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In the last few months, there has been no shortage of public concern over the opportunities for
America’s millennial generation of young adults—be it their prospects for school, job, house, or
life partner in the aftermath of the Great Recession. Such attention is certainly well merited. The
Great Recession was felt acutely across the American population but perhaps more so for our
youths: while the unemployment rate for those over 34 peaked at about 8 percent, the
unemployment rate among those between the ages of 18 and 34 peaked at 14 percent in 2010 and
remains elevated, despite substantial improvement; delinquency rates on student loans have risen
several percentage points since the Great Recession and even into the recovery; and the
homeownership rate among young adults has dropped from a peak of 43 percent in 2005 to 37
percent in 2013 concurrent with a large increase in the share living with their parents.

As often occurs when precipitous changes appear to mark a generation, there has been much
speculation regarding the economic forces driving the differences between millennials and those
in my generation or my parents’ generation. Are good jobs harder to find for today’s young
adults? Will growing student loan debt hold back millennials’ homeownership opportunities?
Will they ever purchase homes or are do we have on our hands a “Lost Generation” consigned to
a lifetime of renting, living in small condos, or even worse for all concerned—spending the
coming decades living with their parents?

To be sure, these questions do not admit any straightforward answers, and it may take years
before we are able to fully disentangle the interplay between the housing and labor markets in a
satisfying way. But today | would like to look at millennials more closely and bring to bear some
of the existing economic data and research on the issue in an attempt to better understand the
trends in millennials’ behavior, with particular attention to its implications for the housing sector.
These data imply that it may be premature to suggest that trends among today’s youth are a
reflection of a profound change in their preferences or attitudes in the aftermath of the Great
Recession when many of these trends were on the horizon long before the recession began and
they have been compounded by the large but likely temporary effects of the recession itself.
However, regardless of the cause of the recent developments, the ultimate outcomes for this
generation will also depend on our policy choices.



Millennials in the Economic Recovery

There is no doubt that millennials have been very unlucky, given that many had to seek out a
first job in what was an extraordinarily distressed labor market in 2008. As Peter Orszag recently
noted — “Born in 1988? Sorry.” The Great Recession was the most severe since the Great
Depression, putting 8.6 million people put out of work, of whom 47 percent were between the
ages of 18 and 34.1 (While definitions vary, millennials are often defined as those born starting in
roughly 1980 to the 2000s; that means that millennials were between 8 to 28 years old when the
recession began in 2008 and are now 14 to 34 years old. In my remarks today | focus on ages 18
to 34 as a more meaningful and intertemporally comparable age group.)

The overall unemployment rate for workers 18 to 34 peaked at 14 percent and has since come
down to 9 percent, which is about 72 percent of the way back to its pre-recession average value
but still unacceptably high, as shown in Table 1. This is slightly less than the recovery for the
overall unemployment rate—which is 83 percent of the way back to the average of the last
expansion.

A range of other labor market indicators shown in Table 1 tell a similar story—a substantial
recovery, but one that is not complete and is lagging somewhat behind the recovery for other age
groups. Long-term unemployment for millennials, like for the broader workforce, is double its
previous average. Younger men are more likely to be unemployed than young women—much
like they were before the recession. African-American youth have more than twice the
unemployment rate of whites, something that was equally true before the recession as after. The
unemployment rate of young college graduates remains much lower than that of all other groups,
although it has declined somewhat slower than those with less education. Finally, like with the
overall unemployment rate, you see the labor market recovery not just in the official
unemployment rate but also in broader measures of people without jobs, although the broadest
measure which includes people working part-time for economic reasons, has further to go.

Table 1: Labor Market Indicators in the Recession and Recovery for Millennials and All Workers

Labor Market Indicator

Average in Last
Recovery

Great Recession
Peak (Trough)

Latest Value

Percent Change from
Previous Average to
Peak (Trough)

Percent Change from
Previous Average to
Latest Value

Percent Recovery for
Millenials Since Great
Recession Peak
(Trough)

Percent Recovery for
All Workers Since
Great Recession
Peak (Trough)

Unemployment Rates

Overall

Short Term
Long Term

Men
Women

White

African American
Hispanic

Asian (NSA)

Less than High School
High School

Some College

College Graduates

72

6.1
1.1

7.4
7.0

6.2
137
75
5.4

137
9.1
59
31

13.9

9.9
5.4

16.5
12.2

12.4
23.2
15.7
10.6

27.1
19.0
12.2

7.1

9.1

6.8
23

9.3
8.8

76
16.8
10.1

73

17.1
121
8.2
4.5

92

62
373

122
75

100
69
109
98

98

109
105
125

26

12
99

25
26

23
22
34
36

24
33
38
44

72

83

Alternate Measures

U-4: Unemployed Plus Discouraged

U-5: U-4 Plus All Other Marginally Attached
U-6: U-5 Plus Part-Time for Economic Reasons

7.6
8.6
12.0

14.6
16.0
21.8

9.5
10.8
16.7

94
87
82

26
26
39

Note: Last recovery is defined as December 2001 to December 2007. Percent recovery is the absolute difference between the Great Recession peak (trough) as a percentage of the absolute difference between the average in the last recovery and the Great Recession

Source: Bureau of Labor Statistics; CEA calculations.

! For a fuller discussion of the state of national labor markets since the Great Recession, see Furman (2014).
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The Great Recession comes on top of a longer-term trend of reduced labor force participation
and increased schooling by young people. Labor force participation among the youngest workers
(those 18-34 years old) has fallen steadily since its peak in the late 1980s, and is now 5
percentage points lower than it was 30 years ago, as seen in Figure 1. However, at the same time
the share of people in this age group in school has risen so that the fraction either working or in
school has been roughly constant. Research has shown that both increasing enrollment and
decreasing participation rates among students have contributed to the overall lower participation
rate, with the former being the primary factor in the late 1980s and 1990s, and the latter driving
the decline since then.

Figure 1. Participation and Enroliment of 18-34 Year Olds
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Source: Bureau of Labor Statistics; IPUMS-CPS; CEA calculations.

School enrollment generally has a cyclical component as young people enroll in school in greater
numbers and stay longer in recessions, both because unemployment is high and in order to
enhance their skills to become more competitive in a tougher job market. This increase in
educational attainment was primarily at the college level with some additional enrollment at the
post-college or graduate level. Encouragingly, most of this rise in college enroliments among
millennials comes from students who are on track to complete their degrees on time, not from
students who are avoiding the job market by taking five or six years to complete a four-year
degree.

However, accompanying this increase in schooling has been an increase in the amount of student
debt and an alarming increase in student debt delinquency rates. The Federal Reserve Bank of
New York estimates in the first quarter that total student loan debt is nearly $1.1 trillion, more
than double what it was in 2005 and larger than any other category of debt except for mortgages.
Of total student loan debt today, roughly 11 percent has been categorized as seriously delinquent,
up 4.4 percentage points since the end of 2005. Numerous factors can account for the increase in
borrowing: growth in the student population, a shift in the student population to a higher ratio of
lower-income students who are more likely to take out loans, a rise in the cost of college, lower
household incomes as a result of the Great Recession, and more limited access to other forms of
credit, such as home equity loans, that parents have previously used to pay for their children’s
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college educations. These factors manifest themselves in the rising average and median debt
levels per household, as shown in Figure 2.

Figure 2. Average and Median Education Debt for
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Source: Federal Reserve Survey of Consumer Finances; Brookings Institution (2014).
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Millennials are also getting married later than previous cohorts, but as with educational
attainment, the declines in marriage propensity for millennials are largely in line with a strong
pre-existing trend, as shown in Figure 3, with little sign of a major change in the wake of the
Great Recession. At least in part, the postponement of marriage may be the result of increased
educational attainment—as people with college degrees tend to marry at older ages and this
relationship has held even as the share of students going to college has expanded.

Figure 3. Share of 18-34 Year Olds Currently Married
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Source: U.S. Census and American Community Survey; CEA calculations.



Finally, of particular importance to the housing market issues that | am focused on today is the
fact that record numbers of 18 to 34 year olds are currently living at home with their parents, as
shown in Figure 4. This means they not only do not own homes but that they are also not a
source of demand for rentals either.

Figure 4. Share of 18-34 Year Olds Living With Parents
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Source: IPUMS-CPS; CEA calculations.

This elevated share of young adults living at home is especially notable among millenials
without jobs, which, when combined with observations about millenials’ student debt burdens
and marriage rates, have raised numerous questions about how prolonged their delay into these
conventional indicators of adulthood might be, including whether and when they will become
homeowners. For example, it is easy to speculate how falling homeownership rates and the
recovery of multifamily construction signal a shift in preferences toward renting among
millennials, or at least those that have moved out of their parents’ homes. In what follows, I will
discuss whether this particular interpretation of the data is justified or whether a more nuanced
view is useful in understanding the implications of millennials’ behavior for housing markets.

A Deeper Dive on Millennials at Home and Housing Activity

From 2012 to 2013, residential investment grew at double digit rates, making a major and timely
contribution to the overall economic recovery just as fiscal support was waning. At the same
time, we have seen strong house price growth, fewer underwater borrowers, and falling
distressed sales. But even with this recovery, residential construction is well below its pre-
recession, pre-bubble steady state levels—and in the last two quarters the residential investment
component of GDP has been negative, although largely because of declining commissions
associated with existing home sales than declining construction activity.

This restrained construction activity likely is a function of several factors: tight lending standards
and supply material constraints to name a few. But, particularly over the long run, construction is
largely demand-driven, for which a key demographic is millennials who now comprise the



largest generation in U.S. history. As seen in Table 2 below, the single largest driver of overall
demand for residential construction is the number of new households formed, or “household
formation.”

Table 2. Contribution of Selected Determinants for Supply and Demand of Homes

Millions (annual avg.)

1970s 1980s 1990s 2000s 2010-2013
Household Formation 1.56 1.34 111 1.03 0.59-1.32*
Change in Vacancies 0.10 0.34 0.19 0.53 --
Demand )
Net Removals (Residual) 0.46 0.06 0.35 0.12 --
Total Demand 2.13 1.75 1.65 1.68 --
Single-Family 1.14 0.99 1.10 1.23 0.59
Sunpl Multi-Family 0.62 0.51 0.27 0.31 0.22
PP | Mobile Homes 0.37 0.25 0.28 0.14 0.06
Total Supply 2.13 1.75 1.65 1.68 0.88

Note: Demand and supply entries in this table reflect the following long- run identity:
Housing Stock = Number of Households + Number of Vacant Units

Sources: Census Bureau, Housing Vacancy Survey; Current Population Survey.

In recent years, getting an accurate picture of new household formation has been difficult due to
an unprecedented divergence in readings from the two different surveys that are the standard
sources for the data. These estimates suggest a wide range of 600,000 to 1.3 million households
per year. If the reality is somewhere in between, then as you can see in Table 2, household
formation in recent years has been weak and below average household formation in previous
decades.?

Household formation is the product of two factors: the overall population and the “headship
rate,” the share of population that either rents or owns, in effect the share of the population not
living at home. The recent weak household formation readings mostly reflect a decline in
headship, including for young adults, as seen in Figure 5. In fact, the decline in headship among
young adults alone over the last decade likely resulted in a loss of over 1 million households
cumulatively. Had this decline—and the consequent rise in young adults living at home—not
occurred, millennials would be boosting housing demand, and in turn residential construction.

2 The American Community Survey also supports the view of weak household formation, with an estimate of
approximately 780,000 from 2010 to 2012. Data for 2013 have not yet been released.
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Figure 5. Headship Rate for 18-34 Year Olds
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Source: IPUMS-CPS; CEA calculations.

So what caused this drop in the headship rate in millennials and is it reversible? Some have
speculated that this increase in those living at home and concurrent decrease in headship is a
function of measurement in surveys, whereby those in college are classified as living at home.
However, even among 18 to 24 year olds not enrolled in college and 25 to 34 year olds, who are
presumably out of college, the share of individuals living with their parents also increased
sharply during the Great Recession.® So, while these measurement concerns may be part of the
story, they do not appear to account for much of large increases observed for millennials.

One factor certainly at play is the business cycle and the impaired labor markets during the Great
Recession. As documented in the economics literature, the headship rate has a significant
cyclical component and business cycle conditions are the primary factors determining headship
decisions in the short-run.* Indeed, as can be seen in Figure 6, since the 1970s, headship among
young adults, shown by the green line plotted against an inverted axis, has roughly been the
inverse of the unemployment rate for the same demographic. As can be seen in the figure,
however, the recovery in headship rates has fallen well short of the recovery in the
unemployment rate—a point | will return to. More detailed analysis that we have undertaken
looks state-by-state at the relationship between headship and unemployment confirms that
cyclical factors account for a large part of the decline in headship during the recession.®
Moreover, the Great Recession strained the economic and financial resources of the parents of
millennials, who may in turn have reduced their financial support of their adult children or have
encouraged them to move back home to help with expenses.

3 See Jed Kolko’s analysis (http://www.trulia.com/trends/2014/07/basement-dwelling-millennials/) for details.
4 See Haurin et al. (1993), Whittington and Peters (1996), Ermisch and Salvo (1997), Ermisch (1999), Lee and
Painter (2011), and Paciorek (2013).

5 This analysis is based on a state panel of young adult headship and unemployment.
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Figure 6. Headship & Unemployment for 18-34 Year Olds
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These considerations suggest that as the economy and labor markets continue to improve,
headship among millennials could rise and provide a boost to household formation. However, as
| discuss below, the outlook for homeownership among millennials features more uncertainty in
both the near and long-term.

The Outlook for Homeownership Among Millennials

While headship is the most important factor in understanding the dynamics of housing markets,
it is also important to understand whether a millennial owns or rents. On average, construction of
a multifamily unit results in about 60 percent less contribution to GDP than a single-family unit
would.®

In the recovery so far, the decline in multifamily construction was relatively small and has fully
recovered while single family fell dramatically and remains well from recovered, as shown in
Figure 7. Some have argued that the Great Recession resulted in a profound shift in preferences
for millennials toward renting so that, under this hypothesis, even if the headship rate and
household formation were to recover, millennials would be a generation of renters rather than
homeowners.

6 This estimate is based on the average cost for both single-family and multifamily starts and does not take into
account the broader economic changes that would accompany a significant shift toward living in multifamily units,
such as a different level of household saving and allocation of the capital stock.
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Figure 7. Housing Starts
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At this stage in the recovery, ascertaining whether there is a permanent shift in preferences is
difficult to know conclusively but several factors call this interpretation of the data into question.
For one, there does not appear to be a drastic shift in the homeownership rate over successive
cohorts of young adults beyond the previously identified secular trend in “delayed adulthood.”
As seen in Figure 8, the long-run decline in ownership is present across income levels but is
largest for high earners, consistent with larger declines in headship among this group. Analysis
undertaken by Trulia’s Jed Kolko finds that the homeownership rate among young adults
features a secular downward trend explained by changing demographics rather than a drastic
change in preferences. That said, as the sharp post-recession changes in Figure 8 show,
consistent with the longer-standing cyclical patterns, there is good reason to believe that the large
increase in unemployment in the wake of the recession would have a commensurately large—but
temporary—impact on both headship and homeownership.

Figure 8. Homeownership Rate by Annual Income
(2013 Dollars)
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Even with the economy well along the way to recovery, mortgage credit availability for
households, and first-time homebuyers in particular, remains very tight and has shown only very
few signs of easing. Indeed, research by Federal Reserve economist Neil Bhutta estimates that
higher credit score thresholds used by lenders in the aftermath of the Great Recession can
explain about 40 percent of the drop in first-time home buying in recent years relative to the
early 2000s. In contrast, builders do not appear to be facing as many constraints to finance
multifamily construction as with single-family construction. Notably, issuance of private-label
commercial mortgage-backed securities has recovered to pre-bubble levels and the Federal
Reserve’s Senior Loan Officer Opinion Survey has reported net easing of standards for
commercial real estate loans for the last 3 years.

Finally, the recovery in multifamily construction may be a byproduct of the uneven housing
market recovery. To date, construction of multifamily units has been concentrated in markets
with relatively inelastic housing supply. On balance, these markets feature relatively high density
and currently do not have a large supply of vacant homes. In contrast, the less dense markets
with a predominantly single-family housing stock were hit hardest by the recession and still have
an outsized overhang of vacant homes. Hence the recovery in multifamily construction and the
low levels of single-family construction that we see in the aggregate could reflect the different
stages of the housing market recovery in these two types of markets.

The Implications of Student Debt for Homeownership

Many have posed the possibility for rising levels of student loan debt and delinquencies to weigh
on homeownership. The theoretical justification for why this could be the case rests on at least
three factors. First, all else equal, higher levels of debt can lead borrowers to trigger underwriting
thresholds that make mortgages more expensive than they otherwise would be. Second, student
loan delinquencies lower credit scores, which in turn raises the cost of credit. Lastly, student loan
debt and delinquencies could lead young adults to live with their parents.

However, whether the burden of student loan debt is the ultimate cause of today’s low home
buying activity among young adults remains an open question empirically. On the one hand,
higher student loan debt is a byproduct of the higher enrollment seen in recent years. If the
higher returns to education justify the investment that millennials made, then one can view
today’s relatively low rates of homeownership among millennials as temporary—schooling,
rather than debt, is delaying household formation and homeownership to later in the lifecycle.
Eventually, these young adults will leave their parents’ nests, rent homes, get married, buy
homes, and have children. In this case, the outlook for homeownership is positive. However,
many young people, including those with student loans, will face costs from entering the labor
market during such a terrible recession for years to come. In addition, many students financing
their education through debt may have been inadequately prepared to manage the financial
complications of managing debt. For both of these groups, the burden of servicing student loan
debt could make it difficult to save for a down payment and buy a home.

Moreover, the student debt story is not just about averages—it is also importantly about the
much greater likelihood of missing student loan payments among those who attend low-value
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added schools or do not complete their education, as shown in Figure 9. As a result, it could be
having a greater impact on the housing market for these types of individuals.

Figure 9. Percentage of Borrowers Who Defaulted on
Their Loans, By College Outcome
Percent
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Conclusion: An Agenda for Millennials and the Housing Sector

The Administration recognizes that a vibrant housing sector is a key driver for economic growth
and that millennials in particular are critical to at least partially making up for the unprecedented
declines in construction activity following the Great Recession. To that end, there are several
areas of policy I want to highlight that help address this issue.

First, the President’s overall economic agenda to create jobs, increase growth and raise wages
will all help millenials and the housing market. This includes everything from investing in areas
like infrastructure and research to reforming to the business tax code to workforce policies to
address long-term unemployment and improve job matches to increasing the minimum wage.

Second, policies that specifically focus on labor force attachment among young people can raise
their labor force participation throughout life and offset the long-term declining trend in
participation | discussed at the Hamilton Project at the Brookings Institution last week.’ For
example, earlier this year the President announced $100 million in funding for American
Apprenticeship Grants, which will use existing funds to expand apprenticeships, training young
people for high-demand jobs and helping them build relationships with employers. Additionally,
the Administration will award $500 million to community colleges to implement job training
programs based on the skills and credentials in-demand among businesses. The President has
similarly committed to re-designing high school curricula to focus more on industry-relevant
skills. All of these initiatives aim to give young people labor market skills and connect them with
employment opportunities, raising their labor force participation over the long term.

" See CEA (2014) for details.
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Third, addressing debt and college is essential. The President supports Senator Warren’s
proposal to refinance student debt and, in the absence of Congressional action, has signed a
Presidential Memorandum to direct the Secretary of Education to propose regulations that would
allow nearly 5 million federal student loan borrowers to cap their monthly payments at 10
percent of their income. At the same time, as | discussed, a lot of the most serious challenges
with debt are for those who end up in a low-quality program that does not prepare them for a
good job or, potentially worse, those who do not complete. That is why the Administration has
focused on completion by launching the college scorecard and proposing a Race to the Top for
college affordability and completion. In addition, the Administration is developing gainful
employment regulations to encourage programs to improve.

Finally, a range of housing policies can be particularly helpful for first-time homebuyers,
including many millennials. Mortgage credit is currently tighter than other forms of credit, and
one reason that lenders point to is uncertainty over the conditions under which Fannie Mae,
Freddie Mac, and the Federal Housing Administration (FHA) will obligate lenders to repurchase
mortgages should the borrower become delinquent. In May, the FHA embarked on a program to
address these concerns, and acting independently, Federal Housing Finance Administration
(FHFA) Director Mel Watt has also undertaken steps to provide clarity on so-called put-back risk
and thereby ease credit constraints in the mortgage market. Also, the Administration has
extended the Making Home Affordable program to continue to help struggling homeowners
facing foreclosure or whose mortgages are underwater. Lastly, the FHA announced a program in
May to reduce insurance premiums for homeowners who receive housing counseling.

While it may yet be revealed that millennials’ preferences have changed permanently in light of
the recession, | hope that some of the evidence | have presented here today can temper such
speculations. Although we have seen a slow but steady evolution in areas like college attendance,
marriage and labor force participation for many decades, there is no strong reason to believe that
millennials are dramatically different than the generations of Americans that preceded them.
Rather, it is the unlucky economic times with which they were presented with that explains much
of their challenge. We have the ability to do a lot to address those challenges—and the onus is on
us to do so.
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