addltlooal
Vacancies

Growth of
Total stock

Net Loss:

Groes Loee

Noo-aew
Coastructlon
Additlons

l{ew Conetructloo
Plue Moblle
Bome Shlpoente

End of Decade
Stock

70.19

16.90

r.59

18.38

2.56

6.50

3.94

20.94

88.56

100.02

23.9

2.3

26.2

3.7

9.3

5.6

29.g

L26.2

88.56

14.94

1.43

L6.27

2.63

6.O7

3.44

18.90

104.93

100.02

16.8

1.6

18.4

3.0

6.9

3.9

2L.3

119.4

SOIIBCE: Jol.ut Ceater forecaste, June 19g3.
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8Ed low levels of household fornatlou recorded in the early 1980s, the

ettlaete of 14'-8 dlllon aev householde could be too hlgh; a perl.od of
vlgorous a[d Bustalned economlc grorth, however, could puah houeehold

Srosth to 15.8 n1111on. Arteraatlvely, Eet loEees could increaee in
tbe 1980e' Strong ecoaoulc grovth, together wlth the continued ehtft
of hougeholde froo clty to auburb aud from frostbelt to eunbelt could

ralee loes ratee. Ttrtle 1t ls unllkely that they rrlll ever return to
1960g levele, tt le poeelble that net loeses couLd increase ro a

decade rate of 4.0 percent.

A8 ln Table 3 ahows, oaly a htgh level of household fornatlon
together sith a return to htgh levele of net losees would produee new

coa8tructlon plue noblle hooe ehlpneots that rould equal or exceed the

nunber achlcved ln the 1970s. A nore llkely estlmate of new coogtruc-

tion actl.vlty 1o the 1980e ls 18.9 uiLlloa unlts, or 10 percent lower

than ln the prevlous decade. Moreover, houelag productlon could fall
even further lf houeehold growth falls to reach the most llkely level-

of 14.8 nltllon.

Deeplte this peselnlstlc asaessment for the decade aB a whole, tt
le lnportaut to oote that houslag productloa w111 increaee sharply

fron the depreesed levele erperlenced between 1980 aud 1982; sustaln-
lng htgher productl.oa levels Lnto the late 19g0e and 1990s, however,

1111 be dlfflcult. A8 the baby boou generatloa eges, household forna-

tlon rateg aad houeLag cocetruetlon actlvlty wlll begln a donnward

drl'ft thet vlll lest untll the year 2000. As dlecussed lo tbe gection

below, Doreover, aot all the regioag of the country rill ehare equal.ly

ln houslng produetlon.
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Table 3

NEII CONSTRUCTION PLUS I,|oBII.E EOUE PI.ACEMENT
POR EE 1980e

(Mtllloaa of Unlta)

l{et Loes Rate

Eouaehold
ForoatLon

Lor
2.0 Perceot

Moet L!.kely
3.0 Percent

Eldh
4.0 Pdrcent

Low

13.8 ullltoa

Most Llkelv

14.8 nLlllou

Elgh

15.8 ullll.on

SOURCE: Joiut Center forecaste, June 1993.
Dew cooatructlon plus noblle hone placeuents
forecasts are for dlecusel.ou purposee ooly.

17.9 18.7

18.9

20.0

Uoet llkely forecast for
le 18.9 n1111on. Ot[rer

16.9

18.0

19.1
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Beglonal Trendr ln Eoueing Conetructlon

The regloual varl.etlou ln household growth observed in the 1970s

le expected to coatlnue ln the 1980s. As Table 4 ehowa, the popula-

tion of the Northeagt grew by ooly 94r0oo ln the 1970s, yl.th the New

Englaud stateg galnlng 5061000 people and the uld Atlantic Btates

loeiag 412'000. Iftrtle the large central cl.tlee of the Northeast had

been decreasing ln populatlon glnce the 1950s, by the 1970s numerous

l'rrrer suburban ereaa nere aleo loelng resldents. JoLnt center proJec-

tl'otrs suggegt that with the state of New york leadlng the way, popura-

tl'on la the l{ld atLantlc states 1111 decltne by ae nuch ae 6.4 percent

iu the 1980s. Almost ao populatlon growth Ls forecast for the East

North ceatral atates, as ve1l. Eavlng grom by only 3.5 percent Ln

the 1970s, the populatlon of theee Btates le llkely to increase by

oaly 1.2 perceat over the current decade.

The populatlon ln the auubelt, io contrast, le proJected to grort

elgniflcantly fagter than the Dational average. Relatl.ve to the

1970s, however, the rate of populatlon growth will decrease somewhat

la the Paclfle eud ltlountaln states and Dore sharply 1o the south

Atlaatlc statQ.. The l{eet South Central and East South Central Brates

are proJected to experl.eace the largeet abeolute populatloo lncreaee

of 5.3 ntlll.on.

Although population grovth le a uaJor determlaant of household

grorthr the nulber of hougeholde can lncreaae at, a greater rate than

the nunber of people lf average household slze contLnues to decllne.

A3 the deta ln Table 5 indlcate, the rate of household growth ln the

1970s erceeded the rate of populatlon grorth io each of the nLne
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Teble 4

POPT'I.ATION GBOI{M BY IEGION:
1970-1980 (ACTUAL) AtrD 1980-1990 (FOBECAST)

Populatlon (0009)
Actual Actual Forecaet
1970 1980 1990

Reglon
Ceosue Dlviglon

Northeagt
New England
Mld Atlantlc

North Ceotral
EaBt North Central
Ife8t North Central

South
South Atlantlc
East South Ceutral
l{eat South Ceutral

lfest
Mountaln
Paciflc

TotaL

49,041
1l,942
37 ,Lgg

56,572
40,253
16,319

62,795
30r671
12,903
19,321

34,905
8,292

26,523

203,2L2

49,135
12,349
36,797

58,854
41 ,670
17,194

75,353
36 1943
14,663
23,747

43,165
11 ,368
3L 1797

226,5O5

47 r7O7
L3rL42
34,562

6L,274
42rL5L
t9,123

89,92L
4L,785
18,079
30,057

52,949
15,416
37,533

251,848

o.2z
4.2

-1 .1

4.0
3.5
5.3

20.o
20.5
14.5
22.9

23.9
37.2
19.8

11.4

-2.q2
6t4

-6t4

4rl
L;2

11 13

19j3
13r1
22i8
26i6

22[7
35+6
18r0

u+2

SOTIRCE:

lletr
U.S. Sureau of
taD Statletl.cal

lngton, D.C.: U.S.

Censug, 198O Ceqaue of tloa. Standard
Areas - Supplenentary Reportg
Goveroment
1983.

Prlntlng Office, 1981) and Jblnt
-5

Ceuter proJectLoos, June
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fable 5

CS{PARISON OF POPULATION A}ID EOUSEEOLD GROWTH:
1970-1980 (AcnAr) AlrD 1980-1990 (FoRECAST)

leglon
Geneue Dlvlslou

1970-1980 1980-1990

Growth Rate Growth Rate Growth Rate Growth Rate

I{ortheaet
l{ew England
Hld Atlanttc

North Ceatral
East lforth Central
I{eet North Central

South
South Atlantic
EaEt South Central
tlest South Central

I{eet
Uountal.n
Paciflc

Total

o.2z
4.2

-1 .1

4.0
3.5
5.3

20.0
20.5
14.5
22.9

23.9
37.2
19.9

LL.4Z

L2,47,
19.5
10.3

18.8
L8.2
20. I

37 .1
39.0
29.8
39.0

39.2
58.1
33.7

26.47"

-2.92
6.4

-6.4

4.L
L.2

11 .3

19,3
13.1
22.8
26.6

22.7
3s,6
18.0

LL.27"

4.52
15. s
0.8

10.8
8.0

L7.4

27 .L
2L.7
30.8
33. s

28.9
42.8
24.L

L8.37.

SOURCE: See Table 4.
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cenaus dlvleloao. Even 1o tbe llld Atlaotlc regloo, rhlch

ulatloa ln the 1970s, the nrnber of householda grer by 10.3

loet pop-

PercEot.

In the future, houeeholda v111 contloue to lncreaee et a faeter

rate than popuratLon, but the dlffereoce 1111 be lees pronoiraced.

Ifhlle the proJected populatlou lncreage of 11.2 perceot 18 practfcaLly

ldeotlcal to that experleuced ln the 1970e, the household grouth rate

la proJeeted to drop fron the 1970e flgure of 26.4 percent t0 18.3

Percent. Bveu eharper declloea are forecaet for gelected regLonls: ln

the !11d Atlantlc states, for granple; houeehold grorth ls proJected to

fall from 10.3 percetrt to under 1.0 percent. Arthough etlll above

average' the hougehold growth rate ln the South Atlantlc and Pbclftc

states wllJ. drop ae rell, refleetlog the alowdosa ln populatlon f,rowttr

lu Plortda and Call.forula.

The flow of populatlon and houeeholds auay frou eelected frOetbelt

8tates Euggesta that the Northeaat Eud lforth Ceotral regiooe rltl cap-

ture enaller eharee of natlonal houslog narket actlvlty. As ln{teated

ln Table 6, the btggest decllaeg in tbe eharea of total housl.og pro-

ductlon rL1l occur Ln the llld Atlaatlc aod Eagt North Central Etete6.

In coutraat' both Nes Bngland aod the lfest North Ceotral at{fefoos

w111 erperleace ellght locreagea ln their ehares of total neu bouslug

productlon. Ae a rhole, the Northeaat and Nortb Central reglode wlLl

capture 27.7 peteeat of new coustnrctloa plue noblle hone plaeemeats

lu the 1980s, doru fron 33.9 perceur La the 1970e.

Ae houeehold grorth sloue, forecaetg of total congtructlou actlv-

lty are tocreaslngly lufluenced by forecaste of the other corpoaents

of iaveatory cbange, 1.€.1 ehaogea ln vacanctee, loeeee, and pon-ner

\
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TabLe 6

PERCEI{T DISTRIBUTION OF BOUSEHOLD GROFTA AND I{EI{
CONSTRUCTIO}T PLUS IIOEII.E EOI'E SEIPT,IENTS BY BEGION:

1970-1980 (ACnrAr) AlrD 1980-1990 (FOBECAST)

legloa
Gensue Divlslon

Eoueehold Growth
1970-1980 1980-1990

New Constructlon Plus
Mobl.le Eone Shl.puents
1970-1980 1980-1990

Ifortheast
New Eogland
Mid Atlantlc

I{orth Ceutral
East North Central
I{eet North CeotraL

South
South Atlantlc
East South Central
West South Ceotral

Ifeet
Mountelo
Paclflc

Total

Nunber (thouaands)

11 .52
4.2
7.3

Lg.7
13.5
6.2

42.8
22.O
6.9

13.9

26.L
8.7

L7.4

100.0u

16,800

5.32
4.5
o.7

15.3
8.0
7.3

48.9
19.4
10.6
18.9

30.6
11.7
19.9

100.02

14, g4o

11 .82
3.6
8.2

22.1
L4.7
7.4

42.4
21.5
7.5

13.4

23.7
8.1

15.6

100.02

20 1935

8.52
4.2
4.3

L9,2
11 .3
7.9

4s.9
19 .4
9.5

17.0

26.4
9.9

16.5

100.02

18,897

SOIIRCE: See Table 4.
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coostructloa addltlone. rD the ltld Atlantlc region, for er4nple,

hougeholde v111 lncreage by oaly llorooo 1o the 1980e, but aer{ con-

atructlon for the decade rl11 equal 8121000 unlte; thle dlscrepa$cy is

largely due to the fact that oey constructloo la needed to offset the

aearly I utlltoa uulte tbat w111 be loat durlog the deeade. ra forn-

ing theee estlmates, lt vae agsuned thEt the vecency rate would teualu

uochaaged, an aeetrnptloa eosglsteot yltb ld.etorlcal experleuce. Ag

houeehold growth slows to Deer zero ln thle dlvialon, however, lt ls

poeeible that vacanclee 1111 lacreage. rf the vacancy rate fqr the

ltld Atlautlc Btates uere to rlse by one perceot, the housing atock

(aud heoce new coostructlon) roulil have to locreaee by an addltlonal

140,000 unlts.

Revlew of Alternatlve troreeagta

Forecaate of houslng coneunptloa and tnvegtuent actlvl.ty rpqulre

an underetaodlng of the usy ln rhlch both householde aod the hbuslag

etock adJust to changing econop{c condltlons. Nev constructloil adds

but a enall Lncreuent each year to the total bouelng lnveotory. EveD

after a decade of record-level ney conatructioo actlvlty, four put of

every flve Anerlcan hougeholde 1o 1980 llved la a unlt that exlslted ln

1970. Ttre locatioo, quallty, aod other cbaracterlgtlcs of the

laveatory thue play an lmportant, although frequently Lgnored,

ahaplug housing narket trenda.

household fornatlou patterni aleo

fre fornatloo of oer houaleholde

eDd the coupoeltlon of exlstlng householda depead not oaly oo eciooonle

current

rble ln

Denographic characterletlce aod

lafluence houslog oarLet bebavlor.
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factore goverolng the cost aod avalrabrllty of houslog, but also on

roclal Dorls euch as narriage rate8, divorce rates, and the age at
rblch cblldreu leave thelr parenter houes. Like the characterletl.cs
of the exletl'ng houslng Btock, the current characterletlce of fanilles
ead householde have luporta't inplicatloue for the future.

In attenptlEg to capture the many eeonoml.c aud eocial factors that
lnflueace houeing lnveetuent aad coneuuptl.on declaloos, houslng ao€l-

lysts euploy a varlety of technLquee rauglog from slnple trend-ll.ne

extrapolatlons to compler etmultaneous eguattotr uodels. The work of
the ten forecaatlng grouptr lleted 1o Table 7 llluetratee thls diver-
elty' Reeeerchers at Date Re'ource', rnc. (DRr), for erample, enploy

one of the largeot and most coaplex EecroecouomLc models of the na-

tl'oaal econouy Ln use today, yet Buppleaeut the reeurte of thrs nodel

rlth alnple trend-line forecasts. The eaoe Le true for Morgan stauLey

and Conpauy, vhoee houslng forecaets are baeed ln part on the results
of the oatlonal EacroecononLc nodel of rowaeead Greenepan, rne. aad in
Part otr eupplementary analyees of factors not lncluded in the oatlonal
nodel.

Although lt ls useful to thlak about housLng ln the context of the

natlonal ecouollyr uacroeconomlc nodele typlcally contalu only llulted
detall about the houalng Beetor. The DRr model, for exanple, fore-
casts elngle-faully aod uultl-fardly houel.ng Btartg and noblle home

placeoents for the next 25 yeare, but Dot of the n'mber and compo-

sltloa of houeeholde livlqg in thege uuite. To euppLement theLr

netl'oaal nodels, analyata at DRI aad eleewhere have therefore de-

veloped epeclal houslng aector nodele. The Reglonal Data Assoc1ates
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rodel, lnltlally developed by Keaneth Rosen aud Dntght Jaffee, r.s an

eranple of ttrle tlPer ea-are the uodela of Ihonae ltarcln of the U.S.

Foreet Servlce, Joha lfelcher of the Urban rustltute, and reeearchers

at Advance ilortgage Corporatlon.

Taklng as glven certaru parameters about the future of the
natlonal econony' each model nonetheless enphaslzes different a6pects

of the houelog narket. The nost recent verelon of the RDA/Roeen/

Jaffee/ uodcl, for rnstauce, lncorporates coner.derabre detail about

houslag fl'naace and I'ncludee a eirnpLe uodel of household formatlon,
but treet8 &r eaogenoue the rates 0f net 10es to the existlng lnven-

7tory.' ro contra8t, I{elcher does not attempt to nodel household

foruatlon but u8e8 the avallable Census Bureau forecasts; he focuses

lnetead on rcdellag the co'pouents of lnventory change, r.ncruding

108ges' l{arct'n Paye more attentlon to the detalls of the househoLd

foruatlon process than RDA/Rosenllaffe, but leee attention than
Ifeicher to the detalle of houelog lnventory adJuetnent.

In addltlon to theee formal uodeler nsuy analyste make qualltatlve
asse8sEeDts of the future of the housing tndustry. As part of the

nrltl-year etudy on urban decLl.ne and the future of the AmerLcan clty,
Anthouy Donne of the Brooklngs rnetltutlon has developed egtimates of
llkely trends La houslag coastructlon aad investment. I}owne combl.nes

the Census lureau forecagta of household foroatl.ou wlth independent

economlc analyeee of inventory adJuetneut to foro alternatlve fore-
casts of houeiag narket actlvltleB. George Sternlleb takes a slnLlar
epproaeh ln tria rork on mltl-fanlly bouslag demand. wlthout the

beaeftt of fornal nodels (or perhaps becauee they yere not bound to
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the llultatloae of a alngle lodel),
far-ranglog and frequeotly ineightful

oarket dynanlce.

both Dovne and Steralieb offer

coueuts about future hbuetng

To varylag degreea, horever, houslag rarket forecaeters sdek to
aaseos the deuographlc, econontc, techoologlcal, aocial, and polf.tlcal
factora that affect houslng coB8urptloo and lnvestnent. Ifhile it ts
of couree dlfflcult to develop a alugle nodel that locorporates Fll of
these complex interactioosr curreut forecagtlag efforta Beeu n"far",r-
larly deflcleot 1o tracklng ehangee in denographlc petterns and ln the

uae of the exlatlng lnventory. The oert sectlon assesaes alterfatlve
forecasts of houeehold formatlou, vhlle the aubeequent Bectlon 6valu-
atea alternatl.ve forecasts of the couponeotE of lnventory change.

Thle revlerr Buggeets that exleting proJectloae of houelng sarket
actlvlty are buLlt oD the Dost tenuoug of fouodatiooe.

Forecaate of Eouaehold Foruatlon

The 1970e recorded unueually rapld grorth ln the urnber of houee-

holds and a narked ehlft ln houeehold conposltlon. BetweeD 1910 and

1980, the n'nber of houeeholde lncreased by 16.g ml.lllon, cogpared

vl'th 10.6 nllllon ln each of the prevtoue Gso decades. ltrile fore-
casters erPected householdg to ltrcreage 1o nunber ln the 1970e becauee

of the 'arrival' of the baby boo generatlou lato the pr{rre houoehold

foruatlon age groupsr DaDy aaalyate, lncludlng thoee at the oensus

Bureau, falled to antlclpate the rapld lncreasea tbat occurred Lo the

fractton of adulte headlag houeebolds. nltb grorth lu lacore an{ uore

Seneroua federal houalng prograna, rore indlvldualE rere ab[e to
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nalntal'a I'ndepeadent houaeholde. I{hen actual household growth ln the

1970s exeecded expectatloue, the Cenaua Bureau revl.sed lte proJectLoae

for ttre 1980g upward. The nost recent revlslon, Lesued ln Lg7g,

egtlnates that the aunber of houeeholda rtll increaee between 13.0 to

18.8 nlllion, wl.th the 'uost llkely- estLnate belng 16.g nlllion.
A dranatlc ehange also occurred in the coupositloo of fantltes and

households la the 19708. ra 1950, married couples accounted for
alnogt 80 percent of all householdg; over 60 percent of new houeeholds

added durlng that decade eere aleo married couples. since 1970,

horever, uarrled couplee coostitute a emaller and enaller ehare of

total households as more couplee delay marrlage, divorce, or sinply

llve together. As Flgure 2 lllustrates, the nuober of narried couple

hougeholde l,ucreaaed by'only 2501000 each year between 1975 and l9go,

compared rlth an annual growth of all hougeholde of l.G u11llon. As a

result, narrled couples accounted for less than 15 percent of total
houeehold grorth during thie period, the lowest share ever recorded.

Deepltc thege trends, the ceasus Bureaufe proJectlons for the

1980s luply a regurgence ln uarried couple households above levels

obeerved ln the 1970e, and that farnrlies other than uarrled couples

1111 coutiaue to grow at approxl.nately the same rates as in the past

decade. There ls ltttle reason to eapect, however, that marriage

retes rr111 lncreaee. slnce 'other faml.lies- conelet prlnarily of

rttnen wlth chlldren, for thls group to continue growLag would requlre

tllegltlnate blrths to lncrease above 1970e levele aod dlvorces ro

lnvolve nore roreu rlth chlldren. sl.nce f ertllity le declinlng,

aelther of these eventa le llkeLy.
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FIGURE 2
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Examinatloo of the ceneus Bureauts forecastLng oethodology sug-

gests thc aource of theee errors. ualng data for the period Lg64-

1978, censue Bureau analysts firet proJected total populatlon by age

and se: aseunllg contiuuatlon of obeerved trends io blrths, deaths,

and net trnlgratlon to the country, aad then calculated the ehare of

Persoas of a glven age ln a partlcular narltal status for each year.

The Ceneug Bureau then flt a aeries of oonllnear equatlons to the tine

treads ln theae shares and ueed these equatLons to project future

dl.etrlbutlone of populatlon by marl.tal status. Also usLng elnpLe

ertrapolatlon procedures, the Census Bureau analyets estl$ated the

probablllty that a glven ladlvldual would head a household.

As uoted earlfer, the Pttkin and Uaenlck anaLysls suggests that

the ceneua Bureau foreCaats could be vlde of the uark. pitkln and

Uaenidl have ploneered ln the use of cohort proJectlon techniques to

a88esa Past and llkely future trende in populatlon growth, marLtal

status, fanlly eLze, headehlp, and houeing consumptlon. In tracking

the behavlor of btrth cohortel 1.€., Lndl.viduaLs born durLng a certaLn

perlod, thle lethod llaks the fantly fornatlon pattertrs of people who

rll'1 be 40 years old la 1990, for erample, to thoee of the sane people

rho yere 30 1o 1980.

Uollte the cohort approach used here, the Ceneus Bureaufa aaalyeis

of hougehold treuds examines the behavior of dlffereat people as they

reach a glvea age. Pltkln aad ltaenlck obeerve, however, that the

attr,tude. of people born ln different periode are llkely to yary: 30

year-oldc of 1965, for example, grew up durlug the Depreselon and war
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Jrears; the 3o-year oldg of 197g, in contraat, grer up Lo

eat tioee. Cohort analyels provldee a elnple rethod

theee differeuces aod aeeeeatog tbelr t.rpllcatlone for
lu fanlly and houeehold fornatlou.

falrly afflu-

for eraaf.ul.ng

future theode

In L979 ' the JoLnt Ceater fl.ret preseuted forecaets that dEnon-

etrated thet the wtdely uaed cengua proJectlon of 16.g nilliod new

houeeholde for the 1980e ras anyrrhere fron 2 to 3 uilllon too high,

Neverthelese, other houalug uerket analyeta have contloued to uee the

outdated census Bureau forecasta of household grosth. For exapple,

recent analysea by the Advance l{ortgage corporatl.on aod George slern-
lleb tacorporate the ceneue proJectlons rlthout change; Aothony boro"

and Joha l{elcher have aleo uaed ceusus forecaets aa lnput, wlth onLy

mlnor uodlficatlons. Bdch of theee aoalysee not only overetatep the

grosth ln total houeeholde but aleo presento a dletorted vlew of the

growth of houeeholde headed by lndlvlduala of a partleular age or

uarltal statug.

Although llarcla, Date Regources, and RDA/Rogen/Jaffee have devel-

oped ecouomLc aualyaee of household fornatloo, there ie llttle reason

to belleve that thelr proJectlooa are any Lore eccurate than thole ot

the Ceneus Bureau, eepeclally aa they relate to houeehold fornhtlon

anong epeelflc age groups. DRr fite a elnple the trend-llne to age-

epeclflc headehl.p rates uelng data for the pest 30 years. slnce

headehLp rates greu nore elowly between 1950 aud 1980 than between

1964 and L978, the DRr proJectloas of household grwth are loser than

Ceogue Bureau forecaatS.
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Ualng a ellghtly dlffereat procedure, Ttromas llarcln calculates a

theoretlcal oaxlnrln headshlp rate for each age group based on egti-
lated groeth ln the uunber of larried couplee. l{arcln then relates

arnual estlnatee of age-epeciflc headehlp for the period 1953-1976 to

annual estlnatee of per capl.ta Lucoue, and in eaeence forces the trend

llre to approach ssyuptotlcally the maxluun headshtp rate. Based on

thege equatlone, llarcla generatee two aeta of estlmates of household

grot th aaeunlug a 1.0 and a 2.0 perceat growth in locome. Llke thoee

of Data Beaources, the ll,arcl.n estl.aates of houeehold growth are lower

than the Cenaus Bureaure, largely becauge of hls aseumptlons about

narlmrrn headshlp rates.

RDA/RolealJaffee treat houeehold fornatlon es one of the demand

faetors ln a giuultaneous equatlon nodel of houslng supply and demand.

The key varlablee lnfluenclng houeehold headship are changes ln real-

dtsposable income, ln the coet of malntalalng a separate houslng unit

(ae prorled by the rentaL and homeonnerehip conponent of the Consumer

Prlce Inder), and ln the uuenploynent rate. RDA/Rosea/Jaffee estimate

aeParate equatl.ong for tro hougehold types (fantly and nonfanily) ln

eaeh of four age groups (L5-24, 25-34, 35-64, and 65+). The number of

fanllles ylth a head aged 65* is a fuoctLon of the total aumber of

people aged 65fr lncome growth, and the homeownershlp conponent of the

cPr. The nuuber of hougeholds aged 35-64 dependa, r.u turn, on the

totel nurbcr of people aged 35-64, the cost of houaiag, the uarrlage

rete, and the dlvorce rate.8

whtle bousehold fornatlou appears to be fully endogenoug to the

BDA/Rosenllaffee uodel, thle ls more Lo prlnelple thau ln fact. Ar.-
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argue forcefully that household fornatlot de-

and eoclal factore, eoclal factore (prorled by

larrlage and dlvorce ratee) appear io oaly three of the elght hbuse-

hold equatl.ons. Marrl.age and dlvorce rates thue lnfluence the gf,owth

of fautly households aged 35-64, rhlle the dlvorce rate influeoceb the

grorth of aonfomlly housebolda aged 25-34 aad 3s-64. For the flve
other 8rouPo, BDA/Roeen llatfee appareotly could lot develop Btatil.Bri-

cally sl.gnlflcant uodele of the probabtlity that populatlon of a glven

age grouP would forn houeeholds rhich lacluded narrl.age rates, dl.vorce

rateg, and other factors. rndeed, for the group aged 15-24, headehlp

depeuds only on the growth of lncone and chaoge tn total cpr, tvo fac-
tors that are exogenously epeclfled. A8 a reeult, the age group wlth

the greategt potentlal to change lte headahlp rate ia, ln factf not

fornally rePreseated La the eiaultaneouely deternlned narket process.

The conparleon preaented ln Table I lllustrates how dlfferent
assuuptlone about houeehold foroatl.on affect age-epecl.fic houEehold

forecagts. For elauple, the censua Bureau predlcts a eltght growth Ln

the aunber of householde aged L4-25, rtrlle the Jolnt Center forecaste

a decllue la thle group of l.o nl.llloo. Both Data Reaourcep and

llarcin also predlct declloee, although of eoaller proportlone. Assuu-

lng thst lncone gross by ooe percent per year, llarclnrs -lqr gdrl.es-

proJecte a decrease ln the nrnber of houaeholde aged lg-25 of 61g1000.

It ehould be noted that the forecasta of l{arcln and DRI are sutrprls-

lngly einilar for eecb of the othea age groupe, auggestlog that ilarclu
nay have stnply produced a soneyhst tore conplex repregentatlotr of the

DRI tfue-trend.
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RDA/Roeea/Jeffee predict, ln coatragt, that the nrnber of young

houaeholde rl1l lncrease falrly elgalflcaotly. Thelr three acenarlos

lnclude a baae forecast aaeunlag a !.7 perceDt grovth rate iu real per

caplta lncone and a 9.2 perceut laflatloo rate; a Dore optlqigtic
forecaet assuoing that real per caplta tncome rlll grow at an annual

average rate of 3.1 perceut' ylth laflatlon averaglng 6.5 percentt for
the decade; and a peealnl.stic forecast asguaiog that incooe wtlr fall
by 0.3 perceut annuall.y and ioflatloo rill surge ahead at 12.1 per-

cent. Ilnder baseline condl.tl.oos, the RDA/Roeen/Jaffee model p.!dt"a"
that headehtp ratee among the group aged 15-25 sirl coatlnue to rlse
rapidly, a forecaat that nrns couuter to the experlence of the last
seveD years. Eveu Lu theLr uost peselutetlc eeeoarto, the baelc

aeeumptl.ous of whlch are extreuely unllkely, the RDA/Roeen/.laffee

uodel forecaste a 20 percent tncreaee iu headahlp rates and only

sllght decllnes in the nuuber of houeehorde undet 25.

The B,DA/Roeen/Jaffee, DRr, and llarcla nodels Dorle dlrectly fron
forecastlag populatloo by age to forecaetlng houaeholde by age vithout
expltcttly nodeling the lnterveuleg step of fanily foruatlon. The

detalle of the far"ily foruatr.on process, horever, can and do inflirence
the probablllty of llvlqg r.adepende'tly. D,ependlog on economlc fac-
tors such as lacoue, relatlve bouslng prlces, and uaenployneut le1vels,

a glven fantly oucleL ray or rey oot forn a houaehord. Each of the

nodble thus falle to repreee.t fuIly the ecoooutc and denogrpphlc

forceg that ehape future patterns of houeehold foruatlon. Bather than

etartlng rlth e eluple forecaet of populatlou by ager a nodQl of
headshtp ratea and boualug fonatiou ghould begln rlth a forecast of
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populEtloo by age, uarltal status, and preaence or absence of chir-
dreu.

Forecaeta of Inveutory Change

In addltlon to overetatlng rates of houeehold formatlon, current

houelng forecaats tend to overeetlnate llkely net losses to the tnven-

tory' In ltght of the sharp decll.oe ln gross loeses and the Lncreaee

in uoa'aer conBtructlon addltlons eiace the 1960s, the Joint center
proJectlon asgumeg that net loasee in the l9g0e wtll equal but 2.63

nllllon untts. Ac Table 9 ehows, only the pessluistlc ecenarlo of the

BDA/Roeen/Jaffee nodel produces net losEes this low. rnterestlngry

enough, the Advaoee Mortgage corporatl.on forecast equates rapld growth

ln total houeeholde and la the houaing etock rlth lower net Losses.

For Advanecd Mortgage, a row lever of household growth apparentry

lupllee reduced PreEsures to conaerve the inventory. RDA/Roaen/Jaffee

arguer ln cootraat, that the high coBt of trew houslng both elolrs

houeehold fornatlou and encourages uore lnteoeive use of the exletlng
lnveatory.

I{lth the exccptlon of the ceneus Bureau, alL the forecastere

dlccusoed bere leeue detalled proJeetloae of new constructlon actlv-
I'ty. Slace Sternlleb llnlte hLe forecaste to the rental houslng

aector, and l{elcher to bouelng constructioa in metropolltan areas,

bmever, tbey do not appear la Table 10; also nleslng Le Anthony

D.onns, rho focuecs ou Dew congtructlon of orner and renter unlts.
tlhtle esthates of total constructlon dlffer conslderably, the fore-

cagterg (yrth or uotable erceptlou) generally agree that the elngle-
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Table 9

CO}IPARISON OF ALTERNATIVE FORECASTS OF
II{VENTORY CHANCB: 1980-1990

(Thousande of Unlte)

ForecaBter

Change
tn Total
Stock

Net
Loaeee

New
Constructlon

PLue Moblle Home
Placemdnts

Joint Center (June 1983)

Advance llortgage (Juty 1981)
Eigh
Low

Data Resources (FaIl 1981)

Anthony Donns (1.982)

Thomas Marcln (L977>
ttlgh
Low

ilorgan Stanley (!fay 1982)

RDA/Rosen/.laffee (lray 1982)
Optlulstic
Baee
Peseinletlc

John lfelcher (1980)

16,270

L7,67O
13,550

15,945

1 5,540

15,195
14,801

D.8.

18,840
16 r 510
11,870

18,786

2,627

3,080
4,2OO

4,32O

4,55O

9,06g
8,37 4

n.a.

5,060
4,010
2,49O

7,956

23,900
20,530
14,360

26,742

18,gg7

20,75q
L7,75Q

20, 165

20,100

25,253t
23 ,r7 5

18,890

SOIIRCE: See Table 7.
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Table 10

COI.TPARISON OF ALTBRNATIVE PORECASTS OF
NEW CONSTRUCTION BY ITPE: 1980-1990

(Thoueands of Units)

Slngle- Multl- Moblle
Forecaeter fanlly fantly Homes TotaL

Advance Mortgage
Blgh n.a. n.a. 2,500 zo,7soLow D.a. n.a. 21500 ZO,75O

Data Resources (Fall 1981) 11,045 6,000 3,120 20,L65

Thooss ltarcin (L977)
Elgh 10,393 5,335 3,524 2s,2s3Low L5,249 4,706 3,zzo 23,L7 5

Morgan Stanley (1982) 8,SZO 6,9g0 3,390 1g,g90

RDA/Rogen lJaf.f,ee (May 1982)
Optlnlrtlc l3,7ZO 6,450 3,720 23,900
Base LZ TZOO 5 ,Z5O 2,O7O 20,530
Pesslul.etlc 8,560 3,610 2,L90 14,360

SOURCE: See Table 7.
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fanlly share of coaveotiooal trer constnrctlon ln the 1980s wil.l be

betveen 65 aod 75 perceot. the lrorgan stanley forecaat, preparbd in
conaultatlou rlth Tornseud-GreeDapaa, pre8eats qul.te a dlffereat vlew.

Reactl'ng to record u)rtgage intereet rates asd rtrat they aee aF the

general dLaarray of the thrlft lnduetry, llorgao stanley asauues that
houeormershlp affordability problene r11l eeverely llnit the deuand

for oew elngle-fanlly houee over the Eert tetr yearg. As e risult,
they predlct that the alogle-faotly share of conventlonal new con-

structl.on wLl-l decline to 50 percent by 1990. Although offeri[g no

exact flgurea, Sternlleb oakee a etullar eaaesBment: aew constructl.on

la the 1980e vlLl be leee orleoted torard slogle-fanlly hones aod more

towards towrrhousee and nrltt-faolly atructurea as Anerican conqu6er6

adapt thelr erpectatl.one

Power.

to the realltlee of thelr llntted purchaeing

whether eingle-family houetog Btarts are 50 percent or 75 pQreent

of total new coustructlon, of course, lakee a conalderable dlffdrence

ln the capltal aod naterlal oeede of the houslag laduetry. Ttre Morgan

stanley report aotee, for eranple, that a alngle-fanily home uees

about twLce as nrch lunber aud plnrood ae aulti-fanlly unlte. There

are equally lnportaut dlfferencea ln the flnanclng and conetructlion of
alogle- and nrltl-fanlly atructureg. Dlfferentlal rates of groas

loases are aleo ltkely to lofluence the nlr of ues conetructioni. If
loee rates aDotrg nultl.-fenlly unlte coottoue to declloe, conatrrlctloo

levels for theee unlte rl1.l aleo decreaee. lloreover, cooverslolns of
elngle-frrnily bones and adaptlve reuae of connerclal aod iadugtrlal



-35-

spece cen rdd eigulflcaat urnbere to the nrlti-fanily stock, thus

depreeslng oer cotrstruction.

Glvea the lnportgnt llok betueen uge of the existlag etock aud new

constructl(m actlvity, there hae been eurprielngly ltttle enplrlcal.

regeareh on the ecooonic deterulnaute of loeees aad other addltions.

ualng Aonual Eoual.ng survey data for 59 Eetropolitan areas, 1JeLcher

found that loas rate8 between 1970 aad 1975 were hlgher in areas wlth

a large voluoe of oew conatructl.on and lower ln areas wlth htgh over-

all growth ratee, partlcularly anong areaa rtth predoninantl.y nlnorlty
hougeholds. welcher lncluded Deasurea of income growth, of growth in
the costs of new conEtruction, and of the amount of eubsldlzed hous-

lngr but eould flnd no 8tatl8tlca1Ly elgnlflcaut relatlonship between

these variables and loss rates. surprlelngly, however, he did not

enploy lesaurea of the lnltlal quality of the houslng iovent,ory,

factore that rculd explain the hlgh loss retes ln the Northeast and

Nortb central reglons of the country. Nor dtd welcher note the ten-

dency for loases to be releted to the presence of uoblle homes Ln an

area. IocLugl'on of these varl.ables would llkely lncrease the explana-

tory Porer of the loss equatlon and perhaps lead to a more understand-

able pattern of coeffLclentg for the other economic variables.

In hle analyele of other addLtlous, t{el.cher flade that converslona

are lavereely releted to the growth Ln snall farnl.lies, a result that

he notes Le Juet the oppoelte of rtrat ehould be eapected. I{elcher

eoacedea that the estluates of non-tew construetloo for partlcular
S}IS,AB are llkely to contaln errors, but doee not explore theee issues.



-36-

Glven the dlffrculty of forulng even a rough estlnate of ndu-new

col8tructloa addltlons ln the 1970s, forecaetlug future trende lq thls
tyPe of houelag productlou le a perllous ererclae. yet Don-Dew con-

atructl0n addltl0aa are eluply too lnportant too lgnore: eve$ the

lower-bound esthate of 2.7 allllou utn-new coostructlon additloqs for
the 1970e inpllee that thls aource of lnventoty adJustnent was more

than tslce aa large ae in the 1960e. As Table 1l indlcateg, the l.Iolnt
Ceoter proJectlona predlct that non-oer coDstructlon addltlons wtll
account for 3.4 nl[ion untts ln the r9g0e. Agalnst rhese ftgires,
the ltelcher estlnate of oon-ueu coostructiou addltLone eeernc too low,

and that of the Advance uortgage corporatlou too hlgh, ylth.the DRrrs

eetinate belng most pLauelble.

Data probleus ltutted the ablllty of the other forecasteds ro
analyze fully the effeet of changtng patteraa of inventory loaseb and

other addltlone' uarcln nrde uo dletlnctloo between grosg losgeB aod

other additlons but ioetead atte.pted to erplaln varlatlon id uet
Losses over tl'ne aud acroas regions as a fuoctlon of economlc lvarl.-

ables such aa growth of incone, capltal coat, houarng prlcesj and

houel'ng oPeratlng coats. llarcla reported that aet houalog repLacemeut

le related to these ecooonlc varlebles, btrt thet hle equatlons were

htghly unstable.

slace RDA/Boeea/Jeffee rere aleo unable to deverop gound ecoao-

Detric estt-Eate8 0f the deterlitraDts 0f Det 10sa rate8, they were

forced to oahe the net loeg rate erogenoua to tbelr rodel. por each

scenarl0, they therefore had to deternlne a conglgteut Eet loes pate,

1'€' p 50 perceat betreen tbe opthlstlc aod peealulatlc ecenatloan
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Table 11

COUPARISON OF ALIERNATIVE TORECASTS OF IOSSES
aND NON-Nnil CONSTRUCTTON ADDITIONS, 1980-1990

(Thousands of Uults)

Forecagter

Non-New
Groes Constructlon Net
Losses Addltions Loss

Jol.nt Ceater (June 19S3)

Advance [ortgage (July 1981)
Etgh
Lor

6,068 3r44L 2,627

9,000 5,920 3,090
91000 4,900 4,200

Data Resources (Fall 1981) 7rg2} 3,500 4,320

John llel.eher 6,734 Lr222 7,956

SOIIRCE: See Table 7.
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Produclog a decllne ln esthated aet loeees for the decede frou 5.0 to
2'5 Dlllton units. rhey could Just ae rell bave aaerned that roeses

do not respond ae readlly to ecouonlc changes but rather arh deter-
nloed largely ty the lolttal quallty of the houstng gtock oi by rhe

rates of household growth by regloa. rf under baeellne bconomlc

condltlonB uet losges hold et 2.6 dlllon uatte, a level codsleteat
vlth recent trends, the RDA/BoaenlJaft.ee estlrrateg of oew construct1on

are llkely to be hlgh.

The fallure to repreeent net loasee expllcltly hae eerlousl lnplt-
catlons. In theory, lncreasee ln oer coostructl.ou coets wll1laffect
household fornatloa rates as rell aa laventory loeeea aad 4on-oew

conatruetlon addltloBs. By fatllog to nodel the changtng utillizarlon
of the exl.etlng houslog lnventory, analyaea of the relatlonsh{p be-

Itseen econoulc clluate and aeu coostructlou actlvity are auapectl The

changtag patterlrs of losees and Don-oev congtructloa addttloole are
ieloply too lnportant to lgnore. 
i

Forecaete of future houslng coneunptl0n and lnvestDeat actlvLty
requlre an understandlog of hov the erLstlog houalug atock adJusls to
chauglng ecoconic coodltlone. In falllng to lodel loseee and aonl-aew

coaatructlon addltl'ons to the llvetrtory, curretrtllr available forecEet-
lng nodele provlde an lnadequate bastg for aaseaslog future loveetnent

actlvLty' lacludLug lew conatructtoo.. lioreover, each of tbe fore-
caater8 eurveyed la thle paper attenpt to lodel tbe trorth of hoqee-

holde by age of household hesd vlthout erpllcltly uodellag Ehe

/
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fenlly-fornatt'on process. Demographle factors other thau age are aLso

lnportaat deternlnaate of household fornatiou behavlor and houaLng

prefereaces. A nore approprlate lodellog procedure sould be to flrst
forecaet fadlles by type (e:g., buaband*if e, erngre pareot wrth

cblldrea, unrelated ludivlduala), and then noder the effects that
lacone, houslog prLces and other economic varlablee have oo houslng

narket actlvlties.

Brletlog bouolng forecast models tend to be highly aggregated.

Thls reeulta fron the fact that nany of theee nodels are spinoffs of
large-scale lacroecooomlc nodels of the natlonal economy. Although it
is ueeful to thlok about houelog ln the nationaL context, nat1onal

necroecononlc uodela typleally contal.n oaly llnlted detail about

houelng narkete. uelng nlcrosr.mulatr.on technr.gues, however, tt r.s

posslble to coustruct a nodel that contal.ne the oeeded detaiL. Three

types of dleaggregatlon are neceesary:

(1) The nodel uttst contaln eufflclent demographlc detalL to repre-
aent tbe sey changes in the conposltlon of fanLLLes and popuLatlon

laflueace houeehold fornatlon and houelag denaod.

(2, The nodel nugt Laclude sufficienr detail about the housing

eupply adJuatlent procees to perolt esee8ement of the effect that
changlqg econoolc condltlone have on losseg and converslons, as well
aa m ley coBstructlon actlvlty.

(3) slnce populatlon levela, household characteristics, and

houslng stocl cheracteristlcs dlffer lu lnportaat respectg both acroae

8!d rlthla regl'onr, a succesgful forecaet oodel nrgt also be Bpettally
dleaggregated. Although aooe foreeaettag nodels preoent results by

\
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atate, there ls llttle reas@ to belleve tbat theee are the i"op",
geographlc unlte to capture the dyaadce of locar houalug rarkets.

Deeplte the optinlan of the pa8t, the ahple fact le that the

1980s s111 be a perlod of dhlolehed houglog denoad aod housia! con-

structloa. UafortuDately, there la lnadequate theoretlcal aud e4plrl-
cal lofornatlon about even the LoBt baelc forcee

eupply aod houeLng denand. Thtg lack of L,uowledge

deuic conceros llkely future trends bave lnportant

consumers, homebul.ldere, realtors, buildlog naterlal

cLal and goveruuental laetltutlous.

governl.ag houslog

le oo ninor aca-

lnplLeatloqs for

supplters, flnan-

couutervalllng lncreaeps 1n

houalng aector v111 trdve to

The 1980e rrtll aee aey conetructlon actlvlty begln a dorinward

courae that rtll laEt for the Dert several decadee. I{ith {lower
growth ln the urnber of householde, thls doee not neceeaarl.ly tnply

reduced etaadarde of houslng seasunptione but it does Dean ferer
opportunitleg for thoee la the houebulldlug and houalng-related

lnduetrles. Whtle there vill be sone

Lnveetueat to the exiatlag ioveatory, the

learn to respoad nore effectlvely to energlug treud8. To neet thle
chalLeoge, grbllc and prlvate decleloanakers mrst iuprove their under-

etaudiug of how baelc denographic, econonl.c, technologlcal, pollglcal,
aad eoclal factore ebape bouelog supply and denand patterus.

/
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NOTES

1. For a review of the earller housing foreeaetg, Bee John lfelcher,
Lorene Yap, and ltary S. Jones, lletropolltan Eouslag Needs for the
1980E (lfashtngton, D.C.: The Urban Inetltute, 1982).

2. For a nore detalled dlecuselon of the componente of lnventory
change, see l{1111an C. Apgar, Jr.,'The Changtng Utlllzatlon of the
Bousl.ng Ioventory: Past Trends and Future Proepectsr' MlT-Earvard
Jolnt Center for Urban Studies, Iforklng Paper No. ll83-1, revleed July
1983.

3. U.S. Bureau of the Cengus, 1970 Ceneus of Eouslng: Components of
Inventory Change (I{ashtngton: U.

4. For a nore detatl.ed dlecussl.on, see George S. llasoick, 'The Demo-
graphlc Faetor Ln Bousehold Formatlonr" MlT-Barvard Jolnt Center for
Urban StudLes, Worklog Paper No. Il83-3, revleed June 1983.

5. Ualees othenrlse noted, all referencee to forecast naterlal are
preseated ln Table 7.

6. For a dtscugslon ,of oethodology, aee Joha Pttkln and George
![asnick, "ProJectione of Houslng Consumptloo ln the U.S.1 1980 to
2000, By e Cohort Methodr" , No. 9
(I{ashlogtou, D.C.: U.S. Departoent of Eouelag and Urban Development,
1980). '-

7. The RorenlJaffee nodel le now oalntaloed by Regloual Data Assocl-
atee, a eubsldtery of Chaee Econometrlcs' Thle paPer dlscusses
forecaetg prepared by Kenneth Rogen ln May L982 for the Natlonal-
Assoclatlon of Eone Bullders. Theee forecaetg exhlblt no substantial
dl.fferences froo thoee uaed to prepare the Roeen/Jaffee presentation
to the FN}IA Synposlun ln February 1981. For a more recent dlscusslon
oftheRDAverE1onoftheuode1'8eeChaseEcoDouetrics,@.
Forecaet Report, Bala Cynwyd, PA, 1983.

8. For a brlef discussl.on of each of the aectors of the RDA/Rosen/
Jaffee nodel, eee Reglonal Data Assoclates material entltl.ed "Overvl-ew
of the llodels. "


