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What are Housing Starts and Why They Matter

After more than a decade of structural underbuilding in the United States, the housing market entered 2025 facing persistent supply
constraints, affordability pressure, and demographic headwinds. Throughout 2025, housing starts — a key leading indicator — have remained
below long-term trend levels, reflecting ongoing barriers rather than cyclical recovery. Even where there are pockets of improvement,
structural factors such as financing costs, labor shortages, and regulatory hurdles are dampening the potential for a robust rebound.

Housing starts measure the number of new residential building projects that begin construction in a given period. They are reported
monthly by the U.S. Census Bureau (in collaboration with the U.S. Department of Housing and Urban Development) and serve as a
leading indicator for:

Indicators for Housing Starts

Builder confidence Homebuyer demand Economic activity linked to jobs, materials, services, and household formation

A start indicates that builders have secured financing, permissions, and sufficient market confidence to break ground — but it does not
mean a completed, saleable home yet exists. Completions typically occur months after the start, meaning the supply effect is lagged. The
behavior of housing starts is critical because it reflects the decision point where expectation meets investment.

2025: Modest Activity with Notable Variability

National Performance Relative to Trend

In 2025, housing starts did not accelerate toward historically robust levels. Instead, they hovered within a constrained range,
demonstrating the same pattern evident since mid-2024.

Analyzing the annual data:

Total Starts (SAAR) Single-Family Multi-family (2+ Units)
2023 ~1.42 million ~1.00 million ~0.42 million
2024 ~1.35 million ~1.02 million ~0.33 million
2025* ~1.25-1.32 million ~1.00-1.05 million ~0.25-0.30 million

*Estimates for 2025 are drawn from data through Q3, extrapolated to approximate an annual range.

Key Takeaways:

o Starts declined from 2023 to 2024.
« Single-family starts have stabilized but not expanded appreciably.

* Multi-family starts have compressed more sharply, dragging down the total figure.

This data shows that 2025 has been a year of modest activity — not recovery to pre-pandemic momentum and not the kind of surge that
meaningfully shrinks the housing shortage.
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Monthly Volatility Reflects Stagnation

When we look at specific months in 2025 (seasonally adjusted annual rate):

Month Total Starts (SAAR) Month-over-Month Change

~1.32 million +3% Mild uptick from late-2024 softness
~1.28 million -2% Softened as multi-family slowed

~1.30 million 1% Flat stabilization

~1.25 million =4&% Declined ahead of key policy zones

INDUSTRY Focus |

The repeated fluctuations within a narrow range (~1.24M-1.32M) indicate stagnation rather than a breakout trend.
Single-Family vs. Multi-family: Divergent Paths
Single-Family Starts

Single-family construction held up better in 2025. Stable demand — manifested in demographic needs and persistent affordability
pressure — supported continued activity. Yet despite resilience, single-family starts did not accelerate rapidly enough to narrow the deep
structural supply gap. This is significant because the U.S. has underbuilt single-family units relative to household formation for more than
a decade, contributing to a nationwide shortage that hampers affordability and residential mobility.

Multi-family Starts

Multi-family starts — apartments and multi-unit buildings — were more volatile.

Higher sensitivity to interest rates Greater capital cost pressures el absi:xtr:::r?/f SOl

As a result, 2025 saw multi-family starts frequently trailing single-family starts and failing to stabilize until late in the year. The
combined effect is that total starts were weighed down by multi-family contraction.

Why Housing Starts Still Matter Thus, the “interest rate @ affordability @ demand @ starts”
chain remained weak but intact throughout 2025.

It may seem dry to focus on starts instead of prices or sales,

but starts reveal the capacity of the market to respond to need.

X ; 2. Inventory and Completions Lag
Even modest shifts here can influence:

A frequent misinterpretation is to assume that high housing

* Inventory levels starts directly translate to high available inventory.

o Affordability
¢ Job creation
¢ Materials and logistics demand

In reality, starts need time to become completed, saleable
housing units. In 2025, several metros reported comparatively
higher inventories of unsold completed homes — the backlog of
projects started in prior years — which reduced the urgency for
builders to initiate new projects. This dynamic decouples starts
from immediate improvements in inventory in the short term.

Despite low existing inventory and high demand pressure,
starts have not accelerated enough to materially change housing
availability — a reflection of deeper structural constraints, not
short-term market sentiment.

Drivers of Housing Starts in 2025
1. Interest Rates and Affordability

2025 economic projections indicated moderate growth, not
boom conditions. For example:

e GDP expansion was forecast near ~1.7% in 2025 and

Mortgage rates are a powerful lever influencing housing demand similar in 2026.

— and, by extension, builder confidence. From 2023 to 2025:

~6.8%
~7.0% (peak)
~6.3-6.7%

While rates declined modestly from their peaks, they
remained elevated relative to the low-rate environment of the
earlier decade. Elevated rates suppress homebuyer affordability,
reducing buyer traffic and delaying purchases. This in turn
~dampens builder confidence and slows new project initiations.

¢ Consumer spending softened.
¢ Unemployment edged up slightly rather than tightening.

On the demographic side, U.S. population growth slowed —
largely due to lower net immigration — which directly affects
household formation. Because housing demand arises from
household formation rather than total population alone, slower
population growth acts as a structural limiter on demand in the
mid-term. The combined result: measured growth that lacks
sufficient gasoline to power a construction boom.
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E 3. Economic and Demographic Forces




A Balanced View: What Experts Forecast

Different institutions provide forecasts that generally align around modest improvement but no dramatic rebound:

National Association of Home Builders

Mortgage Bankers Association
Deloitte

~1.30M range

2025 Forecast 2026 Outlook

~1.30M Gradual increase
~1.28M Moderate growth
~1.25M Flat to mild increase

Slight increase

Consensus: Recovery in starts, if it occurs, is incremental. None of these forecasts anticipate returns to 2010s-era construction surges or

levels above ~1.5 million in the near future.

Why Strong Housing
Starts Have Been So Elusive

A key question: if demand exists, why don’t starts
reflect a stronger response?

Structural headwinds include:
1. Mortgage Rate Affordability
Higher financing rates reduce purchasing power.
2. Labor Shortages
Skilled construction labor remains constrained,
especially in high-demand regions.
3. Rising Material Costs
Volatile prices for key inputs (steel, lumber,
cement) raise breakeven costs.
4. Regulatory and Zoning Barriers
Local processes slow approvals and drive costs
higher.
5. Capital and Lending Standards

Tighter criteria for construction loans can delay
projects or reduce feasibility.

These combined barriers create a situation where
starts can remain muted even with demand pressure —
because bringing new projects to market is costly, slow,
and riskier than in past cycles.

Regional Variation
Matters

National averages obscure meaningful geographic
differences:

» Sunbelt states (Texas, Florida, Arizona,
etc.) have seen stronger builder activity
— supported by inbound migration, lower
land costs, and more permissive zoning.

¢ Rust Belt & Northeast regions show slower
starts due to weaker demographics,
higher costs, and regulatory friction.

¢ Coastal markets differ widely depending
on local policy environments.

These regional disparities mean that builders in one
part of the country may feel momentum while others
face stagnation.

The Bottom Line: A Reality Check

Let’s be candid:
e 2025 was not a breakout year for housing starts.

o Activity fluctuated within a constrained range below long-term
trend levels.

e Structural barriers, financing costs, and slower demographic
momentum explain much of this.

¢ Forecasts into 2026 and 2027 suggest incremental improvement
at best, not a dramatic recovery.

In practical terms:
¢ Builders must manage cost pressures and demand uncertainty.

¢ Investors should temper expectations about rapid housing
sector acceleration.

¢ Buyers face persistently constrained affordability.

¢ Policymakers have significant opportunities to change outcomes
— but only through targeted structural reforms that reduce
permitting delay, lower costs, and improve financing dynamics.

What to Watch in 20262027

Here are the key variables that will shape the next phase of housing
starts:

1. Mortgage Rate Trajectory
A sustained drop below 6% could unlock latent demand and spur more
starts.

2. Population Growth Trends
Rebounds in immigration or household formation could re-energize
baseline demand.

3. Policy Shifts on Zoning and Permits
Quicker permitting and zoning reform can reduce development
timelines and costs.

4. Broader Infrastructure Investment
Tying housing development to transportation, utilities, and regional
planning could open corridors for growth.

Each variable remains uncertain. Forecasts should therefore be treated
as guidelines, not prophecies.

Final Thought

The U.S. housing starts story in 2025 is not one of collapse, nor is it
one of rapid ascent. It is a story of structural equilibrium under constraint:
builders, buyers, financiers, and policymakers navigating affordability
headwinds, demographic shifts, and layers of structural friction.

That’s not exciting — but it is realistic. O
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