
• For-sale housing inventory fell to a decade low during August, and limited housing stock along with strong 
demand for homes are beginning to encourage homebuilders to shift their focus from larger, luxury homes to 
smaller, entry-level housing. Th is change could provide some relief to the supply-constrained housing market, 
though a larger impact will likely not be realized until the spring. Th rough the remainder of this year, newly 
formed households will likely continue to favor rentals, sustaining steady demand for the record number of apart-
ments scheduled for delivery in 2016.

• New-home builders focused on larger, luxury homes 
since the recession as buyers of these homes faced few-
er credit restraints and remained active in the market 
while fi rst-time homebuyer activity weakened. As a 
result, a shortage of smaller, entry-level homes typi-
cally targeted by fi rst-time homebuyers weighed on 
the market. Builder sentiment, however, has begun 
to shift as they seek to capitalize on rising demand 
for single-family housing. Builders are beginning to 
construct more smaller homes with lower price points 
and geared toward the entry-level buyer. In the second 
quarter, the median square footage of a newly con-
structed single-family home declined by 70 square 
feet from the median of homes built in the fi rst quar-
ter, while sales of new homes in the $200,000 range 
strengthened. 

• Despite healthy job creation and low interest rates, sales of existing single-family homes have failed to advance 
as inventory constraints and high prices keep many would-be buyers from purchasing homes. In recent months, 
sales activity has fl attened but remains above the long-term average, and the supply of existing single-family 
homes for sale fell to 4.2 months in August, the lowest level since mid-2005. Rising prices have been driven by 
this shortage of listings and healthy demand, with the median advancing more than 4 percent above the pre-
recession peak to $240,200 during the month. 

• Household formation during this growth cycle has favored renting rather than homeownership, pointing to a 
shift in lifestyle and barriers to homeownership. As a result, apartment developers have ramped up construction, 
and builders will complete 320,000 units this year, the highest annual total since the 1980s. Healthy net absorp-
tion will keep vacancy near 4 percent through the remainder of the year.

• Mortgage applications are up more than 25 percent from one year ago, but applications for home purchases 
have only increased 10 percent during the span. Low interest rates and rising home values are driving signifi cant 
refi nancing activity, leaving some homeowners with more disposable income for home improvement projects. As 
a result, sales at home improvement stores have increased 2.2 percent over the last year, fostering healthy retailer 
expansion. Th is year, retail vacancy will fall to 5.6 percent, the lowest level this business cycle.

R E S E A R C H  B R I E F :  H O U S I N G  S E C T O R

Tight Housing Inventory Restraining Home Sales, 
But Builders May Shift Emphasis to Entry-Level Market

The information contained herein was obtained from sources deemed reliable. Every effort was made to obtain complete and accurate information; however, no representa-
tion, warranty or guarantee to the accuracy, express or implied, is made.

Construction Shortage Results in Pent-Up Demand 

* Forecast
Trailing 24-month average for household growth
Sources: Marcus & Millichap Research Services; U.S. Census Bureau
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