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get and take the hit to their balance 

sheets. Weaker balance sheets may mean 

continued tight credit at banks with 

the greatest exposure, but lower prices 

would clear REO inventory faster. 

Some claim it’ll be 2013 before we’re 

out of this mess. Maybe yes and maybe 

no, but if we take them at their word, 

the question is where we’ll stand in 

2013 if it does take that long. Let’s 

do the math: 

From 1981-2000 (excluding the bubble 

years), we averaged 5.7539 starts per 

1,000 population. At that rate, demand 

would have been 10,074,601 starts from 

2001-6 (see table below). Actual starts 

were 10,980,300, so at the end of 2006, 

we were overbuilt by roughly 900,000 

units. We began underbuilding as the 

market sank in 2007-8, finishing 2008 

with about 320,000 fewer units than the 

population justified. 

We know foreclosures and job losses 

forced households to double up starting 

in 2008 and probably continuing until 

the job picture improves. Chances are 

all those people will move out (rent or 

buy) when they get back on their feet, 

but just to be safe, let’s reduce the 

demand rate 5%, to 5.4662 per 1,000, 

from 2009 forward.  

Wells Fargo Securities (whose guess 

is as good as anyone’s) is projecting 

600,000 starts in 2010 and 810,000 in 

2011. That’s a 35% increase so we’ll 

assume another 35% in 2012. Estimates 

of shadow inventory range from 2.5 mil-

lion to 8 million, so let’s be generous 

and use 5 million as the total. 

Last but not least, let’s assume the 

Census Bureau’s immigration projections 

through 2020 are twice as high as what 

the numbers will really be. 

On that basis, we’d start 2013 over-

built by about 702,000 units. Through 

2020, population growth will require 

another 14.3 million housing units, 

which means we’d need to build 13.6 

million units just to catch up. That’s 

1.94 million units per year. 

It’s possible that after spending 75 

years convincing the world capitalism 

is better than communism, we’ll find 

that they all do it better than we do. 

But if you don’t believe that, put a 

sign up on your office wall to remind 

yourself why you’re hanging in there:  

“The biggest housing boom in history 

is currently under construction.”  

(Continued from page 2) 
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Housing starts 

Demand based on 
population 

Over (under) built 

REO inventory 

Prior over (under) 

Cumulative 
over (under) built 

2001-6 

10,980,300 

- 10,074,601 
 

= 905,699 

+ 0 

+ 0 

= 905,699 

2007-8 

2,261,000 

- 3,486,610 
 

= (1,225,610) 

+ 0 

+ 905,699 

= (319,911) 

2009 

554,000 

- 1,678,165 
 

= (1,124,165) 

+1,000,000 

+ (319,911) 

= (444,076) 

2010 

600,000 

- 1,691,854 
 

= (1,091,854) 

+ 1,000,000 

+ (444,076) 

= (535,930) 

2011 

810,000 

- 1,700,272 
 

= (890,272) 

+ 1,500,000 

+ (535,930) 

= 73,798 

2013-20 

13,335,405 

- 14,287,145 
 

= (951,740) 

+ 0 

+ 951,740 

= 0 

2012 

1,093,500 

- 1,715,558 
 

= (622,058) 

+ 1,500,000 

+ 73,798 

= 951,740 


