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October, 2013
Dear Friends,

For more than a decade, we have been relying on Barry Bluestone, Director of Northeastern
University’s Kitty and Michael Dukakis Center for Urban and Regional Policy, not only to report
on the state of our housing and how it shapes and is shaped by the economy—but to interpret his
findings in illuminating and very helpful ways. He and his expert team, informed by data from The
Warren Group, bring deep knowledge and analysis to bear on a complex system and manage to
make it comprehensible and always fascinating.

Last year’s Greater Boston Housing Report Card noted promising signs of a housing recovery
following the slump caused by the recession. That optimism clearly was warranted, since now
we are seeing evidence of a real turnaround in the housing market. One dark cloud, however, is
a concern that the Federal Reserve may soon change its stance on the extremely low interest rates
we’ve had, which could slow down sales and production of housing.

For a number of years now, these reports have painted a picture of Greater Boston as one of the
most expensive places to live in the country—and in that regard nothing has changed. New data tell
us that during the last eight years, the cost of living in Greater Boston has increased twice as fast as
the median household income of homeowners and three times faster than the median household
income of renters. Rents and mortgages are consuming more and more of our residents’ earnings,
making it harder to afford the other necessities of life.

The high cost of housing in Massachusetts is, of course, directly related to a lack of supply. The
authors of this report delve into the reasons why our state ranks 47th out of 50 in the number of new
housing permits per capita and discover that it is largely because of the way our cities and towns
actively zone out the all-important multifamily developments that can help solve so many of our
affordable housing challenges. It’s interesting to note which municipalities have been most and least
welcoming to this kind of housing.

Despite this, there is good news. There was a 40 percent increase in housing permits in the first six
months of this year. This result has been aided by Chapter 40R, which the Boston Foundation and
the Commonwealth Housing Task Force played a role in passing and are monitoring closely. More
good news is that foreclosures are slowing down, although the rates are still too high in a number of
communities.

Ultimately, housing is related to all of the other challenges we face—from education to job training
to community development as a whole. As we move forward in shaping approaches and policies in
all of these arenas, our thinking is wonderfully informed by the treasure trove of information and
analysis in these pages.

Paul S. Grogan
President and CEO
The Boston Foundation

Understanding Boston



Executive Summary

This report is the 11th in the series of annual Greater
Boston Housing Report Cards, the first of which
appeared in 2002 at a time when housing prices in the
region were skyrocketing. In the course of this series,
we have reported on the local housing bubble from
2000 through 2005, during which time home prices
appreciated at annual double-digit rates; the retreat in
home prices that began in 2006; and then the begin-
ning of a housing recovery in 2010. Like past report
cards, this 2013 report probes Greater Boston’s hous-
ing landscape, keeping tabs on housing construction,
home prices and rents. We have analyzed the relation-
ship between the region’s economy, demography and
housing, and we have kept track of federal, state and
local government policies that affect the region’s hous-
ing market. This report also includes a new analysis of
local zoning regulations in Greater Boston communi-
ties because of the critical role zoning can play, particu-
larly in the development—or lack of development—of
multifamily housing.

The 2013 Report Card attempts to answer six questions
about Greater Boston’s housing market and its effect
on the region’s well-being:

1. What are the most recent trends in home sales,
housing production, and foreclosures?

2. What does the future trajectory of home prices
and rents look like?

3. Given current economic conditions, is another
housing bubble on the horizon?

4. Given the changing demographics and economic
health of Greater Boston, have we begun to build
appropriate new housing stock to meet expected
demand and to help moderate future price and
rent hikes?

5. Do we still face zoning constraints at the local
level that hinder the production of an appropriate
housing stock for the region?

6. What roles are the federal government and the
Commonwealth playing in the housing market
today?

The Current State of the Greater
Boston Economy

In order to answer these questions, we first reviewed
the economic context that helps drive the housing
market nationally, in the Commonwealth, and specifi-
cally in Greater Boston. While the Commonwealth’s
recovery from the Great Recession of 2008-2009 was
significantly stronger than the nation’s as a whole
through the end of 2012, the Massachusetts economy
seems to have suddenly stalled in 2013. There has been
scant job creation in the Commonwealth since the
beginning of this year and the state’s unemployment
rate has jumped from 6.4 percent in April 2013 to 7.2
percent in July. The slowdown in the economy will
likely result in continued stagnation or perhaps even a
decline in household income, adversely affecting hous-
ing affordability. Indeed, our analysis suggests that
housing cost burdens in Greater Boston had already hit
record levels in 2011 with more than half (50.1 percent)
of all renter households spending more than 30 percent
of their gross incomes on rent. Similarly, 40 percent of
homeowners in the region are today spending more
than 30 percent of their gross incomes on mortgage
payments, property taxes and utilities. This is up from
39 percent and 27 percent, respectively, for renters and
homeowners in 2000.

New data also suggest that since 2005 the overall
cost of living in Greater Boston—including the cost
of housing, health care, transportation, child care,
other necessities and taxes for working families with
children—has increased twice as fast as median
homeowner household income and three times faster
than the median income of renter households.

The Current State of the Greater
Boston Housing Market

In each of the last three installments of The Greater
Boston Housing Report Card, we reported fragments
of evidence that the region’s housing market was
showing signs of improvement. Unfortunately, the
modest optimism of these reports was not always

The Greater Boston Housing Report Card
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borne out in the following year’s housing market.
However, in our 2012 Report, we began to see
stronger signs of a housing recovery, and despite the
discouraging employment figures in 2013, the current
year is exhibiting solid improvement in housing
production, home sales, foreclosure activity, and a
firming up of home prices. The data in this year’s
report provides the strongest evidence yet of a real
turnaround in the Greater Boston housing market.

Between 2011 and 2012, single-family home sales in
Greater Boston jumped 20.9 percent. In total, 27,400
single-family homes were sold in Greater Boston
throughout 2012, much of this driven by the lowest
mortgage rates in decades. We expect the number of
single-family sales to increase in 2013 as well, but with
mortgage rates rising, we estimate that by the end of
this year about 28,500 single-family homes will have
been sold, an increase of 4 percent over last year’s
strong sales record.

The six-year trend of falling condominium sales in
Greater Boston from 2006 to 2011 also turned a corner
in 2012. Sales of condominiums jumped by more
than 25 percent, from fewer than 12,300 units in 2011
to more than 15,400 units in 2012. We expect a slight
increase in total condo sales in 2013.

Assuming mortgage rates do not climb much higher,
we estimate that close to 3,200 duplex units and 1,300
triple deckers will be sold in 2013, numbers compa-
rable to the past few years. Through June 2013 the sale
of triple deckers was concentrated not only in Boston’s
Dorchester neighborhood, Lawrence, Lynn, Somerville,
Brockton and Cambridge, but also in Everett, Chelsea,
Lowell and South Boston. During this period, subur-
ban communities including Newton, Framingham,
Plymouth, Quincy, Needham and Weymouth led in
single-family home sales while Downtown Boston,
Cambridge, South Boston and Brookline led in condo-
minium sales.

While the improvement in housing sales provides one
indicator of a better housing market in Greater Boston,
it is the increase in new housing permits since 2011
that offers the most encouraging sign. During 2012,
nearly 8,000 permits were issued in Greater Boston,

an increase of more than 50 percent over the number
in 2011. Based on permits issued in just the first six
months of 2013, we project 11,300 permits to be issued
by year’s end, a 40 percent increase in a single year. If
our projection holds, this year’s permit activity will be
greater than any time since 2000, excluding the hous-
ing bubble years of 2004-2006. This would also mark
the first time since 2006 that the number of housing
permits exceeds 10,000, nearly two-and-a-half times
the number issued in 2009.

Even more important than the sharp rise in housing
production is the seismic shift from the construction
of single-family homes to multifamily units.
Extrapolating from data for the first six months of
2013, we estimate that only a third of all permits
issued in 2013 will be for single-family homes, while
nearly two-thirds will be for units in apartment/
condo complexes with five or more units, and a small
proportion for duplexes and triple-unit buildings. The
more than 7,000 units of multifamily housing which
are expected to be permitted by year’s end in Greater
Boston go a long way toward meeting Governor
Patrick’s goal of producing 10,000 units of multifamily
housing statewide per year through 2020.

As late as 2000-2002, two-thirds of new permits were
for single-family homes and only one-third for multi-
family housing. With the greatest demand for new
housing expected to be from aging Baby Boomers who
wish to downsize from their large single-family homes
and from young Millennials who seem to have less
desire than their parents for single-family suburban
dwellings, housing developers are moving to satisfy
these new housing preferences.

Aiding in Greater Boston’s increase in production of
multifamily housing structures is the Commonwealth’s
Chapter 40R zoning regulation which provides incen-
tive payments to cities and towns that set aside land
for the development of denser, more affordable,
transit-oriented housing. Through August 2013, 40R
has been responsible for the completion of 1,478 units
in multifamily structures, with the construction of
another 875 multifamily units pending the issuance of
building permits. With the housing market picking up,
we can expect more 40R activity in 2014.

Understanding Boston



There is also good news on the foreclosure front.
Foreclosure petitions continued to fall in 2012 and

we now estimate that for all of 2013 there will be

fewer than 1,900 foreclosure petitions leading to no
more than 760 final foreclosures throughout Greater
Boston, only 40 percent of the number in 2012. This is
encouraging, although foreclosure activity is still much
too high in many communities, including Brockton,
Lowell, Plymouth, Haverhill, Revere, Lynn and
Boston’s Dorchester neighborhood.

For fourteen consecutive years, from 1992 through
2005, the price of single family homes in Greater
Boston consistently increased, with a near doubling

in price in the brief seven-year period 1998 to 2004.
Beginning in 2006, the housing collapse caused

prices to drop by 18 percent. While there was a slight
recovery in prices in 2009, prices fell again in 2010

and 2011. Finally, during the first six months of 2013
single-family home prices began a relatively strong
ascent, increasing to a median price of $354,100 in June
2013—6.6 percent more than the median price in 2012.
However single-home prices still pale in comparison to
their median $405,000 in 2005. With demand for hous-
ing increasing, home prices appear to be on a more or
less stable upward trajectory for the rest of 2013 and
possibility into 2014, although higher interest rates
could lead to a softening of prices as they increase the
monthly carrying charges for any size mortgage.

Condo prices in the first six months of 2013 were up
4.8 percent over 2012, while the median price of three-
unit structures skyrocketed from roughly $245,000 to
$358,000, a 46 percent increase since 2009. However,
the median selling price for a three-unit structure is
still nowhere near the peak of $492,200 attained in 2005
just before the local housing bubble burst. In the long
term, single-family home prices are likely to stabilize
and condo prices are expected to continue increas-
ing as the Greater Boston population ages and Baby
Boomers sell existing homes to downsize into smaller
houses, condominiums, or rental units.

The Greater Boston Housing Report Card
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Unlike home prices in Greater Boston, apartment rents
have continued to rise almost regardless of the state of
the economy. With the exception of 2009, asking rents
as well as effective rents (taking into discounts such

as a rent-free month) have increased every single year
since 2003. Between 2009 and mid-2013, the average
asking rent in Greater Boston increased by 9.1 percent
while the average effective rent rose by 10.8 percent,
reflecting fewer discounts. With the rental vacancy rate
in the region now at 3.7 percent, rents are expected to
continue to rise. Our own statistical analysis indicates
that when the rental vacancy rate has fallen below

5.5 percent, landlords are able to extract higher rents.
Facing little inventory, renters are forced to compete for
a limited number of available units. Low vacancy rates
are good for landlords but anathema for renters.

Recent rent increases cement Boston’s position

as one of the most expensive communities in the
nation. Compared to a set of 19 competitor regions,
Greater Boston has consistently been among the
most unaffordable for renters. Of those 19, only New
York and San Francisco had more expensive rents in
mid-2013 than the Boston metro area. The one antidote
to continuously rising rents in Greater Boston is a
continued increase in the production of multifamily
housing. With the growing desire of Millennials and
aging Baby Boomers to live in these smaller housing
structures, we will need to see apartment and condo
construction meet high production targets for the rest
of this decade.

In our first housing study released in 2000, A New
Paradigm for Housing in Greater Boston, we found that
multifamily housing supply was being thwarted by
local zoning laws that restrict new development.

What gets built where is the product of municipal
zoning ordinances that control the variety of uses and
physical characteristics of structures, including houses,
apartment buildings and other residential structures.

Zoning to regulate new housing is especially
prevalent in Massachusetts, which has a tradition
of municipalities wielding near-complete control
over local land use in their communities. Land-use



regulation has allowed communities in Greater
Boston to adopt zoning bylaws and ordinances that
discourage or ban the construction of multifamily
housing, allowing only sprawling single-family
subdivisions, the type of housing so popular after
World War II.

To this day, zoning continues to be a critical factor

in the Greater Boston housing market as our statisti-
cal analysis demonstrates. Between 2005 and 2012,
Greater Boston’s municipalities increased their multi-
family housing stock by up to 25 percent above the
level of their total housing stock in 2000 (i.e. North
Reading), but the average increase was just 2.03
percent across the 159 Greater Boston communities in
our analysis. (The City of Boston, not included in our
analysis, increased its multifamily housing stock by
3.17 percent during this time.) The 20 Greater Boston
municipalities with the best record of multiunit hous-
ing increased their production by 4.91 percent or
more. On the other hand, 33 municipalities produced
no multifamily housing at all during the past eight
years.

Our analysis found that multifamily housing produc-
tion occurred most often in communities that had
adopted local provisions for “cluster development,”
inclusionary zoning, or Chapter 40R Smart Growth
Overlay Zoning. Cluster development refers to a
residential development that contains homes closer
together than allowed by the underlying zoning in
order to conserve open space for recreation. Inclusion-
ary zoning permits developers to build more units on
a given land parcel than local zoning would normally
allow, as long as the developer agrees to set aside a
proportion of the project’s units as affordable for low-
and moderate-income households. Chapter 40R Smart
Growth Overlay Zoning provides incentive payments
to cities and towns that set aside land for the devel-
opment of denser, more affordable, transit-oriented
housing. Implicit in all three of these zoning tools is
permission to build multifamily housing.

In the five municipalities that encouraged multifamily
housing in cluster developments, multifamily housing
production increased by 6.07 percent, nearly triple the
regional average. In the 22 municipalities that allowed
affordable housing through inclusionary zoning,
multifamily housing production increased by 3.53
percent, nearly 75 percent higher than the regional
average. The twenty Greater Boston municipalities

that adopted 40R smart growth zoning saw multifam-
ily housing production increase by 3.16 percent, more
than 50 percent higher than the regional average.

Our analysis also revealed that simply allowing multi-
family housing alone does not guarantee a community
will increase its multifamily housing stock. Indeed, 26
of the 33 communities with no multifamily housing
development between 2005 and 2012 allow such hous-
ing to be built. Based on these statistical findings, it
will be important to encourage communities to adopt
cluster development, inclusionary zoning provisions,
and Chapter 40R if Greater Boston is to meet its future
need for rental apartments and condominiums in
multifamily housing developments.

In last year’s Greater Boston Housing Report Card we
called for increasing overall production of both single-
family and multifamily housing in the region to at
least 12,000 units a year through 2020. If our projection
for 2013 proves accurate, production will come close
to that target in its first year. But to maintain this
production rate, the Commonwealth will have to
implement a range of programs. We are encouraged
by the fact that during the past year, the state’s
Department of Housing and Community Development
(DHCD) has acted aggressively to help meet the state’s
housing needs.

Under its new Compact Neighborhoods program,
the state will provide additional financial incentives
to municipalities—beyond those in the Chapter 40R
legislation—that permit the construction of denser
developments with at least eight units per acre for
multifamily homes and at least four units per acre
for single-family homes. The incentives include
priority access to state infrastructure funding.

During the past year, DHCD began accepting
applications for its new Housing Development
Incentive Program (HDIP, Chapter 40V) to facilitate
the development of market-rate housing within
Housing Development Zones in older industrial or
“Gateway” Cities throughout the Commonwealth.
Developers can apply for a state tax credit for up to
10 percent of the cost of developing the market rate
units.

Understanding Boston



This past year, the Patrick Administration also took
further action to improve housing prospects for the
homeless, building off of the Residential Assistance
for Families in Transition Program (RAFT)
established in August 2012. RAFT includes nearly
$9 million in legislative funding for homelessness
prevention programs.

There is a 6.5 percent increase in funding for local
housing authorities to operate public housing, and a
$20 million boost in capital spending for affordable
housing preservation and production.

As a result of Chapter 40T, the state has helped
keep affordable housing built with state and federal
subsidies from imminent risk of conversion to
market-rate housing.

The Massachusetts Legislature is expected to pass

a new housing bond bill authorizing $1.4 billion in
capital spending over the next five years for various
housing projects and for extending the Low Income
Housing Tax Credit at $20 million per year through
2020.

There are also new policy initiatives being encouraged
to reform zoning in the Commonwealth. An Act
Promoting the Planning and Development of Sustainable
Communities, H. 1859, would update Massachusetts’
land use laws to meet the state’s need for workforce
housing. The bill, if enacted, would offer enhanced
incentives and tools to communities opting for zoning
reform that mediates the delicate balance between

environmental preservation and housing development.

The bill also provides more certainty to landowners
and developers, thus reducing the “soft costs” of
developing housing.

Finally, there is action on public housing reform.
Bills have been filed in the Legislature to reform
public housing administration in Massachusetts. An
administration plan seeks to consolidate the state’s
240 housing authorities into six regional housing
authorities (RHAs). The RHAs would take ownership
of all public housing assets currently owned by local
housing authorities and assume responsibility for
fiscal and operational management of all state and
federal public housing in each region, presumably
boosting the efficiency with which these projects are
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run. Although meeting with opposition from local
housing authorities, we expect that some compromise
solution will be reached to modernize and increase
the efficiency and effectiveness of the public housing
delivery system.

The one problem with all of these efforts is the limited
budget for DHCD activities. FY2013 spending on
housing programs is 31 percent lower than FY2011,
mainly the result of the termination of federal ARRA
stimulus grants and little expansion in the state’s share
of housing-related spending.

There is also new leadership on housing from the
White House. In August, President Barack Obama
delivered a major address laying out his vision for

U.S. housing policy. The essential elements of the
President’s comprehensive plan are: support for
legislative action to allow and encourage more U.S.
families to refinance their homes at low interest

rates, thus cutting their monthly payments and
strengthening family budgets; a promise to issue

an executive order to expand the pool of borrowers
eligible for loans from federally backed programs so
that many borrowers without the highest-quality credit
could now receive loans; continued support for 30-year
mortgages, a feature of American housing policy

that was instrumental in allowing large numbers

of American families to own homes; a call for “an

end to the federally owned mortgage giants Fannie
Mae and Freddie Mac... placing the vast majority of
financial risk on private-sector lenders”; assessment

of a fee on mortgage-backed security transactions to
provide a funding source for affordable housing for
low- and moderate-income households; and increasing
affordable rental opportunities.

At this time, it is unclear which if any of these
initiatives can garner sufficient Congressional
support for passage, but it is clear that housing is
once again on the nation’s radar screen as well as the
Commonwealth’s.



Conclusions

The good news in 2013 is that a housing market recov-
ery appears to have taken hold in Greater Boston with
improved sales, much increased housing production,
and much reduced foreclosure activity.

But housing affordability is as serious a problem

as ever, not just because of rising home prices and
rents, but because of stagnant or declining household
income. Renters have been the hardest hit.

The solution to the problem of housing affordability
in Greater Boston requires an improvement in the
region’s labor market, allowing more of the region’s
labor force to find good jobs at good pay. But it also
requires that we continue the progress we have made
in the last year to build an appropriate housing

stock with an emphasis on continued increases in
multifamily housing production. Only by creating
sufficient supply to meet demand—and producing
appropriate housing for the changing demography
of the region—can we hope to moderate prices and
rents. And only a combination of rising incomes

and more stable housing costs will generate an
economic environment in which fewer of the region’s
households face unacceptably high housing cost
burdens. Keeping pressure on the state and its

local communities to assure sufficient housing at
affordable prices must remain a top priority in the
Commonwealth.
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CHAPTER ONE

There is some good news in this 11th edition of the
Greater Boston Housing Report Card. In Massachusetts,
the number of jobs lost during the Great Recession has
now been fully recouped. The region’s housing market
has begun to recover with sales and housing produc-
tion rebounding and foreclosures declining. Home
prices are rising, but not at an alarming rate.

Yet along with the good news this year, there are storm
clouds on the horizon. The Massachusetts economy,
which had been recovering from the Great Recession
faster than the nation, seems to have suddenly stalled
in 2013 with little job growth and rising unemploy-
ment. While many jobs have been restored, median
household income in the Boston metropolitan area has
not kept up with inflation and the gap between the
wealthy and everyone else in the region continues to
expand. Rising rents are taking a larger share of house-
hold incomes for those families in the rental market.
Homeownership costs are rising faster than homeown-
ers’ incomes. As a result, the housing cost burden for
the typical family in Greater Boston has reached an all-
time high with more than half of all renter households
spending more than 30 percent of their gross incomes
on rent and more than 40 percent of homeowners in
the same boat when it comes to paying their mortgages
and property taxes. New data suggest that since 2005
the overall cost of living in Greater Boston for work-
ing families with children has increased twice as fast as
median household income and three times faster than
the median income of households who live in rental
housing. In the wake of the Great Recession and a
continuing weak economy, families in the Boston region
are struggling more than ever to make ends meet.

This introductory chapter provides graphic evidence
for all of these trends. The remaining chapters in this
report attempt to answer a number of important ques-
tions about Greater Boston’s housing market and how
it is affecting the region’s well-being.

1. What are the most recent trends in home sales,
housing production and foreclosures?
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2. What does the trajectory of home prices and rents
look like?

3. Given current economic conditions, is there the
possibility of another housing bubble on the
horizon?

4. Given the changing demographics and economic
health of Greater Boston, have we begun to build
appropriate new housing stock to meet expected
demand and moderate future price and rent hikes?

5. Do we still face zoning constraints at the local
level that hinder the production of an appropriate
housing stock for the region?

6. What roles are the federal government and the
Commonwealth playing in the housing market
today?

We begin our search for answers to these questions by
reviewing the economic context that helps drive the
housing market nationally, in the Commonwealth, and
specifically in Greater Boston.

From the end of World War II through the end of the
1970s, the U.S. labor force grew at a 1.7 percent average
annual rate while labor productivity as measured by
real output-per-worker hour increased at a blazing 2.9
percent per year. As such, the economy had to grow by
an average of 4.6 percent a year to keep unemployment
from rising given the tremendous expansion in labor
supply and the increased efficiency of the workforce.
Indeed, given the prodigious improvement in labor
efficiency, the economy would have had to grow at
nearly 3 percent a year to keep unemployment from
rising—even if there had been no increase in the size of the
labor force at all.

During the following two decades (1980-1999), labor-
force growth slowed to a 1.2 percent annual pace while
productivity slowed to 1.8 percent a year. As such, real



GDP still had to expand at a 3.0 percent rate to keep
unemployment in check. Since then, the rate of labor-
force growth has continued to slow, but with all of the
new computer-age technology, annual labor produc-
tivity growth has increased to 2.3 percent. As such,

it still takes a GDP growth rate of nearly 3 percent a
year to allow for labor force growth plus productivity
improvements without increasing unemployment (See

TABLE 1.1

U.S. Labor Force and Labor Productivity Growth,
1948-2012

Table 1.1). 1948-1949
As Figure 1.1 reveals, annual real GDP growth rates 1950s
were very high in the late 1990s (between 1994 and 1960s
2000), varied substantially from 2001 through 2007, and
. 1970s

have never reached the 3 percent range since. Indeed,
the average real GDP growth rate over these three 1980s
periods has declined from 4.0 percent to 2.4 percent and 19905
then to a mere 0.8 percent through the second quarter of
2013. Even if we do not count the disastrous recession 2000s
of 2008-2009, since 2010 the economic recovery has been 1948-1979
extremely weak. As Figure 1.2 demonstrates, the current

) 1980-1999
period marks by far the weakest recovery from a reces-
sion since at least the mid-1970s. Each bar in this figure 2000-2012
represents the average annual GDP growth rate for the
four years following the recession period depicted at the
bottom of the chart. Since the end of the Great Recession
of 2008-2009, the U.S. economy has expanded at a 2.2
percent rate, about two-thirds the rate of the previous
two recessions and less than half the recovery rate of
recessions in the 1970s and 1980s.

FIGURE 1.1
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FIGURE 1.2 FIGURE 1.3A
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The depth of the Great Recession and part of the FIGURE 1.3B
impetus for what recovery we have experienced is

bound up with the housing market. During the official Components of U.S. Real GDP Growth
recession period, from the fourth quarter of 2007 2009: 111 — 2012: IV

through the second quarter of 2009, U.S. real GDP fell

by 5.2 percent (see Figure 1.3A).! A modest decline

in personal consumption expenditures of 3.9 percent GDP
was one factor that explains the depth of the recession. Personal Consumption

1.1%

But the key to the economic collapse was a near 21
percent decline in non-residential fixed investment—
in the form of plant and equipment production—and
most important, a reduction in housing investment
of more than 36 percent. If federal spending had not
increased by 11 percent and net exports by nearly

43 percent (mainly as the result of a sharp drop in
imports), the Great Recession would have been more
traumatic—or even catastrophic. The importance of
the housing sector collapse can be summed up quite
simply. Residential investment normally accounts for
between 4 and 6 percent of GDP. Yet during the Great
Recession, it was responsible for 37 percent of the total loss
in the nation’s output.

The factors responsible for the current economic
recovery are shown in Figure 1.3B. Overall, GDP
bounced back by 7.1 percent between the third
quarter of 2009 and the last quarter of 2012. The
leading factors for this improvement in the economy
were a 6.9 percent increase in personal consumption
expenditures, a better than 22 percent leap in

Expenditures 6.9%

Non-Residential Fixed
Investment
Residential Fixed
Investment

22.2%

J11.8% Net Exports
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Source: Council of Economic Advisers, Economic Indicators

non-residential investment, and the beginning of
a recovery in home construction, with residential
investment up by 11 percent. What have kept the
recovery from being stronger are cuts in federal
and state government spending and an increase
in imports.
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FIGURE 1.4

U.S. Civilian Unemployment Rate, 2003-2013 (July)
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With slow economic growth and continued
productivity improvement in U.S. industry, the
national unemployment rate has been stuck at more
than 7.5 percent for the past year and half, well above
the rates that prevailed before the Great Recession (see
Figure 1.4). For this reason, it is not surprising that
per capita real personal disposable income has hardly
increased since the depths of the recession (see Figure

2013
1.9%
1.5% 7.4%
2011 2012 Jan Feb Mar Apr May June July

Source: U.S. Bureau of Labor Statistics

1.5). During the first quarter of 2013, it was still 2.0
percent below its 2008 level and only 1.7 percent above
its recession level. According to new research, median
household income in June 2013, estimated at $52,100,
was still $2,400 lower than in June 2009, when the
recession officially ended, and $3,400 less than its level
in December 2007 when the Great Recession began.?
Simply put, recovery or not, America’s households
remain in deep trouble.

U.S. Housing Market

Despite the moribund recovery in many aspects of
the economy, there has been improvement in the
national housing market. New and existing home sales
have been rising quite steeply since 2010 as shown in
Figure 1.6. By July 2013, sales reached an annual rate
of 5.64 million units from a low of 4.0 million in 2010.?
This is the first time since 2007 that sales exceeded

the 1980-2012 annual average of nearly 4.6 million
homes. Depressed home prices, and as we will see,
low mortgage rates, have fueled a buyers’ market and
those who can afford to purchase a home seem to be
doing so.

With sales of existing homes rebounding, new housing
production is also on the rise as shown in Figure 1.7.
Housing production collapsed after 2005, falling from
more than 2 million units a year to just 583,000 in
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FIGURE 1.6

U.S. New and Existing Home Sales (in Thousands), 1980-2013
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2009, a decline of nearly 75 percent. Since 2009, new
housing production has picked up substantially. But at
an annual rate of less than one million units permitted
during the first six months of 2013, national housing
production remains at a lower rate than in any year
since at least 1959, excluding the years 2009-2011.*
Essentially, people are buying existing homes at an
accelerating rate, while new housing production has
not yet caught up with home sales.

What has helped to drive home sales and housing
starts are historically low mortgage rates as shown

in Figure 1.8. Just before the Great Recession began

in late 2007, 30-year fixed-rate home mortgage rates
averaged more than 6.5 percent nationwide. By 2010,
they were down to less than 4.2 percent and bottomed
out at 3.3 percent in late 2012. While rates have begun
to rise again, at 4.5 percent in June 2013, they still

may be at levels that encourage home buying—at

least for the present. But, if rates continue to rise, one
would expect home sales to slow, perhaps sharply. The
additional carrying cost on a $350,000 mortgage, given
the existing run-up in mortgage rates over the past six
months, is more than $240 a month or nearly $2,900 per
year. This takes a fair chunk of change out of declining
household incomes.

Sales of new homes in July 2013 may provide the first
hint of the mortgage rate effect on housing purchases.

(est.)

Source: Joint Center for Housing Studies, Harvard University; Bloomberg News

FIGURE 1.7

U.S. New Housing Permits

In Thousands
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U.S. sales of newly built homes dropped 13.4 percent
in July, usually a strong month for sales activity.” This
set a nine month low for such purchases.

Whether sales rebound during the rest of the year may
depend heavily on whether the Federal Reserve Board
continues its third round of “quantitative easing” (QE3)
aimed at stimulating the economy by keeping long
term interest rates low.
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FIGURE 1.8

Monthly 30-Year Fixed Rate U.S. Home Mortgage Rates, 2008 (August)-2013 (August)
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If mortgage rates do not rise much higher and home
sales continue to strengthen, new housing production
could gain even greater strength during the rest of this
year and into 2014, providing a boost to national GDP
and some relief to unemployment. If rates continue to
rise, housing production could slump again.

The Massachusetts Economy

With a highly diversified economy tied to a set of
leading growth sectors (e.g. health care, education,
biosciences and advanced manufacturing),
Massachusetts was able to weather the aftermath
of the Great Recession much better than the nation
as a whole through 2012. Unfortunately, 2013 does
not appear to be following suit—at least in terms of
employment growth and unemployment.

As Figure 1.9 demonstrates, since 2009, the
Commonwealth’s real Gross State Product (GSP) has
generally outpaced national GDP and is projected to
increase sharply in the second half of 2013—almost
surely at a rate that will exceed the U.S. if the forecast
is accurate.®

This respectable recovery from the Great Recession
through the end of 2012 made it possible to
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Federal Reserve Bank of St. Louis

finally recoup all of the employment losses the
Commonwealth experienced in 2008 and 2009, as
Figure 1.10 reveals. Between April 2008 and October
2009, total non-farm employment in the state
plummeted by 143,000 jobs. Since then, through July
2013, 158,300 jobs have been added to the state’s

FIGURE 1.9

Annual Real GSP/GDP Growth Rates
Massachusetts vs. U.S. 2007-2013
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economy. As a result of this strong job creation suddenly as the result of a virtual cessation of job

record, the Commonwealth’s civilian unemployment creation and as more potential labor force participants
rate declined from a high of 8.7 percent in October sought employment. By July of this year, the official
2009 to a low of 6.4 percent in April 2013. Beginning unemployment rate had shot up to 7.2 percent (see
in May, however, the state’s jobless rate jumped Figure 1.11).

FIGURE 1.10

Total Non-Farm Employment:Seasonally-Adjusted Massachusetts 2003-2013 (July)
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FIGURE 1.11
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In 2011, the Massachusetts unemployment rate was 1.6
points lower than the U.S. rate (8.9% vs. 7.3%). As of
mid-2013, the Massachusetts advantage had slipped

to just 0.2 percentage points, as shown in Figure 1.12.
That the Commonwealth’s unemployment rate has
increased in 2013 while the nation’s has declined is due
to the fact that over the past year the greatest gains in
employment have been in the southern and western

FIGURE 1.12

Unemployment Rate Differential:
Massachusetts vs. U.S.
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states. California, Texas, Florida, Utah and Georgia
have been driving the latest spurt in job growth.”

If the projection for the Massachusetts economy show-
ing a return to rapid output growth for the last two
quarters of 2013 turns out to be accurate, this sudden
spurt in unemployment in the first half of the year may
be reversed. But at this time, it is hard to determine
whether the overall weakness in the national economy
and cutbacks in federal spending will continue to have
a dampening impact on the Commonwealth, leaving
an elevated jobless rate.

Through the end of 2012, the five counties of Greater
Boston were responsible for nearly 57 percent of the
net increase in Massachusetts total employment since
2009. As Figure 1.13 shows, total employment in this
eastern region of the state increased steadily from 2.14
million in 2009 to 2.22 million in 2012, for a net gain
of 81,000 jobs. Like the state as a whole, by the end of
2012, the region had created more jobs than it had lost
during the Great Recession.

FIGURE 1.13

Five-County Greater Boston Total Non-Farm Employment

2,240,000
2,220,000

2,200,000
2,186,363

2,180,000
2,166,089
2,160,000

2,137,799
2,140,000 2,128,783

2,118,857
2,120,000

2,100,000

2,080,000

2,060,000

2,223,065
2,215,341

2,200,337

2,181,936

2,153,689
2,141,957

2002 2003 2004 2005 2006

2007 2008 2009 2010 2011 2012

Source: Massachusetts Department of Labor

Understanding Boston



Despite the improvement in the economy through the
end of 2012, faster economic growth and increased
employment do not seem to have translated into
improved living standards for large segments of the
Greater Boston’s population. This conclusion follows
from examining a compilation of demographic and
economic statistics for the five-county Greater Boston
region comprised of Essex, Middlesex, Norfolk, Plym-
outh and Suffolk counties and summarized in Table
1.2. Given current data availability, our analysis covers
the period 2000 through 2011, although we suspect that
there has been no more than a modest change in most
of these statistics since then.

The metro region continues to gain population,
although at a slowing rate. Between 1990 and 2000,

the U.S. Census reveals that the total population of

the five-county region increased by nearly 6 percent,
from 3.78 million to 4 million. In the following decade,
population growth slowed to 3.5 percent and, between
2010 and 2011, the best estimate is that the population
increased by just another 6,300 or 0.15 percent. At this
rate, the population would only grow by about 1.5
percent by 2020. The comparable population growth
rates for the U.S. as a whole are 13.2 percent between
1990 and 2000—more than twice the Greater Boston
rate; 9.6 percent between 2000 and 2010—nearly three
times the region’s growth rate; and 0.7 percent between
2010 and 2011. If these trends continue, Greater
Boston’s population will increase by only one-fifth the
nation’s rate by 2020.

By itself, slow population growth need not signal a
problem for the region. But the population is grow-
ing older at an accelerating rate with too few younger
people coming to the state to keep the median age of
the population from rising sharply. Between 1990 and
2011, the median age of Greater Boston’s population
increased from 33.4 to 38.4. The percent of the popula-
tion 44 years and younger declined from 68.4 percent
in 1990 to 59.7 percent in 2011. The older popula-

tion, most of whom will be 55 or older by 2020, has
increased from 31.6 percent to nearly 41 percent. Given
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the likely retirement of many of these residents, the
question arises as to who will be available to fill jobs
that will become available and how much this older
cohort will pay in taxes to the Commonwealth, given
their likely retirement incomes. The aging of the popu-
lation points to the need to work hard to retain young
households in the state and attract as many young
households as we can from elsewhere.

With the Greater Boston population aging, the size

of the typical household continues to decline and the
proportion of one-person households continues to
increase. In 1990, the typical household contained 2.59
persons. By 2011, the number had shrunk to 2.45. The
number of single-person households as a proportion
of all households has increased over this time span
from 26.3 to 29.3 percent. With smaller households
and more individuals living alone, the demand for
housing will almost assuredly shift from larger homes
to smaller ones and likely from single-family homes
to rental apartments and condominiums. Hence the
combination of both an aging population and shrink-
ing household size signals a major shift in the kinds of
housing structures the region will need in the future.

Greater Boston continues to become more diverse.
Back in 1990, more than 88 percent of its population
was white. By 2011, the white share of the population
had dropped to 77 percent. Meanwhile, between 2000
and 2011 alone, the Asian population increased by
nearly 26 percent, the number of African-Americans
increased by 35 percent, and the Hispanic popula-
tion grew by 43 percent. Making sure that these new
households have the opportunity for affordable hous-
ing in a broad range of the region’s municipalities will
be a continuing challenge for the Commonwealth.

What likely will have the greatest impact on the
housing market is the fact that despite the 2009-

2012 improvement in real output and employment,
inflation-adjusted median household income has been
absolutely stagnant in the region. While nominal income
increased by more than 37 percent between 1990 and 2000
and by nearly 27 percent between 2000 and 2011, once
inflation is taken into account, real incomes in 2011 are less



TABLE 1.2

Demographic Profile of the Five-County Greater Boston Region

Total Population

Households

Age

Percent 0-24

Percent 25-44

Percent 45-64

Percent 65 and Older

Median Age®

Household Size

Average Household Size

Average Household Size, Owner-Occupied Units
Average Household Size, Renter-Occupied Units
Percent of Households with One Person
Race/Ethnicity

Percent White

Percent Black

Percent Asian

Percent Hispanic (Any Race)

Household Composition

Percent Owner-Occupied

Percent Renter-Occupied

Household Income

Median Household Income (Nominal)®
Median Household Income (2010 $)
Median Homeowner Income (Nominal)?
Median Homeowner Income (2010 $)?
Median Renter Income (Nominal)?
Median Renter Income (2010 $)*

Housing Costs

Median Gross Rent (Nominal)?

Median Gross Rent (2010 $)?

Median Monthly Owner Cost (w Mortgage) (Nominal)*
Median Monthly Owner Cost (w Mortgage) (2010 $)*

Housing Cost Burden

Renter-Occupied Households Paying More Than 30% of

Income on Rent

Renter-Occupied Households Paying More Than 50% of

Income on Rent

Owner-Occupied Households w/ Mortgage Paying More

than 30% of Income on Household Costs

Notes

1990
3,783,817
1,410,238

33.7%
34.7%
18.7%
12.8%
33.4

2.59

2.86

222
26.3%

88.1%
6.2%
5.4%
4.9%

57.5%
42.5%

$40,165
$67,010
$51,682
$86,225
$26,245
$43,787

$642
$1,071
$1,090
$1,819
41.7%

19.6%

28.3%

2000
4,001,752
1,533,041

32.5%
32.6%
22.1%
12.8%
36.1

2.51

2.76

217
28.2%

82.0%
6.6%
4.9%
6.9%

59.8%
40.2%

$55,109
$69,784
$71,437
$90,460
$34,204
$43,312

$786
$995
$1,508
$1,910
39.2%

18.4%

26.7%

2010
4,134,036
1,598,451

32.0%
27.7%
27.1%
13.2%
38.3

2.48

2.70

2.18
28.9%

77.2%
7.9%
6.9%
9.7%

60.3%
39.7%

$68,802
$68,802
$93,484
$93,484
$39,208
$39,208

$1,163
$1,163
$2,252
$2,252
50.1%

25.4%

39.5%

201
4,140,307
1,588,820

30.58%
27.30%
27.32%
13.26%
38.4

2.45

271

2.19
29.30%

77.4%
8.9%
6.2%
9.9%

64%
39%

$69,806
$67,670
$94,179
$91,297
$38,796
$37,609

$1,160
$1,125
$2,294
$2,224
51.3%

26.4%

40.4%

% Change,
1990-2000

5.8%
8.7%

-3.8%
-6.1%
17.9%
-0.1%

8.1%

-3.0%
-3.6%
-2.3%

7.1%

-6.9%

6.7%
-9.4%
40.4%

3.9%
-5.3%

37.2%
41%
38.2%
4.9%
30.3%
-1.1%

22.4%
-7.1%
38.3%

5.0%
-5.9%

-6.2%

-5.7%

a. These are averages (weighted according to the proper unit of analysis) of the median statistics in Essex, Middlesex, Norfolk, Plymouth, and Suffolk Counties.

% Change,
2000-2011

3.3%
4.3%

-5.8%
-16.3%
23.6%
3.4%
6.3%

-2.3%
-1.8%
1.1%
3.9%

-5.6%
35.0%
25.9%
43.0%

7.0%
-3.0%

26.7%
-3.0%
31.8%
0.9%
13.4%
-13.2%

47.6%
13.0%
52.1%
16.5%
30.9%

43.5%

51.2%

Sources: U.S. Census Bureau, 1990 Census of Housing, General Housing Characteristics, Massachusetts; U.S. Census Bureau, 1990 Census of Population, General Population Characteristics,
Massachusetts; U.S. Census Bureau, 1990 Census of Population and Housing, Summary Social, Economic, and Housing Characteristics, Massachusetts; U.S. Census Bureau, 1990 Census of
Housing, Detailed Housing Characteristics; U.S. Census Bureau, 2000 Profile of General Demographic Characteristics; U.S. Census Bureau, 2010 Profile of General Population and Housing
Characteristics; U.S. Census Bureau, 2011 American Community Survey. All data are collected at the county level for Essex, Middlesex, Norfolk, Plymouth, and Suffolk Counties.
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than 1 percent higher today than in 1990. Moreover, real
median household income has actually declined by

3 percent since 2000. Homeowners have fared better
than renters, but even they have experienced a mere
0.9 percent increase in real median income between
2000 and 2011. Over the same period, in inflation-
adjusted dollars, median renter income plummeted by
more than 13 percent, from $43,312 to $37,609 (in 2010
dollars).

The U.S. Census Bureau estimates the cost of hous-
ing for homeowners and renters. According to the
Bureau’s estimates for the five-county Greater Boston
region, median nominal rent increased by 22.4 percent
between 1990 and 2000 and by 47.6 percent between
2000 and 2011. This reflects rents that rose from $642
per month in 1990 to $786 in 2000 and then jumped

to $1,160 in 2011. Adjusted for inflation, median gross
rent declined by 7.1 percent during the 1990s, but since
then has increased by 13 percent. As for homeowners,
nominal median monthly homeowner cost for those
with a mortgage increased by 38 percent between 1990
and 2000 and then by a whopping 52 percent in the
following decade. After an adjustment for inflation,
the increases for 1990-2000 and 2000-2011, respectively,
were 5 percent and 16 percent.

The combination of declining real income and rising
housing costs has led to a crushing cost burden on a
growing proportion of Greater Boston’s households.
Between 1990 and 2000, the proportion of renter
households paying 30 percent or more of their gross
income in rent actually declined from 41.7 percent to
39.2 percent, but by 2010 more than half of all such
households (50.1 percent) were paying this much of
their income for rent and the number of cost burdened
households continued to rise through 2011 to 51.3
percent. The proportion of renter households who are
now severely housing cost burdened—those paying
50 percent or more of their gross income on rent—now
surpasses one-fourth (26.4 percent) of all renter house-
holds in the region, up from 18.4 percent in 2000.

Homeowners have not been exempt from such a trend,
despite the decline in housing values after 2005 and
low mortgage rates. The proportion paying more than
30% or more of their gross incomes to cover housing
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costs including mortgage, property taxes, and utili-

ties has increased from 26.7 percent in 2000 to 40.4
percent in 2011. Housing burdens for renters increased
so sharply because their real incomes were declining
while rents continued to rise. Housing burdens for
homeowners increased because, even with the ability to
refinance existing homes, their gross incomes could not
keep up with the rise in property taxes and utilities.

The dramatic increases in housing cost burdens in
Greater Boston reflect a broader problem facing

the region. The overall cost of living in the Boston
metropolitan area is among the highest among all
metro regions in the country and becoming more of a
burden over time relative to family income. Since 2005,
the Economic Policy Institute (EPI) in Washington,
D.C. has produced a “family budget calculator”

that measures the “income families need in order

to attain a secure yet modest living standard where
they live.” EPI develops these budgets by estimating
community-specific costs of housing, food, child
care, transportation, health care, other necessities and
taxes.”®

When EPI released its first report in 2005, the estimated
family budget for a four-person family of two adults
and two children living in the Boston Metropolitan
area came in at $64,656, making it the single most
expensive metro area in the nation. The basic budget
for a similar family in the Washington, D.C. metro

area was estimated at $61,400; in the New York City
region at $58,656; and in San Francisco at $57,624. It
was 5 percent cheaper to live in the nation’s capital and
nearly 10 percent cheaper to live in either New York

or the Bay Area.’ The cost of living for a similar family
in Raleigh-Cary, North Carolina, according to the EPI
calculator, was only $44,124 for similar housing, food,
child care, transportation, health care, other necessities
and taxes. Thus, if a Boston-based family of four
moved from Boston to North Carolina, it would need
only two-thirds the income to have the same material
standard of living.

In July 2013, EPI updated its family budget calculator
using data for 2011. As Table 1.3 reveals, the Boston
metro region no longer has the distinction of being



the most expensive metro region in the country. It is
actually 8th among all 615 large and small regions

in the EPI analysis, but still 3rd most expensive
among big metro regions, trailing only New York and
Washington, D.C."° For that family of four it now costs
9 percent more to live in New York than in Boston and
3.5 percent more to live in D.C.

Living costs are also rising faster in other regions. For
example, in 2005 a family of four in San Francisco

had to pay only 89.1 percent of what a similar family
had to pay in Boston for essentially the same goods
and services. By 2011, it cost the San Francisco family
98.2 percent of the Boston budget. Back in 2005, that
Raleigh family that had to pay just two-thirds of the
Boston family for an equivalent material standard of
living now needs to budget an amount equal to three-
fourths of the family in Massachusetts. In this sense,
Boston is at a smaller cost of living disadvantage today than
in 2005—and this is true when one compares Boston to
all the metro areas in Table 1.3.

The problem is that while Greater Boston is now in

a better relative position, it is in a much worse absolute
position when it comes to living costs. This is clear from
an inspection of Table 1.4 which compares the four-
person EPI budgets for the region for 2005 and 2011.

During this six year period, the cost of the basic budget
increased by nearly a third (32.5 percent), increasing
from $64,656 to $85,641. Driving the increase in
Boston'’s cost of living (and that of other metro areas)
are steeply rising health care costs followed by the cost
of transportation."! Housing costs, measured at the
40th percentile of Fair Market Rents (FMRs) calculated
by the U.S. Department of Housing and Urban
Development, rose by “only” 14.1 percent between
2005 and 2011 in Boston and thus was responsible for
only 10 percent of the total increase in the four-person
(two-adult, two-child) family budget. According to
these EPI-estimated budgets, the combined cost of
health care and transportation was responsible for
nearly three-fourths (73.1%) of the increase in Boston’s
cost-of-living.

TABLE 1.3

Basic Family Budget Calculator, Boston vs. Competitor Regions, 2011

New York Washington, Boston, San Francisco,
City, NY D.C. MA CA
Monthly
Housing $1,474 $1,412 $1,444 $1,795
Food $754 $754 $754 $754
Child care $2,006 $1,716 $1,505 $953
Transportation $577 $607 $607 $607
Health care $1,629 $1,577 $1,585 $1,574
Other $570 $554 $563 $652
Necessities
Taxes $781 $764 $680 $676
Total Monthly $7,792 $7,385 $7,137 $7,011
Total Annual  $93,502 $88,615 $85,641 $84,133
Ratio of Metro
Areas to 109.2% 103.5% 100.0% 98.2%
Boston 2011
Ratio of Metro
Areas to 90.7% 95.0% 100.0% 89.1%
Boston 2005

Minneapolis, Denver, Chicago, Austin, Miami, Raleigh-Cary,
MN H1] IL X FL NC
$920 $940 $785 $1,050 $1,122 $878
$754 $754 $754 $754 $754 $754

$1,526 $1,233 $1,285 $961 $864 $1,062
$603 $607 $603 $607 $607 $607
$1,524 $1,453 $1,466 $1,448 $1,431 $1,379
$428 $434 $394 $462 $480 $418
$538 $406 $466 $286 $284 $388
$6,294 $5,827 $5,752 $5,568 $5,542 $5,485
$75,527 $69,924 $69,028 $66,812 $66,501 $65,816
88.2% 81.6% 80.6% 78.0% 77.7% 76.9%
85.0% 73.5% 67.6% 67.4% 67.2% 68.2%

Source: Economic Policy Institute
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TABLE 1.4

Basic Family Budget Calculator, Greater Boston
Metro Area, 2005 vs. 2011

Monthly Budget 2005 2011 Percent Change
Housing $1,266 $1,444 14.1%
Food $587 $754 28.4%
Child care $1,298 $1,505 15.9%
Transportation $321 $607 89.1%
Health care $592 $1,585 167.7%
Other Necessities $500 $563 12.5%
Taxes $824 $680 -17.5%
Total Monthly $5,388 $7,137 32.5%
gs;ﬁe?mual $64,656 $85,641 32.5%
Housing as % 23.5% 20.2% 33 % Pts

of Total

Source: Economic Policy Institute

If household incomes were rising in tandem with
living costs, the increases revealed in the EPI family
budget for Greater Boston might not be such a
problem. But this has not been the case. Figure 1.14
reveals that while the family budget for a family of
four increased by nearly a third (32.5 percent), median
renter household income in Greater Boston increased

FIGURE 1.14

Increase in Family Budget Needs vs. Increase in
Median Household Income: Renters vs. Homeowners,
Five-County Greater Boston Region, 2005-2011
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Source: U.S. Census Bureau, Economic Policy Institute

by only 9.6 percent. Median homeowner household
income increased more than twice as much at 23.9
percent, but still fell far behind the cost of living.
Combining renter and homeowner income data
suggests that the cost of living rose nearly three times
faster than family income, reducing material living
standards substantially.

By 2011, the cost of living / household income gap

was enormous, especially for renters. Median renter
household income was less than half (45%) of the EPI
family budget while the median homeowner was able
to afford the family budget with just 10 percent to
spare. Across all households, renters and homeowners
combined, median income left a 23 percent deficit
when trying to pay for the EPI family budget.

Growing Income Disparity in
Greater Boston

The huge gap in income between renters and home-
owners and their respective ability to deal with the
cost of living in metro Boston is also reflected in the
growing disparity between the incomes of the region’s
well-to-do families and those of lesser means. One
way to demonstrate this is by comparing the growth in
median family income between 2005 and 2011 across
the five counties of the Greater Boston region. Figure
1.15 reveals that, in general, the higher the family
income in a county in 2005, the larger the percentage
increase in family income between 2005 and 2011. At
the bottom of the income range was Suffolk County
with a 2005 Median Family Income of $50,388. Over
the next six years, nominal median family income rose
by just 10.3 percent. At the other end of the income
range, Norfolk County’s median family income in
2005 was $87,121—more than 70 percent higher than
Suffolk’s. By 2011, Norfolk’s nominal median income
had increased by 21 percent, twice as much as for the
median family in Suffolk County. The upward trend
to the regression line in Figure 1.14 demonstrates the
strong correlation between the level of income in 2005
and the growth of income over the next six years. The
gap in incomes between counties continues to increase
producing ever larger income inequality in the region.
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FIGURE 1.15

Percent Change in Nominal Median Family Income
2005-2011 vs. Initial 2005 Median Family Income,
Five-County Greater Boston Region
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Source: Federal Reserve Bank of Boston, New England City Data Base

FIGURE 1.16

City of Boston: Percent Change in Population by
Income Class, 2000-2009
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One last indicator of dramatically increased income
inequality is found in data for the City of Boston.
Figure 1.16 provides a graphic image of the change in
the population of the city between 2000 and 2009 by
income class. During this period, the city’s population
increased from a bit more than 589,000 residents to a
little more than 625,000, an increase of 36,165 or 6.1
percent. The number of people living in households
where median family income is less than 50 percent of
the median family income of the Greater Boston region
as a whole increased by more than 78 percent—from
109,183 to 194,923. At the other end of the income
range, the number of individuals living in families
with a median family income greater than 120 percent
of the region’s median increased from 62,846 to 89,994,
an increase of 43 percent. Meanwhile, the middle of the
city’s income distribution was hollowed out—those

in families between 50 and 120 percent of the region’s
median family income. By 2009, there were 77,000
fewer moderate (50-80 percent of regional median) and
middle (80-120 percent of regional median) income
individuals than in 2000. It is likely that the cost of
unsubsidized housing for working families in Boston
has something to do with this income polarization of
the city’s population. The wealthy can afford the high
cost of housing and rents in the region. Low-income
households can take advantage of rent vouchers

and public housing. Moderate- and middle-income
households have neither the income nor the access

to subsidized housing. For many of them, Boston has
priced them out of the housing market.

The Aging of the Massachusetts
Population

One other factor is playing a role in the Greater Boston
housing market. This is the aging of the Massachusetts
population. After World War II, the number of young
families with children soared, giving birth to the Baby
Boom generation. By 1960, there were 421,000 more
children aged 0 to 19 in the Commonwealth than

in 1950, an increase of nearly 30 percent in a single
decade. The number of children increased three times
faster than the state’s population as a whole. Those
new families with children needed larger homes and
many moved to the suburbs to find them and what
many parents perceived as better school systems.
Nationwide, this demographic revolution provided the
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FIGURE 1.17

Change in Massachusetts Population by Age
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fuel for suburban sprawl and a boom in single-family
housing construction.

Today, that Baby Boom generation who were children
in the 1950s and early 1960s is rapidly aging and new
families are having many fewer children. As Figure
1.17 reveals, over the past half century since 1960, the
age structure of the Massachusetts population has
changed dramatically. While the state’s population
expanded by 1.4 million between 1960 and 2010, over
the same period the number of children aged 0 to 19
actually declined by more than 215,000. There were
nearly 12 percent fewer children in 2010 than fifty years
earlier. By contrast, the Commonwealth now has nearly
320,000 more residents who are 65 or older and another
710,000 Baby Boomers now at least 45 years old.

The demographic shift away from families with a large
number of children to empty-nesters and smaller fami-
lies will almost certainly have a dramatic impact on
housing demand over the next decade. Smaller fami-
lies may look for smaller homes than the ones built for
the Baby Boomers in the 1960s and 1970s. With more
childless households, both young and old, and given
the trend toward families having fewer children, there
is the real possibility that in the next housing cycle, the
supply of suburban single-family homes will outstrip
demand while the demand for smaller homes and for
apartments and condominiums will continue to grow
rapidly. Indeed, the data presented later in this report
suggests this trend is already underway.

Summing Up

In sum, the Great Recession left more than 15 million
Americans unemployed, but even with the current
recovery, more than 11.5 million still remain jobless
halfway through 2013.!2 The national economy has
simply not expanded fast enough since the “end” of
the recession to make major inroads into the ranks

of the unemployed. While personal consumption
expenditures are up and non-residential fixed
investment has increased by 22.2 percent since the
end of the recession, sharp cuts in federal, state

and local spending have kept the economy from
accelerating. With such a sluggish economy, real per
capita disposable income as well as median household
income has failed to recover, leaving families to
struggle even more to make ends meet.

The one bright spot in the economy is the national
housing market. It has shown some real improvement
since 2010. New and existing home sales, for the first
time since 2007, are above the annual average going
back to 1980. New-home construction is on the increase
with production levels in 2012 reaching an annual rate
of one million units. This is a far cry from the more
than two million units of housing permitted in 2004
and 2005, but significantly better than the less than
600,000 units permitted in 2009. Extraordinarily low
mortgage rates through the spring of 2013 helped

drive housing’s recovery, although rates are now
moving up and may slow further increases in sales and
production.

Massachusetts continues to outperform the nation’s
economy, but its relative edge is fast evaporating,
particularly in terms of employment. Demographically,
Greater Boston continues on a set of trends that are
now well-established. The population continues to age
rapidly, household size continues to decline and, after
controlling for inflation, median household income
continues to fall as is true for the nation as a whole.
Households who rent are being especially savaged

by the weak recovery with real median renter income
down by 13.2 percent since 2000 and down 4.1 percent
just between 2010 and 2011.

Because of rising housing costs and rents in the face
of stagnating or falling incomes, both homeowners
and renters are facing higher housing cost burdens
than ever. Yet the high cost of housing is not the only
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cost burden facing Boston area residents. The typical
four-person family now needs almost $86,000 a year to
cover the costs of housing, food, childcare, transporta-
tion, health care, other necessities and taxes.

And what makes all this worse is growing income
inequality throughout the region. Norfolk County,
with the highest median family income in 2005,
enjoyed more than a 20 percent increase in income by
2011. Suffolk County, with a 2005 median income little
more than half of Norfolk’s, saw only an 11 percent
increase in their family incomes. Roughly speaking, the
better off you were in 2005, the better you survived the
Great Recession and its aftermath.

This then is the economic setting for the Greater Boston
housing market. How it has fared is the topic for the
next two chapters.
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CHAPTER TWO
Home Sales, Housing Production and
Foreclosures in Greater Boston

In each of the last three installments of The Greater
Boston Housing Report Card, we reported fragments

of evidence that the region’s housing market was
showing signs of improvement. In fact, between 2009
and 2010, after four straight years of declining home
construction, the number of building permits for new
housing units increased by nearly 22 percent. The
number of annual single-family home sales, which
had declined by nearly 34 percent from more than
35,000 in 2004 to fewer than 24,000 in 2009, finally

hit bottom and appeared to stabilize. The number of
foreclosure deeds, which had exploded from just 25 in
2003 to more than 3,000 in 2008, dropped by nearly 30
percent in the following year. With what appeared to
be an improving overall economy, the median price of
a single-family home in the five-county Boston metro
region, after sinking by more than 16 percent between
2005 and 2009, rebounded by a healthy 4.4 percent in
2010.

Unfortunately, the modest optimism in the reports
was not always borne out in the following year’s
housing market. In 2011, the number of housing
permits issued in Greater Boston retreated, making
that year the second worst year for construction at
least since 2000. The number of home sales slipped as
well. The number of foreclosure deeds jumped back
to a level close to the record number in 2008. Median
single-family home prices once again retreated, not
only in 2011, but in 2012.

As such, we have been a bit gun shy about making
predictions in such an unstable market. Nonetheless,
in this year’s report, we find solid improvement in
housing production, home sales, foreclosure activity
and median prices, providing the strongest evidence
yet of a real turnaround in the Greater Boston housing
market.

Home Sales Volume

If the change in single-family home sales between
2011 and 2012 and in the first six months of 2013 is any
indication, we can breathe a little easier that indeed
the Greater Boston housing market is moving in the
same direction as the national market—upward.
Single-family home sales in the five-county Greater
Boston region jumped 20.9 percent between 2011 and
2012, representing the additional sale of more than
4,700 single-family homes. At the end of 2011, fewer
than 22,650 single-family homes had been sold, while
a year later nearly 27,400 such homes had transferred
ownership.

As Figure 2.1 indicates, we also project single-family
home sales to continue rising, though at a much slower
rate in 2013. With the recent spike in mortgage inter-
est rates, home prices are not quite the “bargain” they
were last year. Moreover, sales have been constrained
by a lack of homes on the market, as sellers who are

in a position to delay putting their houses up for sale
have done so hoping to take advantage of higher
prices. We estimate that 28,500 single-family homes
will be sold by the end of 2013, an increase of just four
percent over last year’s sales, many of which were
driven by the lowest financing rates in several decades.
The belief that home prices may not rise much higher
because of rising interest rates will likely lead to a
self-fulfilling prophesy as more homes are put on the
market, easing pressure on prices. More supply could
lead to more sales if demand does not weaken due

to higher mortgage rates and a somewhat weaker
regional economy.

The six-year trend of falling condominium sales in
Greater Boston from 2006 to 2011 turned a corner

in 2012, as well. Sales of condominiums jumped by
more than 25 percent from fewer than 12,300 units

in 2011 to more than 15,400 units in 2012 (see Figure
2.2). This trend is expected to slow dramatically in
2013, although the level of condo sales in 2013 should
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FIGURE 2.1

Annual Number of Sales of Single-Family Homes in Five-County Greater Boston Region, 2000-2013
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FIGURE 2.2

Annual Number of Sales of Condominiums in the Five-County Greater Boston Region, 2000-2013

30,000
26,127

25,000 23,194

22,335

20,000 17,798

16,844

15,000

10,000

5,000

2000 2001 2002 2003 2004 2005 2006

slightly exceed last year’s. Higher mortgage rates will
no doubt be the reason that sales are not much higher.

Two-unit and three-unit structures in the Greater
Boston Region are colloquially referred to as duplexes
and triple-deckers. These types of units—especially the
classic triple-deckers found in Boston, Cambridge and
Somerville—had become popular in the early 1900s
when developers and builders were looking to maxi-
mize square footage on narrow, rectangular urban lots.
Triple-deckers were inspired by triple-decked ships

20,615
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14,980 14471

12,269
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Source: The Warren Group

and had exteriors that gave a strong nod toward such
Victorian-style architectural features as bay windows,
columns and intricate scroll details. Decks or balconies
are often found in the front and in the back of each
unit, giving residents the opportunity to extend their
living space outdoors.!

After declining from a peak of more than 5,500 duplex
sales in 2004 to less than 2,600 sales in 2009, sales of
these two-unit dwellings have remained fairly constant
at an average annual rate of a little more than 3,100
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units. Unless mortgage rates continue to climb, we
estimate that close to 3,200 duplex units will be sold in
2013. Generally, the same trend holds for triple-deckers
with sales of about 1,300 expected this year. Figure 2.3
summarizes the sales trends for two- and three-unit
housing in Greater Boston from 2000 to 2013.

Following a pattern that goes back to the suburban
boom after World War I, it is not surprising what
types of housing are selling in which Greater Boston
communities. We find that single-family home sales
tend to be in the suburbs such as Newton, Quincy and
Plymouth. Condominiums and multifamily housing
tend to be in the towns and cities closest to Boston
including Somerville, Cambridge and Brookline and
within Boston neighborhoods such as South Boston.
Table 2.1A summarizes the top 10 municipalities
leading in single-family home sales. In 2012 and then
again in 2013 (through June), Newton, Brockton, Fram-
ingham, Plymouth, Quincy, Lowell, Needham and
Weymouth were among the top 10 in single-family
home sales within the 161 municipalities we track in
the Greater Boston metro region. Lexington fell off of
the top 10 list in early 2013, while Lynn and Taunton
entered at the ninth and 10th places respectively.

The sale of units in three-unit structures has typically
been concentrated in inner-city Boston neighborhoods
such as Dorchester, East Boston and Roxbury, but this

TABLE 2.1A

Municipal Leaders in Single-Home Sales
in Greater Boston, 2000-2013

Number of Sales
(Ranking in Parentheses)

2013
2010 212 (through June)
Newton 577 (2) 669 (1) 313 (1)
Brockton 620 (1) 656 (2) 307 (2)
Framingham 447 (4) 497 (6) 264 (3)
Plymouth 495 (3) 581 (4) 255 (4)
Quincy 388 (8) 506 (5) 248 (5)
Lowell 411 (6) 417 (9) 193 (6)
Needham 389 (7) 389 (12) 185 (7)
Weymouth 362 (10) 448 (8) 184 (8)
Lynn 141 (22) 390 (11) 182 (9)
Taunton 97 (34) 301 (25) 167 (10)

Source: The Warren Group

year more neighboring cities joined the ranks of the
top 10 sales leaders in terms of this quintessential
New England housing type. Specifically, the cities of
Everett (4th), Chelsea (8th) and Lowell (10th) entered
the top 10, along with the Boston neighborhood of

FIGURE 2.3

Annual Number of Sales of Homes in Two- and Three-Unit Structures
in the Five-County Greater Boston Region, 2000-2013
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South Boston (6th). Boston’s Dorchester neighborhood,
Lawrence, Lynn, Somerville, Brockton and Cambridge
remained as major markets for triple-decker structures
(see Table 2.1B).

TABLE 2.1B

Municipal Leaders in Sale of Homes in Three-Unit
Structures in Greater Boston, 2000-2013

Number of Sales
(Ranking in Parentheses)

2013
2010 2t (through June)
Dorchester 215 (1) 199 (1) 91 (1)
Lawrence 167 (2) 109 (2) 43 (2)
Lynn 110 (4) 59 (5) 32(3)
Everett 38 (8) 39 (7) 28 (4)
Somerville 62 (6) 83 (3) 27 (5)
South Boston 28 (11) 26 (10) 26 (6)
Brockton 117 (3) 69 (4) 25 (7)
Chelsea 53(7) 34 (8) 20 (8)
Cambridge 36 (10) 48 (6) 19 (9)
Lowell 28 (11) 32(9) 17 (10)
Source: The Warren Group
TABLE 2.1C

Municipal Leaders in Condominium Sales in
Greater Boston, 2000-2013

Number of Sales
(Ranking in Parentheses)

2013
2010 2t (through June)

ggs"t";town 1,615 (1) 1,874 (1) 781 (1)
Cambridge 817 (2) 920 (2) 435 (2)
South Boston 567 (3) 690 (3) 292 (3)
Brookline 560 (4) 636 (4) 253 (4)
Jamaica Plain 363 (7) 367 (6) 193 (5)
Brighton 305 (6) 302 (8) 186 (6)
Somerville 413 (5) 452 (5) 172 (7)
Charlestown 253 (11) 331 (7) 168 (8)
Roxbury 210 (15) 266 (9) 160 (9)
Newton 292 (8) 232 (10) 154 (10)

Source: The Warren Group

The towns, cities and neighborhoods with the largest
number of condominium sales tend to remain about
the same year after year. The top four for the past three
years have been Downtown Boston, Cambridge, South
Boston and Brookline. Rounding out the top 10 in
condo sales in 2013 are Jamaica Plain, Brighton, Somer-
ville, Charlestown, Roxbury and Newton (See Table
2.1C). The Downtown Boston neighborhood continues
to dominate the condominium market, accounting for
slightly more than twice the number of condo sales of
second-place Cambridge.

Housing Permits

While the improvement in housing sales provides one
indicator of an improved housing market in Greater
Boston, it is the increase in new housing permits since
2011 that offers the most encouraging sign. As Figure
2.4 reveals, during 2012, nearly 8,000 permits were
issued, more than 50 percent more than in the previ-
ous year. Based on permits issued in just the first six
months of 2013, we now project the potential construc-
tion of nearly 11,300 units for the entire year. That is
another 40 percent increase in a single year and, if our
projection is correct, the number of permits issued
would exceed annual permit activity for all but the
housing boom years of 2004-2006. In this case, 2013
would be the first time since 2006 that the number of
housing permits is above 10,000 and nearly two-and-a-
half times the number issued in 2009.

Table 2.2 and Figure 2.5 provide the breakdown of
housing permits issued by type of structure—single-
family, two- to four-unit structures, and apartment
and condominium buildings with five or more units.
From 2005 through 2009, the total number of permits
issued across all categories of housing declined. By
2009, new housing permits were issued at a rate less
than one-third the rate during the boom year 2005.
Structures with five units or more declined the most
(74.5 percent), followed by two- to four-unit structures
(72 percent), and finally by single-family homes (61.7
percent).

Finally, in 2010, permit activity picked up in all three
categories of housing by approximately the same
amount. Single-family permits increased by 21.9
percent while two- to four-unit structures and larger
apartment building units increased by 22.3 and 25.8
percent, respectively.
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FIGURE 2.4

Number of Housing Permits Issued in Greater Boston, 2000-2013
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TABLE 2.2

Single-Family and Multifamily Building Permits in Greater Boston, 2000-2013

% Change
% Change % Change % Change from Prior
from Prior Units in from Units in from Prior Year Units in Year (Units in
Year (Total Single-Family Prior Year 24 Unit (Units in 2-4 5+ Unit Buildings with
Year Total Units Units) Structures (SF Units) Structures  Unit Structures)  Structures 5+ Units)
2000 9,563 6,376 660 2,527
2001 8,929 -6.6% 5,604 -12.1% 642 2.7% 2,683 6.2%
2002 8,558 -4.2% 5,531 -1.3% 709 10.4% 2,318 -13.6%
2003 11,120 29.9% 5,290 -4.4% 1,067 50.5% 4,763 105.5%
2004 12,713 14.3% 6,222 17.6% 985 -7.7% 5,506 15.6%
2005 15,107 18.8% 6,552 5.3% 991 0.6% 7,564 37.4%
2006 12,332 -18.4% 4,910 -25.1% 1,180 19.1% 6,242 -17.5%
2007 9,772 -20.8% 4,139 -15.7% 636 -46.1% 4,997 -19.9%
2008 6,529 -33.2% 2,682 -35.2% 376 -40.9% 3,471 -30.5%
2009 4,714 -27.8% 2,507 -6.5% 278 -26.1% 1,929 -44.4%
2010 5,823 23.5% 3,057 21.9% 340 22.3% 2,426 25.8%
2011 5,275 -9.4% 2,773 -9.3% 226 -33.5% 2,276 -6.2%
2012 7,966 51.0% 3,461 24.8% 374 65.5% 4,131 81.5%
2013 (est.) 11,270 41.5% 3,827 10.6% 436 16.6% 7,006 69.6%
Percentage Change
2000-2005 58.0% 2.8% 50.2% 199.3%
2005-2009 -68.8% -61.7% -71.9% -74.5%
2009-2010 23.5% 21.9% 22.3% 25.8%
2010-2013 (est.) 93.5% 25.2% 28.2% 188.8%
2012-2013 (est.) 41.5% 10.6% 16.6% 69.6%

Source: U.S. Census Bureau, Building Permits Survey for Essex, Middlesex, Norfolk, Plymouth, and Suffolk Counties
Note: The annualized estimates of 2013 housing permits were calculated by doubling the number of permits issued through June.
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FIGURE 2.5

Number of Housing Units Permitted in the Five-County Greater Boston Region, by Structure Type, 2000-2013
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Source: U.S. Census Bureau, Building Permits Survey for Essex, Middlesex, Norfolk, Plymouth, and Suffolk Counties

What is most important, however, in the housing trend
since 2011, is the shift in the type of housing for which
developers are seeking permits. Between 2011 and

our projection for 2013, we expect to see more than a
doubling in permit activity with a two-year grand total
of more than 19,200 permits. Of this number, more
than 11,000 will be for rental apartment/ condo units
in 5+ unit buildings—nearly 60 percent of the total
permits in the region.

Indeed, this marks a major realignment in the
production of housing stock in Greater Boston and
reflects the fact that developers appear to be well
aware of the demographic trends discussed at length in
Chapter 1. Table 2.3 provides graphic evidence of this
shift in housing supply. As late as 2000-2002, nearly
two-thirds (64.7 percent) of all permits were for single-
family homes and only roughly one-quarter (27.8
percent) were for units in apartment/condo complexes.
By 2011-2013, the single-family share of total permits
was down to about two-fifths (41 percent). Permits

for larger buildings now represented more than half

of the total (54.7 percent). If our projections for 2013
prove accurate, this trend will continue to strengthen.
We estimate only a third (34 percent) of all permits
issued in 2013 will be for single-family homes while
two-thirds will be for two- to four-unit structures

and—most prominently—buildings with five or more
units. Essentially, production will have completely
reversed direction in a matter of not much more than
a decade.

TABLE 2.3

Proportion of Housing Permits by
Type of Structure

Single Family 2-4 unit 5+ Unit
2000-2002 64.7% 7.4% 27.8%
2011-2013 41.0% 42% 54.7%
2013 (Est) 34.0% 3.9% 62.2%

Source: U.S. Census Bureau, Building Permits Survey for Essex,
Middlesex, Norfolk, Plymouth, and Suffolk Counties
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Housing Production by Type
and Location

As is the regular practice in the Housing Report Card,
we report the number of permits issued by each city
and town in the five-county Greater Boston region as
a means to monitoring trends in new housing produc-
tion in the region. Table 2.4 contains the details of the
municipalities with the most and fewest numbers of
permits overall and by structure type. In 2012, the City
of Boston issued 1,776 new housing permits, up from
351 in 2010, and remained the city with the highest
number of total permits. Boston had more than three
times the number of permits of the second-ranked
Town of Natick (548 permits) and 4.5 times the third-
ranked City of Cambridge (392 permits).

Plymouth continues to lead the 161 municipalities in
permits for single-family units with 185 issued in 2012,
many of them in the Pine Hills development. Among
the 15 municipalities with the most single-family
permits, Billerica, Newton and Taunton saw declines
compared to 2010. All other municipalities in the top
15 experienced an increase in the number of permits
between 2010 and 2012. The City of Boston is seeing
a virtual housing boom in structures of five or more
units. With 1,571 units in such buildings permitted in
2012, it increased production sixfold compared to the
construction level in 2010.

Despite the apparent new building boom, there are
still a large number of Greater Boston communities
where almost no housing production is occurring.
According to the U.S. Census Permit Data, Boxboro,
Harvard, Nahant, Somerville and Swampscott issued
not a single permit for any kind of housing in 2012.
Appendix A provides statistics on permit activity for
all 161 Boston metro communities.?

TABLE 2.4

Municipalities Adding the Most and Fewest New

2012 Rank

Most Permits

O 0 N N U s W N =

e el
O &~ W N = O

2012 Rank
Fewest Permits
138

138

138

141

141

141

141

141

141

147

148

149

149

149

149

149

Municipality

Boston
Natick
Cambridge
Lynnfield
Plymouth
Chelsea
Wakefield
Concord
Saugus
Hopkinton
Everett
Westford
Methuen
Braintree

Lakeville

Municipality

Boxford
Essex
Winthrop
Hamilton
Hanson
Holbrook
Medford
Millville
Plympton
Wenham
Hopedale
Boxboro
Harvard
Nahant
Somerville

Swampscott

Housing Units in 2010 and 2012

Total Units Total Units
Permitted in Permitted in

2012 2010
1776 351
548 34

392 38

196 18

185 223

165 112

162 35

137 386

117 75

110 53

108 56

103 90

102 51

102 49

98 23

Total Units Total Units
Permitted in Permitted in

2012 2010

4 4

4 15

4 0

3 5

3 15

3 11

3 2

3 0

3 3

2 1

1 5

0 4

0 0

0 0

0 1

0 0

continued next page
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2012 Rank

Most Permits
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2012 Rank
Fewest Permits
145

145

145

145

145

145

151

151

151

154

155

155

155

155

155

155

Municipality

Plymouth
Westford
Methuen
Lexington
Billerica
Needham
Wellesley
Newton
Acton
Andover
Bedford
North Andover
Weymouth
Taunton

Winchester

Municipality

Hamilton
Hanson
Holbrook
Medford
Millville
Plympton
Merrimac
Watertown
Wenham
Hopedale
Arlington
Chelsea
Boxboro
Harvard
Nahant

Somerville

Single-
Family Units
Permitted in

2012

185
103
98
97
79
73
69
68
59
56
55
54
54
49
49

Single-
Family Units
Permitted in

2012
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TABLE 2.4

Single-
Family Units
Permitted in

2010

132
80
51
71
96
48
49
82
48
24
15
42
45
55
13

Single-
Family Units
Permitted in

2010

_ =
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2012 Rank

Most Permits
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Municipality

Boston
Natick
Cambridge
Lynnfield
Chelsea
Wakefield
Saugus
Concord
Everett
Braintree
Arlington
Lakeville
Beverly
Melrose

Canton

Municipalities Adding the Most and Fewest New Housing Units in 2010 and 2012 (cont.)

Units in 5+
Unit Structures
Permitted in
2012

1571
515
359
180
156
128
103
102

89
86
81
76
74
71
68

Units in 5+
Unit Structures
Permitted in
2010

264
0
30
0
112
0
58
308
35
36
40
0

0
10
35

Source: U.S. Census Bureau, Annual New Privately-Owned
Residential Building Permits for Places in Massachusetts

125 municipalities did not permit any multifamily housing in 2010

126 municipalities did not permit any multifamily housing in 2012
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The Role of Chapter 40R in
Housing Production

Since its passage in 2004, we have been tracking
municipal adoption of the Commonwealth’s Chapter
40R housing legislation which established monetary
incentives to encourage the state’s cities and towns to
create Smart Growth Overlay Zoning Districts where
denser, transit-oriented, as-of-right housing could

be produced. The early record of this legislation was
somewhat discouraging. Almost as soon as its regula-
tions were promulgated and distributed to communi-
ties throughout the state, the housing bubble burst and
almost no new housing of any type was being built—
in 40R districts or anywhere else. As such, the first few
years of Chapter 40R seemed to be a failure. While a
group of municipalities went through the motions of
creating 40R zoning districts within their communities,
the actual production of housing within these districts
was quite limited.

This began to change for the better in 2011 as the hous-
ing market began to recover, as we had predicted. By
August of that year, 31 cities and towns in Massachu-
setts had approved Smart Growth Districts under Chap-
ter 40R, 20 of which were in the Greater Boston area.’
Within these approved districts, land was set aside
which could ultimately accommodate the as-of-right
construction of 12,000 units of housing, 7,500 of which
are in municipalities within the Boston metro region.

Ayear later, in August 2012, the Massachusetts
Department of Housing and Community Develop-
ment reported that 1,211 units of housing had been
completed within 12 of the original 40R districts,
with two additional communities reporting that
construction was underway in their designated 40R
neighborhoods.

During the past year, Chapter 40R construction has
continued apace. As of August 2013, there were now
more than 1,500 units complete, with nearly 875 addi-
tional units under construction or pending the issue
of building permits. Nineteen of the 31 Chapter 40R
municipalities have such activity ongoing (See Table
2.5 on next page).

What is most encouraging is that of the 1,516 units
already built, all but a handful (2.5 percent) are units in
multifamily structures—precisely the type of housing
so badly needed in the Commonwealth. More than half

of the constructed units have two bedrooms or more,
making many family-friendly. Eighty-five percent
are rental units while 38 percent are affordable for
households earning 80 percent or less of area median
income.* None are age-restricted.

The existing 33 Smart Growth Districts in the original
31 Chapter 40R municipalities still have room for more
than 9,500 additional as-of-right housing units. If the
housing market remains reasonably strong through
2014, we can expect even more housing to be built
under this landmark legislation.

Foreclosure Activity in
Greater Boston

In addition to the encouraging news we have on the
housing construction front, there is also very good
news regarding foreclosures in Greater Boston. The
number of foreclosure deeds for single-family homes
exceeded 3,000 in 2008 and 2010. But since then, the
number of households losing their homes to foreclo-
sure has declined sharply each year. We now estimate
that for all of 2013, there will be about 760 final
foreclosures, only 40 percent of the number in 2012
and less than a quarter of the number in the peak year
2008. The trend in foreclosure deeds may be seen in
detail in Figure 2.6.

FIGURE 2.6

Annual Number of Foreclosure Deeds in
Single-Family Homes in the Five-County
Greater Boston Region, 2000-2013
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TABLE 2.5

Housing Units Constructed in Chapter 40R Smart-Growth Districts in Massachusetts

Units Constructed Under 40R Permits Building
Units in Units in Permits Pending

Single-Family  2- to 3-Unit Multiunit Total Units | Issued, Under Building
Municipality District Name Units Structures Structures Constructed | Construction Permits
Amesbury Gateway Village
Belmont Our Lady of Mercy 2 11 4 17
Boston Olmstead
Bridgewater Waterford Village
Brockton Downtown 2 2 25 71
Chelsea Gerrish Ave 120 120
Chicopee Chicopee Center
Dartmouth Lincoln Park
Easton Queset 98
Easthampton Smart Growth Overlay 50
Fitchburg Smart Growth Overlay
Grafton Fisherville Mill
Haverhill Downtown 362 362
Holyoke Smart Growth Overlay 1 4 5 55
Kingston 1021 Kingston's Place
Lakeville Res. At Lakeville Station 100 100 104
Lawrence Arlington Mills 75 75
Lowell Smart Growth Overlay 52
Lunenburg Tri-Town 99 99
Lynnfield Planned Village Development 180
Marblehead Pleasant Street
Marblehead Vinnin Square
Natick SGOD 138
North Andover Osgood Landing
North Reading Berry Center 406 406
Northampton Sustainable Growth 11 48 62
Norwood St. George Ave 11 15
Pittsfield Smart Growth Overlay 100 100
Plymouth Cordage Park
Reading Gateway 100 100 100
Reading Downtown 53 53
Sharon Sharon Commons
Westfield Southwick Road
Totals 14 24 1,478 1,516 409 464

Total units constructed, under construction, or pending: 2,389 Source: Massachusetts Department of Housing and Community Development, August 2013

Number of 40R districts with completed units: 14

Additional 40R districts with units under construction: 0

Additional 40R districts with pending building permits: 1

Total number of 40R districts with units completed, under construction, or pending: 19

Total number of approved 40R districts: 33

Percentage of approved 40R districts with units completed, under construction, or pending: 58%
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This dramatic improvement in foreclosures is driven
in part by the improving economic conditions the
Commonwealth experienced in 2011 and 2012, espe-
cially regarding employment growth. However,

with employment growth apparently stalling in the
Commonwealth in 2013, it is possible that foreclosures
could spike again next year. The decline in foreclo-
sures has also been due to both federal and state action
aimed at providing homeowners with assistance

to keep them from losing their homes. The Obama
Administration’s new housing policies discussed in
Chapter 5 may help some households that would
otherwise face foreclosure by permitting them to refi-
nance their homes at lower mortgage rates, despite
carrying mortgages that are still higher than the
current value of their homes.

Tables 2.6A, 2.6B, and 2.6C provide data on fore-
closure statistics for single-family homes, homes

in three-unit structures and condominiums
respectively for the communities with the highest
number of foreclosure deeds. Through June 2013,
Brockton leads in foreclosures for single-family homes,
followed by Lowell and Plymouth. The Dorchester
neighborhood of Boston leads in foreclosures on homes
in three-unit structures, followed by Brockton and
Revere. Lowell leads in foreclosures on condominiums,
followed by Haverhill and Plymouth.

With respect to single-family foreclosures, Brockton,
Lowell, Plymouth, Taunton, Lynn and Haverhill have
all been in the top 10 in terms of foreclosure deeds
from 2010 through 2013. The communities with the
highest number of condominium foreclosures are
Lowell, Haverhill, Lynn and Dorchester, all of which
have remained on the high foreclosure list since
2010, but Brockton and Marlborough have now been
replaced by Plymouth and Dracut. Lowell and Lynn
have the distinction of being on the top 10 list of
foreclosures since 2010 for all three types of housing
structures.

Not only are the number of actual foreclosure deeds
falling sharply, but the number of foreclosure peti-
tions in single-family homes in the five-county Greater
Boston region continues to decline as well. This bodes
well for the future level of foreclosure deeds since the
foreclosure petition is the first action taken down the
foreclosure path. The number of petitions peaked in
2007 at nearly 16,000 and declined until 2011, dropping

TABLE 2.6A

Municipalities with the Highest Number of Single-Home
Foreclosure Deeds in Greater Boston, 2010-2013

Number of Deeds (ranking in parentheses)

2013
2010 2012 (through June)
Brockton 234 (1) 158 (1) 36 (1)
Lowell 120 (3) 76 (3) 20 (2)
Plymouth 98 (4) 63 (5) 16 (3)
Taunton 74 (8) 72 (4) 15 (4)
Lynn 124 (2) 85 (2) 14 (5)
Haverhill 79 (7) 33 (10) 10 (6)
TABLE 2.6B

Municipalities with the Highest Number of Three-
Unit Foreclosures in Greater Boston, 2010-2013

Number of Deeds (ranking in parentheses)

2013
2010 2012 (through June)
Dorchester 86 (1) 27 (1) 18 (1)
Brockton 49 (2) 21 (2) 15 (2)
Revere 10 (11) 2(14) 113)
Haverhill 18 (7) 3(13) 6(4)
Lynn 42 (4) 16 (3) 5(5)
Lowell 15 (8) 6 (7) 5(5)
TABLE 2.6C

Municipalities with the Highest Number of Condominium
Foreclosures in Greater Boston, 2010-2013

Number of Deeds (ranking in parentheses)

2013
2010 2012 (through June)

Lowell 86 (2) 42 (1) 12 (1)
Haverhill 58 (4) 40 (3) 10 (2)
Plymouth 49 (9) 19 (12) 7 (3)
Lynn 57 (5) 26 (5) 6(4)
Dracut 34 (11) 25 (6) 6(4)
Dorchester 181 (1) 26 (5) 6(4)

Source: The Warren Group
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below 4,200. There was a slight bump up in 2012, to
nearly 5,900 petitions. However, a significant decline in
2013 is predicted, which, if correct, will show that the
number of petitions this year will be less than 1,900—
less than a third of the 2012 total. These trends are
shown in Figure 2.7.

FIGURE 2.7

Annual Number of Foreclosure Petitions in
Single-Family Homes in the Five-County
Greater Boston Region, 2000-2013
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Conclusion

At the end of our exploration of home sales, housing
permits, Chapter 40R’s impact on housing production,
and foreclosures in the 2012 Housing Report Card, we
noted that “Finally, in 2012, we see more evidence that
the housing crisis in Greater Boston is beginning to
abate. Sales are picking up and new housing permits
are being issued in greater numbers than we have seen
since 2008. With sales increasing, housing developers
are becoming more optimistic about their ability to sell
new units if they construct them.”®

Now, a year later, this observation has been confirmed
with continuing strength in home sales, a hefty
increase in housing construction, and a sharp decline
in foreclosures. With the recovery of the housing
market, more developers are taking advantage of
Chapter 40R to construct housing in the communities
that had the foresight to create Smart Growth Overlay
Zoning Districts.

Moreover, over the last two years, developers have
read the demographic tea leaves and have switched
rather dramatically from producing single-family
homes to constructing apartment buildings containing
rental units and condominiums. With 7,000 units of
multifamily housing expected to be permitted in 2013
in Greater Boston alone, it is not inconceivable that
Gov. Deval Patrick’s call for 10,000 units of such hous-
ing units across the state per year through 2020 will
reach fruition, at least for the current year.

Potentially, there are two flies in the ointment. First,
with rising mortgage rates, both sales and permitting
activity may slow in 2014. Second, if employment
continues to stagnate in the Commonwealth and
unemployment continues to rise, it is possible that
housing demand will soften, reducing sales and lead-
ing developers to cut back on construction plans. Fore-
closures could reverse direction and begin to increase
again.

So for next year and beyond, much will depend on the
course of interest rates and the health of the economy
at large.
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CHAPTER THREE

For fourteen consecutive years, from 1992 through
2005, the prices of single family homes in Greater
Boston consistently increased.! The upward trend
accelerated to a double-digit annual rate beginning in
1998, leading to a string of seven straight years during
which annual home price appreciation remained above
10 percent, leaping by 17.7 percent in 2000 alone (See
Figure 3.1). Boston’s housing boom was so hot that
between January 1998 and December 2004, the typi-
cal home in the region more than doubled in price,
increasing 119 percent. Based on the Case-Shiller price
index and data from the Warren Group, we estimate
that the median price for a single-family home in the
five-county Boston metro area increased from $177,000
in 1998 to nearly $386,000 in the span of just six years.?

Boston was hardly alone. San Diego experienced
nearly a tripling in home prices during the 1998-2004
housing boom, with San Francisco’s prices rising by
144 percent; Washington, D.C.’s by 130 percent; and
Miami by 122 percent.

The “irrational exuberance” of the housing boom could
never have been sustained. Fueled by rising family
income and lax mortgage lending standards, American
households raced to buy homes before prices could
rise even faster. In the 30 years between 1960 and 1990,
the homeownership rate in the U.S. increased by a
mere 3.9 percent. In the single decade between 1995
and 2004, the white homeownership rate increased

by 7.2 percent; the Hispanic rate by 14.3 percent; the
African-American rate by 15.0 percent; and the Asian-
American rate by nearly 18 percent.?

Ultimately, a significant number of those who bought
homes at inflated prices and under conditions of lax
lending practices could not afford them. Even before
the Great Recession began, foreclosures began to
increase and these had a depressing effect on the hous-
ing market. Once the recession began in late 2007, the
stream of foreclosures turned into a torrent. Housing
vacancy rates rose sharply and a hot sellers” market
turned sour. The number of vacant housing units
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nationwide increased by three million between 2005
and 2008.* With so much excess supply, home prices
plummeted. Across the largest 20 metro regions in
the country, single-family home prices dropped by
35 percent between July 2006 and March 2012.° Cities
that had experienced the most irrationally exuber-
ant markets now faced the worst consequences of the
housing bubble. Las Vegas led all regions with home
prices plunging by nearly 62 percent. Phoenix prices
fell by more than half (53%), while the typical home in
Miami and in San Diego lost at least 40 percent of its
value.

By national standards, Boston’s housing price collapse
was quite modest. While home prices were dropping
by an average of 35 percent in major metro areas, in
Boston the damage was limited to 18 percent, accord-
ing to the Case-Shiller index. Single-family home
prices in Boston dropped in each year between 2006
and 2008, recovered slightly in 2009, and then fell
further in 2010 and 2011.

Since the end of 2012, prices are finally increasing again,
though not at startling rates for the Greater Boston
region as a whole. Lower prices, highly favorable
mortgage rates and modest improvements in Boston’s
job market are all incentivizing homeownership. With
housing demand increasing and vacancy rates fall-
ing, home prices appear to be on a more or less stable
upward trajectory region-wide—with the exception

of price spikes in some of the most attractive City of
Boston neighborhoods and some of the region’s more
prestigious suburbs.® Since 2005, Downtown Boston
single-family home prices have soared by more than 55
percent to $2.3 million. Charlestown has seen its median
single-family home price rise by nearly 43 percent

over the same period, topping $780,000 in June of this
year. Single-family homes in Concord are selling for 24
percent more than during the previous peak in 2005.

On the other hand, there are still home-price “bargains”
in some of Greater Boston’s municipalities. At $212,075
in June 2013, the median selling price for a single-
family home in Millville is still nearly 40 percent less
than in 2005. The same is true in the town of Essex, and



in the tiny town of Plympton, where the median price
of homes for sale dropped from $515,000 to $268,000.
As such, on average, price appreciation on single-family
homes throughout the region remains positive, but
modest.

These price increases reflect increased housing demand
in many of Greater Boston’s communities. As we saw
in Chapter 2, stronger demand for housing led to a 16
percent increase in single-family home sales and a

7 percent increase in the sale of condominiums in

2012 compared to the early post-recession year 2010.
Increased demand, fueled by low mortgage rates and
lower unemployment in 2012 provided the opportu-
nity for sellers to raise their offer prices in many towns
and cities.

Homeowner Vacancy Rates and
Housing Prices

The recovery of prices in the homeownership market
is intimately linked to the decline in the homeowner
housing vacancy rate. As Figure 3.2 reveals, the explo-
sion in home prices in Greater Boston before 2005 was
driven by the fact that the number of vacant properties
that might have been available for sale had dropped
to extraordinary low levels—as low as 3/10ths of one
percent of the total housing stock. This made for a sell-
ers’ bonanza. But as vacancy rates increased sharply
between 2004 and 2007, partly as a result of increased
foreclosures and tightened mortgage market regula-
tions, prices tumbled. Now with vacancy rates back

in a more normal range of 1.0 to 1.5 percent, the stage
has been set for modest increases in home prices and
that is precisely what we have seen. It would not be
surprising with the vacancy rate falling to 1.1 percent
in the second quarter of 2013 to see home prices
continue to rise for the rest of the year and possibly
into 2014, despite recently elevated mortgage and
unemployment rates.

FIGURE 3.1

Annual Percentage Change in Case-Shiller Single Family Home Price Index,
Greater Boston Metropolitan Area, 1987-2013 (May)
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FIGURE 3.2

Homeowner Vacancy Rate, Greater Boston, 1990-2013
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FIGURE 3.3
Annual Median Price of Single-Family Homes in Five-County Greater Boston Region, 2000-2013
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Indeed, based on data from the Warren Group, single-
family home prices increased by 6.6 percent during the
first six months of 2013, rising from $332,000 in 2012

to $354,100 (See Figure 3.3) Unlike the period between
2000 and 2005, when median prices rose from $260,000
to more than $405,000, the median home price seems
to have stabilized over the past five years in a narrow
band arou