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No Place Like Home

U.S. Single Family Housing Market Appears Poised to Benefit from Generational Demand Surge
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The demand for single-family housing in the U.S. should be exceptionally strong over the next decade
due to a combination of demographic forces and lagging underinvestment in residential stock. Hines
Research estimates that the market will require 17 million single-family housing starts from 2021-30.
This would represent a dramatic escalation of home construction relative to any decade of the past fifty
years and a generational opportunity for residential lot development.

The demographic case for accelerated single-family housing construction in the U.S. has three primary
arguments:

1. The household formation rate is well below its long-term average; a return to average
would create more households and thus more housing demand.

2. Homeownership rates are below average in most age cohorts; a return to average would
be a net positive for housing demand.

3. The millennial generation is ageing; if this group follows historic precedent by graduating
from a primarily renter to a primarily owner group, it would generate significant
housing demand.

The first argument concerns household formation. The Global Financial Crisis (GFC) depressed
household formation rates across age cohorts, and it has yet to fully recover. As shown in Exhibit 1,
the number of households in most age groups is well below the long-term average. For 25-34-year-
olds, there are today three fewer households per every 100 people than would be expected under
normal conditions, while the 35—44-year-old cohort has 2.7 fewer households per 100 people. Summing
up the deficit across all generations implies that the U.S. is currently 2.8 million households below
trend. At a 2020 homeownership rate of 65.8%, that suggests a pent-up demand of 1.9 million single-
family homes if household formation rates were to normalize.

Exhibit 1
U.S. Household Formation by Age, Current And Long-Term Average
2020 —1980-2020 Average
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Sources: Census Bureau; Hines Research; as of December 2020
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The second argument concerns homeownership. While the 2020 headline homeownership rate of
65.8% is only 50 bps below the 1994-2020 average, the divergence becomes more pronounced when
controlling for household age. The headline rate is buoyed by the 65+ age group, which currently
represents a larger-than-average share of the U.S. population. This cohort has the highest propensity
to homeownership (80%) and is slightly above its long-term rate today. Among the younger
demographic cohorts, however, homeownership is low. The key 35—-44 and 45-54-year-old cohorts are
currently 370 bps and 410 bps, respectively, below their long-term averages. This again appears to be
another effect of the GFC. If these rates were to normalize over the next decade, they would unleash
demand for 3.1 million additional single-family homes.

Exhibit 2
U.S. Homeownership Rate by Age, Current And Long-Term Average
© 2020 —1994-2000 Average
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Sources: Census Bureau; Hines Research; as of December 2020

The third, and most compelling, demographic argument for single-family construction is the age profile.
The U.S. has an uncharacteristically large share of its population in the 25-34 age cohort, a
demographic with a low propensity to homeownership. Over the next 10 years, this cohort will age into
the 35—44-year-old bracket, one with a dramatically higher homeownership rate. This transition would
typically result in a 26% increase in the group’s homeownership rate. As shown in Exhibit 3, other age
cohorts are also expected to contribute to an increase to the overall homeownership rate, albeit less
dramatically. This ageing effect would by itself be expected to represent 9 million units of single-family
housing demand.

" Not pictured in Exhibit 3 but included in the analysis is the 15—24-year-old demographic, which would presumably increase its
homeownership from a negligible amount to 39% over 10 years; the 65-74-year-old demographic, which is assumed to have
no change in homeownership rate over 10 years; and the 75+ demographic, which is assumed to revert to zero
homeownership over 10 years.
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Exhibit 3

Ten-Year Forward Change In U.S. Homeownership Rate by Age Cohort
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Sources: Census Bureau; Hines Research based on average demographic trends from 1994 to December 2020

Taking all three demographic factors into consideration and controlling for obsolescence,? Hines
Research projects demand for 16.8 million new single-family housing starts over the next 10 years. As
shown in Exhibit 4, that figure would be by far the highest of any decade going back to the 1980s.
It may, however, underrepresent the true requirement due to underinvestment in the previous decade.
The 2011-20 period saw 6.6 million fewer single-family housing starts than what would be expected
per demographics so there may be some additional pent-up demand from the last decade still to satisfy.

Exhibit 4
Housing Statistics by Decades
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*Housing demand estimated through demographic projections and historical obsolescence rate

Sources: Census Bureau, Moody’s Analytics; Hines Research based on average demographic trends from 1994 to December 2020

2 Historical analysis using the method described in this paper concludes that for every four new homes demanded, there have
historically been five housing starts. Hines Research credits this discrepancy to the replacement of obsolescent stock and
has used this five-to-four ratio to project demand for future housing starts.

Confidential and Proprietary 3



Hines

The demographic outlook for new housing development is generally favorable throughout the U.S.
While data limitations prevent an identical replication of the single-family starts needed analysis at the
metro level, the chart below shows the implied need over the next decade using some base
assumptions.?® In the majority, demographic trends imply that housing starts needed from 2021-30 will
be well above each metro’s 30-year average for single-family construction. In the case of Tampa,
Seattle, San Antonio, San Diego and San Jose, implied starts needed are more than twice the historical
average. Only in a handful of Midwestern markets like Chicago, Indianapolis and Cleveland are implied
starts needed below historic level of construction.

Exhibit 5
Implied Ten-Year Forward Homeownership

m2021-30 Starts Needed* —Avg. 10-Year Starts
600

500
400
300

200

Housing Starts (ths.)

100 —

1
I
5
l____J

| ¥

T

£XE5880N0gQLATOBEFTLXQESSLEQL DX 2OTHLTVED 20T NDID
g%m%Eg%%ggggﬁ%§§é§ogg5ﬁ§6§35835205g536§53§ge
O30 Eqg 0T E2glcegcs SO RESSTsE" 00w _ _SS5EQEmg Qe IS
@] [2] S @® [

s LS OG5 e 0 e 0PRSS 23522 528E256258
o © O cmgco < X © 3] 2 N o= CU)EG'-'—§°=_ In
L =4 = STV & T & Xo=cs503

© s £ © ®© o N = c = © [
I &1 ow S8 n T— X 5 ~ Z
© = 0 (o)
T £S)
a 2

<

2]

S

Top Metros

*Housing demand estimated through demographic projections and historical obsolescence rate

Sources: Census Bureau, Moody’s Analytics, CoStar; Hines Research based on average demographic trends from 1994 to December 2020

3 Starts needed projections based on Moody’s metro-level demographic forecasts, 2021-30. Metro-level analysis assumed
metro household formation and homeownership rates revert to long-term averages by 2030; local population-to-household
ratios to be same as national; 2019 metro single-family-to-condo occupancy ratios to be predictive of future homeownership
preferences; metro single-family obsolescence ratios to be consistent with CoStar’s historic multifamily
demolition/redevelopment rates; and metro homeownership rates by age of householder to be relatively consistent with
national levels but calibrated to the metro overall homeownership rates over the 2016-20 period.
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Conclusions

The magnitude of single-family housing demand projected by this paper would require a substantial
escalation of construction. In this scenario, holders of prime land sites should benefit from increased
demand from builders. Developed residential lots ready for immediate construction should sell at a
premium. Alternatives like larger-format apartments and multifamily communities with amenities that
appeal to aspirational homeowners may also thrive should supply of for-sale housing fail to keep pace
with demand. Single-family rentals that offer the benefits of homeownership and convenience of
professional management could be particularly well-positioned for growth over the next ten years, but
there is insufficient data to estimate the ultimate potential size of the market at present.

Hines Research

The author of this paper is Ryan McCullough, Director — Research. He reports to Hines Senior
Managing Director — Research Joshua Scoville, who is a voting member of the firm's global Investment
Committee and reports to the Global Chief Investment Officer. Other members of the Hines Research
team include Michael Hudgins, Erik Thomas, Farhaz Miah and Michael Spellane. The team is
responsible for constructing the Hines macroeconomic view and outlook for commercial real estate
market fundamentals and pricing; assisting with the development of investment strategies for the firm’s
investment programs; working closely with the local and fund management teams, clients and partners;
and supporting U.S. regional and international country heads in identifying market/submarket
opportunities and risks.
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Disclaimer

Past performance is no guarantee of future results. Investing involves risks, including possible loss of principal. The opinions
presented herein cannot be viewed as an indicator of future performance.

Confidential Information

This document is intended only for the recipient to whom it has been furnished by Hines. The reproduction of this document in
whole or in part is prohibited. You are not permitted to make this document, or the information contained herein and/or the
information provided to you, available to any third parties.

Preliminary Selective Information

This document is being provided to you on a confidential basis for the sole purpose of providing you with initial and general
information at your own responsibility. This document is not suitable to inform you of the legal and factual circumstances
necessary to make an informed judgment about any prospective investment. Prospective investors are requested to inform
themselves comprehensively and, in particular, to verify the contractual documentation that will be provided in the future.

Not an Offer

This document does not constitute an offer to acquire or subscribe for securities, units or other participation rights. The
distribution of this document is reserved to institutional investors and may be restricted in certain jurisdictions. It is the
responsibility of the recipient of this document to comply with all relevant laws and regulations.

Third Party Information

This material contains information in the form of charts, graphs and/or statements that we indicate were obtained by us from
published sources or provided to us by independent third parties, some of whom we pay fees for such information. We
consider such sources to be reliable. It is possible that data and assumptions underlying such third-party information may have
changed materially since the date referenced. You should not rely on such third-party information as predictions of future
results. None of Hines Interests Limited Partnership (“Hines”), its affiliates or any third-party source undertakes to update any
such information contained herein. Further, none of Hines, its affiliates or any third-party source purports that such information
is comprehensive, and while it is believed to be accurate, it is not guaranteed to be free from error, omission or misstatement.
Hines and its affiliates have not undertaken any independent verification of such information. Finally, you should not construe
such third-party information as investment, tax, accounting or legal advice.

Forward Looking Statements

This material contains projected results, forecasts, estimates, targets and other “forward-looking statements” concerning
proposed and existing investment funds and other vehicles. Due to the numerous risks and uncertainties inherent in real
estate investments, actual events or results or the actual performance of any of the funds or investment vehicles described
may differ materially from those reflected or contemplated in such forward-looking statements. Accordingly, forward-looking
statements cannot be viewed as statements of fact. The projections presented are illustrations of the types of results that could
be achieved in the given circumstances if the assumptions underlying them are met but cannot be relied on as accurate
predictions of the actual performance of any existing or proposed investment vehicle.

Disclaimer

The statements in this document are based on information that we consider to be reliable. This document does not, however,
purport to be comprehensive or free from error, omission or misstatement. We reserve the right to alter any opinion or
evaluation expressed herein without notice. Statements presented concerning investment opportunities may not be applicable
to particular investors. Liability for all statements and information contained in this document is, to the extent permissible by
law, excluded.

©2021 Hines. All rights reserved.

Confidential and Proprietary 6



World Headquarters

2800 Post Oak Blvd., Suite 4800
Houston, TX 77056-6118 USA
713 621 8000

Investment Management

David Steinbach

Global CIO

Co-Head Investment Management
713 966 2627
David.Steinbach@hines.com

Alfonso Munk
ClO, Americas
713 966 5200
Alfonso.Munk@hines.com

European Headquarters

5 Welbeck Street
London W1G 9YQ, England
44 20 7292 1900

Christopher D. Hughes

CEO, Capital Markets

Co-Head Investment Management
212 230 2300
Chris.Hughes@hines.com

Alex Knapp

CIO, Europe

44 20 7292 5720
Alexander.Knapp@hines.com

Asia Pacific Headquarters

28/F, AIA Central
No. 1 Connaught Road
Central, Hong Kong

Chiang Ling Ng

CIO, Asia

65 6653 4710
ChiangLing.Ng@hines.com

Capital Markets

SAN FRANCISCO

Cameron Falconer

COQO, Deputy Head of Capital Markets
415 982 6200
Cameron.Falconer@hines.com

HOUSTON

Mark Earley

Senior Managing Director
713 966 7706
Mark.Earley@hines.com

NEW YORK

J.D. Sitton

Senior Managing Director, Americas
212 294 2523

JD.Sitton@hines.com

MUNICH

Michael Haas

Senior Managing Director, Europe
4989 14 333 720
Michael.Haas@hines.com

SINGAPORE

Young Lim

Senior Managing Director, Asia
65 6653 4720
Young.Lim@hines.com

Research

Josh Scoville

Senior Managing Director
Research

617.261.2266
Joshua.Scoville@hines.com




	Conclusions
	Hines Research
	Disclaimer

