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Experts: New Construction Shortage Will Persist Until At Least 2022

Relaxing local review regulations, reducing minimum lot sizes and easing land subdivision process among
best ways to increase supply

e The rate of new single-family construction in the U.S. has yet to recover to historic norms
following its collapse during the Great Recession.

e A majority of economists and real estate experts surveyed by Pulsenomics and Zillow expect
new single-family construction to remain below a 1 million-unit annual pace until 2022 or later.

e The most popular ways to potentially increase supply are relaxing local review regulations for
projects of a certain size, reducing mandatory minimum lot sizes and easing the land subdivision
process.

e On average, panelists expect home values to grow 3.6% in 2019, down from 4.2% expected
growth when surveyed a year ago.

SEATTLE, September 10, 2019 — While home values have recovered since the Great Recession and, in
many cases, surpassed their pre-recession peaks, single-family home construction activity has continued
to languish. The rate of new housing starts will likely remain below historic averages until 2022 or later,
according to a panel of economists and real estate experts.

The for-sale market has experienced persistently low inventory over the past few years. A continued low
rate of new construction would likely keep demand high for the relatively limited single-family homes
that are available and keep many in the rental market for longer, putting price pressure on both the for-
sale and rental housing markets.

The Zillow® Home Price Expectations Survey', sponsored by Zillow and conducted quarterly by
Pulsenomics LLC, asks more than 100 economists, investment strategists and real estate experts for
their predictions about the U.S. housing market. The Q3 survey also asked panelists about their
expectations for new construction activity.

Historically, single-family housing starts have averaged more than 1 million units a month™ and reached
heights of more than 1.8 million in 2006 before plummeting during the Great Recession. Activity has
picked back up since then, but has yet to again reach the historic average.

A slight majority of panelists expect the level of new single-family construction will remain below 1
million units until 2022 or later, with the most pessimistic projections pushing this off until 2029. One in
five think that threshold will be reached by the end of next year, and a quarter are targeting 2021.

Zillow research indicates that the rate of U.S. home construction has lagged behind what would typically
be expected given the rate of population growth over the past decade. Issues such as scarce land, a
worker shortage and high costs for permits and materials have plagued builders in recent years, making
it increasingly difficult to profitably build large numbers of homes — especially at price points accessible
to low- and middle-income home buyers.




“The American housing landscape was shaped in a big way by the drive for the classic American dream;
swaths of cities were set aside solely for single-family, detached homes, with big minimum lot sizes and
slow local review processes. Jump ahead three decades and housing affordability is a major issue across
the country,” said Zillow Director of Economic Research Skylar Olsen. “Those same practices now
arguably limit the ability of the next generation to become homeowners. Without new homes to meet
population growth and replace an aging housing stock, home buying is expected to move further out of
reach. The most-popular solutions among experts all ultimately suggest rolling back these rules to
increase flexibility and get more projects through the process faster.”

When asked their opinion on actions that would most effectively increase the supply of single-family
housing, the panelists expressed the strongest preference for relaxing local review regulations for
projects of a certain size — 56% of respondents included this option among their three most-preferred.
Reducing mandatory minimum lot sizes (38% of respondents) and easing the land subdivision process
for landowners (38%) were the next most commonly chosen.

Builders’ eagerness to increase activity is tied closely their expectation of future home value growth.
Panelists have lowered their growth projections since this time last year. On average, panelists expect
home values to grow 3.6% in 2019, then slow to 2.5% in 2020 and 2.2% in 2021, before picking back up
to 2.6% in 2022. As of July, home values were growing at a 5.2% annual pace.

“Overall, the outlook for U.S. home prices remains positive in both nominal and inflation-adjusted
terms. But it continues to soften, despite diminished mortgage rates and a low supply of entry-level
homes,” said Pulsenomics Founder Terry Loebs. “Appreciation expected through 2023 has fallen to an
average annual rate of 2.9 percent — the most subdued five-year panel-wide projection in the past seven
years — and experts who believe there is downside risk to their forecast outnumber those who see
upside by a ratio of more than four-to-one.”

The average panel-wide projections mask significant differences of opinion among individual experts
who participated in the survey. For example, the most optimistic quartile of panelists expects home
values to appreciate at an average annual rate of 4.8 percent through 2023, while the least-confident
group projects an average yearly increase of 0.8 percent. Pulsenomics estimates that the difference
between those scenarios would amount to $6.5 trillion in national housing wealth. “Such stark
differences in the medium-term housing outlook underscore the challenge of assessing the net impact
of demographic shifts, market volatility, and supply-demand imbalances lingering in the long wake of
the U.S. housing crisis,” Loebs said.

Average Home Value Growth Average Home Value Growth
Year Expectations - Q3 2018 Survey Expectations - Q3 2019 Survey
2019 4.2% 3.6%
2020 2.9% 2.5%
2021 2.6% 2.2%
2022 2.9% 2.6%
About Zillow

Zillow® is transforming how people buy, sell, rent and finance homes by creating seamless real estate
transactions for today’s on-demand consumer. Zillow is the leading real estate and rental marketplace



and a trusted source for data, inspiration and knowledge among both consumers and real estate
professionals.

Zillow’s proprietary data, technology and industry partnerships put Zillow at nearly every major point of
the home shopping experience, helping consumers search for and get into their new home faster. Zillow
now offers a fully integrated home shopping experience that includes access to for sale and rental
listings, Zillow Offers®, which provides a new, hassle-free way to buy and sell eligible homes directly
through Zillow; and Zillow Home Loans, Zillow's affiliated lender that provides an easy way to receive
mortgage pre-approvals and financing. Zillow Premier Agent instantly connects buyers and sellers with
its network of real estate professionals to help guide them through the home shopping process. For
renters, Zillow’s innovations are streamlining the way people search, tour, apply and pay rent for leased
properties.

In addition to Zillow.com, Zillow operates the most popular suite of mobile real estate apps, with more
than two dozen apps across all major platforms. Launched in 2006, Zillow is owned and operated by
Zillow Group, Inc. (NASDAQ:Z and ZG) and headquartered in Seattle.

Zillow and Zillow Offers are registered trademarks of Zillow, Inc.

About Pulsenomics

Pulsenomics LLC (www.pulsenomics.com) is an independent research firm that specializes in data
analytics, new product and index development for institutional clients in the financial and real estate
arenas. Pulsenomics also designs and manages expert surveys and consumer polls to identify trends and
expectations that are relevant to effective business management and monitoring economic health.
Pulsenomics LLC is the author of The Home Price Expectations Survey™, The U.S. Housing Confidence
Survey, and The Housing Confidence Index. Pulsenomics’, The Housing Confidence Index™, and The
Housing Confidence Survey™ are trademarks of Pulsenomics LLC.

"This edition of the Zillow Home Price Expectations Survey surveyed 106 experts between July 25, 2019 and August
6, 2019. The survey was conducted by Pulsenomics LLC on behalf of Zillow, Inc. The Zillow Home Price Expectations
Survey and any related materials are available through Zillow and Pulsenomics.

i FRED. Seasonally adjusted annualized rate.



