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A Rentership Society 
The combination of falling home prices, limited 
mortgage credit, continued liquidations, and 
better rental options is fundamentally changing 
the way Americans live. We believe this change is 
only beginning, and is moving the country towards 
becoming a Rentership Society. 
 
Excluding delinquent borrowers, the 
homeownership rate, which officially stands at 
66.4%, would instead be 59.7%.  As rental 
households increase and owner-occupied 
households remain constrained by tight mortgage 
credit and distressed liquidations, the official 
homeownership rate should fall. 
 
The demand for shelter is growing, but the lack 
of mortgage credit will drive this demand to the 
rental market at the expense of the owner-
occupied market.  As household formations grow 
and distressed liquidations continue, the demand for 
both multi-family and single-family rental units will 
likely increase.  
 
Multi-family vacancies are already falling and 
rents are rising across the country, including in 
some of the hardest hit regions. Low levels of 
construction have limited supply, resulting in a 
booming market for multi-family rentals. 
 
Each distressed single-family liquidation creates 
a potential renter household, as well as a 
potential single-family rental unit. The better 
match of single-family properties for these 
involuntary owner-turned-renters should drive 
demand for single-family rentals. 
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In all of our publications to date, we have focused almost 
exclusively on owner-occupied housing – for decades, the 
ultimate goal for US households and seemingly forever 
upheld as the American Dream. Over the past few years, 
however, we have watched as that dream has become more 
of a nightmare for the 30% of mortgage borrowers (almost 
20% of all homeowners) no longer willing or able to make 
their loan payments or who no longer have any equity in their 
homes as property values have plummeted. It’s hasn’t been 
much easier for the other 80% of homeowners either, with 
tight mortgage credit, high unemployment and negative 
wealth effects limiting the pool of potential homebuyers while 
a massive backlog of liquidations continues to put downward 
pressure on home prices. With the homeownership rate 
already in decline, we think it’s safe to say that the ownership 
society is suffering. 

At the same time, another much more positive trend in US 
housing has been playing out. Over the past two years, the 
sometimes overlooked and often maligned US rental housing 
market has begun a solid recovery. Indeed, rental vacancy 
rates have fallen faster than they ever have, and rents are 
rising across the country – even in some of the hardest hit 
areas of the housing and economic downturn. Driven by a 
once again increasing household formation rate, positive job 
creation and a surge of distressed homeowners forced to 
move to rental housing, demand for rental units is booming. 
Coupled with almost non-existent building and long 
development cycles, excess rental housing supply may be 
worked off in less than a year.1 In addition to the benefit to the 
multi-family sector, distressed homes selling well below 
replacement costs are also allowing the market for single-
family rentals (historically about 50% of all rental housing) to 
grow. 

In this report, we dig deeper into these underlying trends and 
changes in the market for shelter. We come to the following 
conclusions: 

• The combination of falling home prices, limited mortgage 
credit, continued liquidations, and better rental options is 

                                                 
1 Joint Center for Housing Studies of Harvard University, “America’s Rental 
Housing”, April 26, 2011 

fundamentally changing the way Americans live. We believe 
this change is at least semi-permanent, and is moving the 
country towards becoming a Rentership Society. 

• Excluding delinquent borrowers, the homeownership rate, 
which officially stands at 66.4%, would instead be 59.7%. As 
rental households increase and owner-occupied households 
remain constrained by tight mortgage credit and distressed 
liquidations, the official homeownership rate should fall. 

• The demand for shelter is growing, but the lack of mortgage 
credit will drive this demand to the rental market at the 
expense of the owner-occupied market. As household 
formations grow and distressed liquidations continue, the 
demand for both multi-family and single-family rental units 
will likely increase.  

• Multi-family vacancies are already falling and rents are 
rising across the country, including in some of the hardest 
hit regions. Low levels of construction have limited supply, 
resulting in a booming market for multi-family rentals. 

• Each distressed single-family liquidation creates a potential 
renter household, as well as a potential single-family rental 
unit. The better match of single-family properties for these 
involuntary owner-turned-renters should drive demand for 
single-family rentals. 

Gimme Shelter  

To best understand the fundamental changes occurring in the 
US housing market, we believe it makes the most sense to 
start at the top. Taking a step back from our usual focus on 
the owner-occupied market, we instead examine the total 
market for shelter  – regardless of whether that shelter is 
owned or rented.  

At this level, the underlying fundamentals are increasingly 
positive. Starting on the demand side, the main driver for 
shelter demand is household formations. These formations 
are driven by macroeconomic factors including job growth and 
immigration, but basically tie closely to overall economic 
performance. Historically, during recessions, the household 
formation rate falls below the long-term average of roughly 
1.3MM, as individuals voluntarily, or are forced to, put off life 
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decisions that might otherwise be made under better 
economic circumstances. These decisions may include 
having children, getting a divorce, moving out of their parents’ 
homes, etc. Consequently, as the economy emerges from 
recession and begins to grow again, the household formation 
rate typically rises above the long-term average as pent-up 
demand for shelter finally makes its way into the market. 

Exhibit 1 

Household Formations Driving Demand for Shelter 1 
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1. 2011 estimate is based on Q1 data only 
Source: US Census, BLS, Morgan Stanley Research 
 

In Exhibit 1, we can see this pattern occurring since 2004. We 
also see that after running well below the long-term average 
during the Great Recession, the household formation rate is 
beginning to improve. Not surprisingly, it is highly correlated to 
the rate of job growth. 

Exhibit 2 

Vacancy Rates Improving with Low Construction 
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Source: US Census, Morgan Stanley Research 
 

At the same time that demand for shelter in the country is 
increasing, the supply of shelter is increasingly being 
absorbed – even when taking into account the shadow 
inventory of distressed homes. Some sectors of housing are 
benefiting more than others in this absorption, but for now, we 
focus only on the overall picture. There, we observe that both 
the estimates of single-family and multi-family excess units 
are beginning to decline. This decline is helped in part by a 
very low level of construction activity over the past several 
years since the housing downturn began, and is further aided 
by the lack of construction today. Exhibit 2 presents these 
dynamics in chart form. 

At this point, we would like to point out that some analysts 
believe that the only reasonable conclusion from this macro 
data is that housing starts must rise, and quickly, to prevent a 
shortage of housing in the near future. While we might agree 
that we may be headed toward a shortage of total  housing 
units in the longer term, we believe that a very important 
distinction must be made between what is happening with 
owner-occupied and rental housing. 

The Owner / Renter Divide 

Before we go into the details of the owner-occupied vs. rental 
discussion, we need to clarify some definitions that are too 
often confused.  

Exhibit 3 

Breaking Out the US Market for Shelter 1 
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Source: US Census, Morgan Stanley Research 
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First, the terms “multi-family” and “rental” are often used 
interchangeably, but in reality they are not the same thing. 
While multi-family units can be rental units, they can also be 
condos or townhomes that are owner-occupied. At the same 
time, not all rental units are multi-family units. In fact, perhaps 
surprisingly, nearly 50% of all rental units are not what most 
people would consider to be “multi-family”. Based on an 
analysis of US Census data, we estimate that roughly 50% of 
rental units are single family – defined as traditional single 
family, manufactured housing, and buildings with fewer than 5 
units. Conversely, the owner-occupied market is usually 
thought of as the single-family home market, even though that 
market includes units in multi-family buildings. Therefore, we 
believe it is much more relevant to discuss rental vs. owner-
occupied units when breaking out how Americans live, and 
then further distinguishing the rental side between multi-family 
and single-family units. Exhibit 3 shows the various 
components of the US market for shelter. 

Now that we’ve covered the macro trends in the market for 
shelter, and clarified how we define the components of that 
market, we are ready to evaluate those components to 
determine the future direction of US housing. 

Rude Awakening 

Owning your own home has been the crux of the American 
Dream for the greater part of the past century. The belief that 
homeownership is a right, not a privilege, for Americans led to 
ever more aggressive public and private policies to promote 
such ownership. From increasingly risky mortgage origination, 
to mortgage interest deductions, to tax-free capital gains, to 
policies designed to ever expand the universe of potential 
home buyers, the American Dream became more accessible 
to a larger share of the population. The peak of this dream 
likely occurred in the middle of the last decade when the 
phrase “ownership society” was coined, and the 
homeownership rate hit nearly 70%. And then it all came 
crashing down. 

In the aftermath of the housing collapse (or perhaps in the 
middle of it, depending on your view), homeownership is 
finally being viewed in a different light. The previous 
assumptions that housing is a good investment, or that home 
prices can only go up, or that all Americans should be able to 
buy a home, are being seriously challenged. While we have 
written extensively about these issues, there are four key 
points that we believe are driving the fundamental changes in 
the market for owner-occupied housing: 

1. The lack of mortgage credit availability due to tightened 
lending standards and lower consumer qualifications is 
severely hindering home buying. In Exhibit 4, we show 
the low levels of mortgage applications for purchase and 
mortgage-dependent home purchases.  

Exhibit 4 

Mortgage Activity Remains Low 
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Source: Mortgage Bankers Association, DataQuick, Morgan Stanley Research 
 

2. Falling home prices are affecting the desirability of 
homeownership by keeping potential buyers on the 
sidelines, either temporarily or permanently. In Exhibit 5, 
we summarize some of the recent survey work on the 
desire to be a homeowner. 

Exhibit 5 

Americans Have Concerns About Homeownership 

Percentage of … %
Survey 

Company
Release 

Date
Adults who believe a housing recovery is unlikely until 

2014 or beyond
54%

Trulia / 
RealtyTrac

May-11

Renters who never plan to own 28% Trulia Feb-11

Renters who plan to buy, but not in next 2 years 69% Trulia Feb-11

Americans who think home prices will fall or remain 
flat over the next year

65% Fannie Mae May-11

Renters who believe that homeownership requires 
making a financial sacrifice

81% Fannie Mae May-11

Americans who think homeownership is a safe 
investment (in 2003)

83% Fannie Mae May-11

Americans who think homeownership is a safe 
investment (in 2011)

66% Fannie Mae May-11
 

Source: Trulia, RealtyTrac, Fannie Mae 
 

3. The high rates of mortgage delinquency, foreclosure and 
liquidations are turning homeowners into renters, 
lowering the homeownership rate and increasing the 
demand for rental units. In Exhibit 6, we show what the 
current homeownership rate would be if we excluded 
currently delinquent borrowers. 
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Exhibit 6 

Homeownership Rate Excluding Delinquencies 
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Source: CoreLogic, S&P, Radar Logic 
 

4. For the first time in recent history, the government is no 
longer promoting homeownership for all Americans, 
leading to the reconsideration of housing-related public 
policy. In Exhibit 7, we highlight some recent policy 
quotations from the US Treasury. 

Exhibit 7 

Quotes from the GSE Whitepaper 

Treasury Quote

“In the past, the government’s financial and tax policies encouraged housing 
purchases and real estate investment over other sectors of our economy, and 
ultimately left taxpayers responsible for much of the risk incurred by a poorly 

supervised housing finance market.” 

“The Administration believes that we must continue to take the necessary 
steps to ensure that Americans have access to an adequate range of 

affordable housing options. This does not mean our goal is for all Americans 
to be homeowners.”  

Source: US Treasury 
 

Each of these points can have a profound impact on the 
future of US housing, and the balance in the market for 
shelter, but taken together they are forcibly moving the 
country away from being an ownership society. 

Not Throwing Your Money Away 

While both the owner-occupied and rental markets suffered 
during the recession, their respective paths have diverged 
more recently. As the owner-occupied market continues to get 
hit by the combination of factors mentioned above, the rental 
market has come storming back. Often maligned historically 
as a product on which you “throw your money away,” rentals 
have become a much more valued shelter option – we believe 

both because of the shift in sentiment that we discussed, and 
also because of the necessity of renting for those losing their 
homes in distress.  

Here again we make the distinction between multi-family and 
single-family rentals and note that the vast majority of rental 
data comes from the multi-family side – mostly because it is 
institutional and widely reported. Sources such as PPR, REIS 
or CBRE provide data such as average rents and vacancy 
rates for multi-family rentals, but single-family rentals are a 
much more fragmented and non-transparent market, 
generally owned by individuals – at least for now. 

Exhibit 8 

Multi-Family Vacancies Are Falling 
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Exhibit 9 

Multi-Family Rents Are Rising 
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But what we do know from multi-family rental data is that the 
market is booming. Vacancy rates were falling at a record 
pace before slowing recently, and rents have been rising 
across the country – even in the hardest hit housing markets. 
In Exhibits 8 and 9, we show some of these trends across the 
country and for some select MSAs that have seen the 
greatest amount of home price depreciation. 

What we find most notable is that in every one of the 25 
MSAs we track, it is actually cheaper on a monthly basis to 
buy a distressed home than to rent (it is still generally cheaper 
to rent than to buy a non-distressed home). In our report from 
April (see Housing Market Insights: Distressed vs. Non-
Distressed, April 25, 2011), we showed that cap rates for 
distressed properties are in the double digits.  

The big question is, why would households be willing to pay 
these high rents when they could instead buy the home for 
much less on a monthly basis? We believe the answers to 
that question are the main drivers in the fundamental changes 
we see in how Americans live, and they are the same ones 
that we identified above for why owner-occupied housing 
remains weak. Namely, lack of mortgage credit availability, 
continued home price declines, high numbers of displaced 
distressed homeowners, and a change in government 
sentiment are forcing Americans to rent, regardless of 
whether it makes more sense, or if it is even more desirable, 
to buy. 

Furthermore, the relationship between multi-family and single-
family rentals is changing. As short sales, foreclosures and 
liquidations occur on single-family homes, the households 
coming out of those homes and looking for shelter are a better 
fit for single-family rentals than multi-family. These 
households are typically in suburban areas, have families, 
and have already been living in a single-family home. For 
these reasons, combined with the fact that distressed prices 
are creating a growing investment opportunity in providing 
single-family rental housing, we believe that as rental demand 
increases, single-family rentals will grow strongly. 

A Rentership Society 

We have established our views on the overall market for 
shelter (positive), the market for owner-occupied housing 
(negative), and the market for rentals (positive). We have also 
identified the four major factors we believe are driving the 
move away from owner-occupied housing and toward rental 
housing. Now, we address timing.  

Much of what we’ve discussed has actually happened before. 
These types of moves between owner-occupied and rental 

housing occur as a result of market dynamics. In fact, the 
interplay between these markets is pretty much constant. 
When it becomes too expensive to own, more people will rent. 
And when it becomes too expense to rent, more people will 
buy. But for these markets to continuously oscillate around an 
equilibrium, certain market conditions must exist, such as 
access to credit, and reasonably stable wealth and credit 
profiles.  

It is our view that these required market conditions will not 
return for several years. In fact, some of the conditions that 
we identified may get worse for owner-occupied housing. 
Specifically, GSE reform, Dodd-Frank securitization rules, 
mortgage interest deduction reform, continued home price 
declines and a long workout period for distressed homes, will 
likely make it harder  to buy an owner-occupied home. As 
such, we believe that the US will become a Rentership 
Society, in which the homeownership rate will keep falling, the 
homerentership rate will conversely rise, and the rental 
market will dominate the investment landscape in housing for 
years to come. 

Throughout the housing bubble, the homeownership rate 
increased from 66% to 69%. During this period, significant 
and numerous opportunities were created from housing 
finance to securitization to homebuilding to mortgage 
servicing. The initial collapse of the housing bubble then led to 
one of the greatest trades in US housing history – shorting the 
subprime market. As we move into the next stage of this 
cycle, what opportunities will emerge if the homeownership 
rate moves in the opposite direction by three times the 
magnitude? That is the sixty billion dollar question. 
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Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the individual financial 
circumstances and objectives of persons who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and 
encourages investors to seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will depend on an investor's individual 
circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all investors, and certain 
investors may not be eligible to purchase or participate in some or all of them. 
The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received compensation based 
upon various factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading and capital markets profitability 
or revenues), client feedback and competitive factors. Fixed Income Research analysts', strategists' or economists' compensation is not linked to investment banking or 
capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular trading desks. 
Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy.  
The "Important US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% 
or more of a class of common equity securities of the companies.  For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an 
investment of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may trade them in ways different from those discussed in 
Morgan Stanley Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities/instruments or 
derivatives of securities/instruments of companies mentioned and may trade them in ways different from those discussed in Morgan Stanley Research. Derivatives may 
be issued by Morgan Stanley or associated persons. 
With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to use reliable, 
comprehensive information, but we make no representation that it is accurate or complete.  We have no obligation to tell you when opinions or information in Morgan 
Stanley Research change apart from when we intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley 
Research have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking 
personnel. 
Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of 
associated expenses unless pre-approved by authorized members of Research management. 
The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, 
securities/instruments prices, market indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options 
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assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the primary exchange for the subject 
company's securities/instruments. 
Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report. 
To our readers in Taiwan:  Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for 
your reference only.  Information on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock 
Exchange of Hong Kong ("SEHK"), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China 
Enterprise Index is distributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is 
solely responsible for their investment decisions. Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the 
express written consent of Morgan Stanley.  Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be 
construed as a recommendation or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments. 
To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated 
activities in Hong Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives. 
Morgan Stanley is not incorporated under PRC law and the research in relation to this research is conducted outside the PRC.  Morgan Stanley Research will be 
distributed only upon request of a specific recipient.  Morgan Stanley Research does not constitute an offer to sell or the solicitation of an offer to buy any securities in the 
PRC.  PRC investors shall have the relevant qualifications to invest in such securities and shall be responsible for obtaining all relevant approvals, licenses, verifications 
and/or registrations from the relevant governmental authorities themselves. 
Morgan Stanley Research is disseminated in Brazil by Morgan Stanley C.T.V.M. S.A.; in Japan by Morgan Stanley MUFG Securities Co., Ltd. and, for Commodities 
related research reports only, Morgan Stanley Capital Group Japan Co., Ltd; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its contents); 
in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration 
number 200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in Australia to "wholesale clients" within the 
meaning of the Australian Corporations Act by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, which 
accepts responsibility for its contents; in Australia to "wholesale clients" and "retail clients" within the meaning of the Australian Corporations Act by Morgan Stanley 
Smith Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts responsibility for its contents; in Korea 
by Morgan Stanley & Co International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley Canada Limited, 
which has approved of, and has agreed to take responsibility for, the contents of Morgan Stanley Research in Canada; in Germany by Morgan Stanley Bank AG, 
Frankfurt am Main and Morgan Stanley Private Wealth Management Limited, Niederlassung Deutschland, regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht 
(BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish Securities Markets Commission (CNMV) and 
states that Morgan Stanley Research has been written and distributed in accordance with the rules of conduct applicable to financial research as established under 
Spanish regulations; in the United States by Morgan Stanley & Co. LLC, which accepts responsibility for its contents.  Morgan Stanley & Co. International plc, authorized 
and regulated by the Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes of section 21 of the 
Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates.  Morgan Stanley Private Wealth Management Limited, authorized 
and regulated by the Financial Services Authority, also disseminates Morgan Stanley Research in the UK.  Private U.K. investors should obtain the advice of their 
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Morgan Stanley & Co. International plc or Morgan Stanley Private Wealth Management representative about the investments concerned.  RMB Morgan Stanley 
(Proprietary) Limited is a member of the JSE Limited and regulated by the Financial Services Board in South Africa.   RMB Morgan Stanley (Proprietary) Limited is a joint 
venture owned equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited. 
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services 
Authority (the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial services to which this research relates will 
only be made available to a customer who we are satisfied meets the regulatory criteria to be a Professional Client. 
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre 
Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the 
QFCRA. 
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment 
advisory activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, 
portfolio management companies, non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing 
these comments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision 
by relying solely to this information stated here may not bring about outcomes that fit your expectations. 
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or 
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating 
to such data.  The Global Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P. 
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form. 

Additional information on recommended securities/in struments is available on request. 
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