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The Kitty and Michael Dukakis Center for Urban and Regional Policy conducts interdisciplinary research, in collaboration with
civic leaders and scholars both within and beyond Northeastern University, to identify and implement real solutions to the criti-
cal challenges facing urban areas throughout Greater Boston, the Commonwealth of Massachusetts, and the nation. Founded in
1999 as a “think and do” tank, the Dukakis Center’s collaborative research and problem-solving model applies powerful data
analysis, a bevy of multidisciplinary research and evaluation techniques, and a policy-driven perspective to address a wide range
of issues facing cities and towns. These include affordable housing, local economic development, workforce development, trans-
portation, public finance, and environmental sustainability. The staff of the Dukakis Center works to catalyze broad-based efforts
to solve urban problems, acting as both a convener and a trusted and committed partner to local, state, and national agencies

and organizations. The Center is housed within Northeastern University’s innovative School of Public Policy and Urban Affairs.

Citizens” Housing and Planning Association (CHAPA) is a statewide organization that represents the interests of all players in
the housing and community development fields, including non-profit and for-profit developers, municipal officials, homeown-
ers, tenants, bankers, real estate professionals, property managers, and government officials. The organization is a sponsor of
many research projects concerned with housing and in 1998 commissioned a study from the Donahue Institute at the University
of Massachusetts entitled “A Profile of Housing in Massachusetts.” This report began the work of measuring progress in key
housing policy areas such as supply, affordability, and accessibility. Over the past five years, CHAPA has assisted in the funding
and development of each installment of the Greater Boston Housing Report Cards.

The Boston Foundation, Greater Boston’s community foundation, is one of the oldest and largest community foundations in
the nation, with assets of $737 million. In Fiscal Year 2009, the Foundation and its donors made over $95 million in grants to
nonprofit organizations and received gifts of over $81 million. The Foundation is made up of some 900 separate charitable
funds established by donors either for the general benefit of the community or for special purposes. The Boston Foundation
also serves as a major civic leader, provider of information, convener, and sponsor of special initiatives designed to address
the community’s and region’s most pressing challenges. For more information about the Boston Foundation, call 617-338-1700

or visit www.tbf.org.

The Warren Group collects public record data on real estate sales and ownership throughout New England and offers a range
of real estate products, information services and printed publications, including the weekly newspapers Banker & Tradesman
and The Commercial Record. The company also produces and organizes trade shows and events for a variety of industries,
including bankers, mortgage brokers, credit unions and lawyers. Based in Boston, the company was established in 1872 and

is now in its fourth generation of family ownership and management.
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October 14, 2010
Dear Friends,

In a time of continued economic anxiety, the Boston Foundation is proud to publish its eighth
annual Greater Boston Housing Report Card. The recession may have been officially declared over,
but the upheavals of the past few years continue to affect the lives of Massachusetts residents, with
unemployment and an unstable housing market continuing to cause distress.

Barry Bluestone, Dean of the School of Public Policy and Urban Affairs at Northeastern University,
and his team, backed by the data resources of The Warren Group, once again bring their deep
expertise to help provide a continuing picture of these issues. Throughout this series of annual
housing reports, Professor Bluestone has articulated the close and dynamic relationship between
housing and the overall economic wellbeing of the region, identifying the themes and trends that
matter most, and bringing light to a short list of issues of pressing and common concern.

This year, two elements explored by this report deserve particular attention. First is the likelihood
of another wave of foreclosures and the second is a new assessment of the impact of the region’s
student population. We know that scores of colleges and universities in the region continue to be
critical and defining economic and cultural assets, establishing the region as a center for education
in the world. How that population has changed in recent years, and the impact it is having on
housing prices, is an issue that merits thoughtful and sustained attention.

The prospect of another series of foreclosures is a matter of great concern. As this report will
document, this has the potential to bring further hardship to communities already suffering high
unemployment. The effects of the economic crisis continue to intensify the growing divide between
haves and have-nots in the region, documented by the most recent Boston Indicators Report as a
subject of growing concern.

At the same time, this report offers important positive news. Massachusetts stands ahead of the
national curve in terms of job creation. The recent trend of net outflow of regional residents, driven
in part by the high cost of housing here, has reversed, and Greater Boston is again a destination for
Americans as well as immigrants who come from around the world to find opportunity.

The signs are mixed, but once again we have The Dukakis Center’s clear and probing analysis
to help us all make sense of the situation.

Paul S. Grogan
President and CEO
The Boston Foundation
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In last year’s Greater Boston Housing Report Card, we
noted what we believed were the first indications that
the economic recession that began in 2007 was draw-
ing to an end nationally and regionally. Along with

a strengthening economy were the first signs of an
uptick in the housing market, with sales beginning to
pick up and home prices stabilizing. However, we also
noted that:

While housing has become more affordable rela-
tive to household incomes in Greater Boston, the
region is now less affordable than ever compared
with virtually every metro area we compete with
across the country. Moreover, despite the reces-
sion, rents in Greater Boston are now substantially
higher than before the recession began, and we
have not seen any letup in the number of families
falling behind in their mortgage payments and
therefore becoming subject to the initiation of
foreclosure activity.

For the last half of 2009 and for the first half of 2010,
home sales and home prices continued to stabilize
nationally as we predicted, with the average price for
single-family homes holding steady across 20 of the
largest housing markets in the country. This pattern
also held for Greater Boston which continued to
outpace most other metro regions.

Unfortunately, during this spring and summer,

there were disconcerting developments that reveal a
continuing weakness in the overall national economy
and the possibility of a double dip in the national

and regional housing market that we did not fully
anticipate. Expansion of the nation’s Gross Domestic
Product (GDP) fell sharply in the second quarter and
the ranks of the unemployed nationwide continued to
grow. On the housing front, through July of this year,
new home sales were running 8 percent below the
same period last year and 33 percent below 2008 levels.
With the end of the first-time homebuyer tax credit,
in July home sales dropped a whopping 27 percent,
double the consensus forecast of what the termination
of this program might engender. Foreclosures and
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bank repossessions have been running at record levels
in 2010.

These national trends are reflected in Greater Boston,
although this is the first recession of the last three in
which the Commonwealth’s economy is coming back
from the depth of an economic crisis faster than the
nation as a whole. Our unemployment rate remains
lower than the nation’s and the rate of job creation since
the beginning of this year is running at four times the
national rate. On the housing front, Greater Boston's
home prices remain nearly 14 percent below their 2005
peak, but in a performance that appears to defy the
gravity of the recession, rents are near their all-time
high making rental units less affordable than ever.

As in our previous seven annual reports, the current
report focuses on recent trends and patterns within
the Greater Boston housing market. However, in this
one we explore in greater depth a number of issues
including the sharp rise in foreclosures, the continuing
problem with rental affordability, the impact of Chap-
ter 40B and 40R on housing production, the differential
impact of the recession on single-family, multi-family,
and condominium sales and prices, and for the first
time we devote an entire chapter to student housing
and its impact on the region’s rental market.

Overall, we are not quite as sanguine about the pros-
pects for the economy or the housing market this year
as we were in last year’s overly optimistic projection.
As of this moment, there are too many disconcert-
ing statistics that point to a continued weakness in
the overall economy and the housing market. While
Greater Boston and the Commonwealth appear to

be doing better, indeed considerably better than the
nation as a whole on a range of economic indicators,
we are not an island unto ourselves. If the national
economy continues to suffer, we will suffer its
tailwinds.



The good news is that the impact of the current reces-
sion on Massachusetts has not been as severe as its
impact on the nation. The recovery from the depth of
the recession is proceeding faster in Massachusetts
than in the nation as a whole.

As of August 2010, the U.S. unemployment rate
was 9.6 percent; in the Commonwealth, it was 8.8
percent.

The U.S. economic activity index fell more than 6
percent at its lowest point during the recession; in
contrast, the Massachusetts economic activity index
fell by just over 4 percent.

Massachusetts jobs are coming back faster than
those nationwide. By July 2010, employment in the
Commonwealth was down 2.8 percent from Decem-
ber 2007, while nationwide employment was down
by 4.8 percent.

By July 2010, Massachusetts had replaced nearly 40
percent of the jobs lost since December 2007. Nation-
ally, less than 8 percent of the jobs lost during the
recession had been replaced.

While Massachusetts employs just 2.4 percent of the
U.S. workforce, job growth in the Commonwealth
has accounted for 9.4 percent of national employ-
ment growth since January of this year.

The recovery of jobs in the Commonwealth has not
been limited to a few sectors, but every major sector
from construction and manufacturing to finance and
tourism has experienced an expansion in employ-
ment since the beginning of this year.

There is also good news on the demographic front.
The period between 2008 and 2009 saw the first net

in-migration into Massachusetts from other states
since we began tracking this indicator in 2000. Added
to foreign immigration which remained at a more or
less steady level, there was an increase in the state’s
population due to migration for the first time in nearly
a decade. What may be more than merely correla-
tion, the trend in Greater Boston median home prices
between 2000 and 2010 nearly mirrors the trend in net
domestic migration. When home prices were skyrock-
eting in the first half of this decade, out-migration rose;
when home prices fell after 2005 net out-migration
decreased and ultimately turned into a net in-migra-
tion trend.

While it is an encouraging sign that families and indi-
viduals are choosing to remain in Massachusetts and
others are choosing to move here, the impact on home
prices and rents needs attention. With thousands
more relocating to Massachusetts, and seeking to buy
a home or rent an apartment, the increased demand
for housing can rapidly result in higher home prices
and rents if new supply does not come on line to meet
the rising demand. Unfortunately, housing produc-
tion has remained at near historically low levels over
the past year and unless it picks up significantly, we
can expect that increased rents and prices could once
again dissuade potential new residents from moving
to Massachusetts.

Even with what appears to be an improving economy
in the region, the construction of new housing in
Greater Boston remains anemic. Hardest-hit in Greater
Boston have been multifamily developments. The
number of building permits for such developments in
2009 was off by 74 percent from its 2005 high. While it
is unlikely that 2010 will witness fewer permits than
2009, there is little evidence from the permitting data
we have through July of this year to suggest any robust
recovery in the local housing market.

Barring an unimaginable jump in permitting in the
final months of this year, 2010 is on track to be the
second-lowest year for permitting in over a decade.

Individual communities within Greater Boston
reflect the regional trend: very few municipalities
increased the number of issued permits over the
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previous year. In four Greater Boston municipalities
there were no permits for new housing at all in 2009.

For multifamily housing, the situation is even
bleaker: only five municipalities permitted more
than 100 new multifamily units in 2009, down from
12 the year before. Of the 161 communities we track
in Greater Boston, 128 (six more than in 2008) added
no multifamily housing last year.

Actual housing starts in the United States looked
promising for the first five months of 2010, but both
June and July showed the lowest number of housing
starts in over 50 years.

Although the situation appears unpromising,
Massachusetts may still end up leading the nation
in exiting the housing recession. Homeowner and
rental vacancy rates in Massachusetts have declined
to below normal levels which should encourage
more construction.

Single family home sales began to rise in the Boston
region in March 2009, and that increase continued
through May of this year. This turnaround in sales was
one of the factors that prompted us last year to talk
about housing in a “post-crisis” era. Sales of single-
family homes rose in 2009 for the first time in five
years, providing the first annual data point suggesting
the beginnings of a recovery in the market for detached
single-family real estate.

Condo sales took longer to begin recovering, but
starting in September 2009, each month’s condo
sales figure has exceeded the monthly figure from
the year before.

Sales of two- and three-family structures were
depressed by the housing downturn even more than
sales of single-family homes and condominiums.
The sales turnaround for both two- and three-family
homes took place earlier (but was more modest)
than in single-family homes and condos, with
higher sales figures for both types of units in both
2008 and 2009.
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However, starting in June of this year, after the federal
first-time homebuyer tax credit expired, sales plum-
meted both in Greater Boston and the nation.

While sales increased in the second half of 2009 and
the first half of 2010, home prices for all types of hous-
ing units continued to decline through 2009, with
prices dropping the most for two-family and three-
family homes. Only in the first half of 2010 did we see
the beginning of a moderate recovery in home prices
of all types of owner-occupied units. Still, there is now
concern that with the dramatic fall-off in home sales at
mid-year prices might resume their earlier downward
trend. While single family home prices increased from
March through June in Greater Boston, they fell in July.

If the softness in prices experienced this summer turns
out to be only a temporary phenomenon due to the
short-term impact of the expiring tax credit, then prices
may end up mirroring the recovery from the 1988-1997
housing cycle. It took 60 months back then for home
prices to regain their pre-recession peak. Given what
we find to be a close parallel between the timing of
these two cycles, our best guess is that single family
home prices will not fully recover to their 2005 peak
until sometime in 2014.

Across the nation, the average rental vacancy rate
across all large metropolitan areas combined has

risen quite sharply since 2006. The rate now exceeds
10 percent for the first time since at least 1956 (and
possibly for the first time ever). However, in Greater
Boston, rental vacancy rates have generally been, and
still remain, much lower than the national average.
The big difference is likely related to the concentration
of college and university students in the region who
provide a more or less steady demand for rental units.
As such, the Greater Boston rental market is not subject
to the same supply and demand patterns of the rental
markets in other metropolitan areas.

Rents in Greater Boston continued to rise until the
second half of 2008. At the end of 2009, the average
monthly asking rent had dropped less than $50 from
its 2008 peak of $1,740.



By the second quarter of 2010, rents began rising
again. The downward correction in rents that took
place last year was small and short-lived. This year
Greater Boston is likely to remain the fifth most
expensive metropolitan region in the U.S. in average
rent, only exceeded by New York City; Westchester
County, New York; San Francisco; and Fairfield
County, Connecticut.

Much of the increase in rents in Greater Boston can be
explained by an influx of undergraduate and graduate
students who compete with local residents in the rental
market.

Nationally, enrollment in post-secondary education
institutions has been increasing rapidly over the
last two years. In Greater Boston, enrollment has
increased by 45,000 students since 2001 with 19,000
of the total occurring in just 2008 and 2009.

As of fall 2009, there were just under 234,000 under-
graduate students and 102,000 graduate students in
the region for a grand total of 336,000 post-second-
ary students.

We estimate that in the Greater Boston area, there
are approximately 177,000 students who are living
off-campus with more than half (54 percent) being
graduate students. Most of these students are living
in rental housing,.

Within the City of Boston, there are at least 61,000
students (both graduate and undergraduate) living
off-campus in local neighborhoods with the largest
concentrations in Allston, Brighton, the Fenway and
Mission Hill.

The National Center for Education Statistics (NCES)
predicts a further increase in national enrollment in
degree-granting institutions (both public and private).
Between fall 2007 and fall 2018, the NCES predicts that
undergraduate enrollment will increase by 12 percent
while graduate enrollment may increase by 20 percent
or more. If this projection holds for Greater Boston, we
can expect that by 2018 there will be another 26,000
undergraduates in Greater Boston and an additional
19,000 graduate students. Without production of new
rental housing, and with 45,000 additional students in
the region, the already tight rental housing market will
be strained even further.

In last year’s Report Card, we estimated a decline in
foreclosure deeds for 2009. Unfortunately, our esti-
mates were overly optimistic, as foreclosure petitions
increased in the first half of 2010 while the number

of deeds and auctions in the first half of 2010 suggest
that the number of households losing their homes to
foreclosure throughout the year will easily exceed the
number in 2009.

Foreclosure petitions were down by almost 10
percent between February 2009 and June 2010.

The number of foreclosure deeds in the first six
months of 2010, however, was 124 percent greater
than in the first six months of 2009.

Foreclosure auctions have increased by over 200
percent from 560 in the first six months of 2009 to
1,273 in the first six months of 2010.

Foreclosures activity is not uniform across housing
types. Between the first six months of 2005 and the first
six months of 2010, the total number of foreclosure
petitions in Greater Boston increased by more than
four times, from 1,662 to 6,932. Single-family home
foreclosure petitions (comprising 60 percent of all peti-
tions) as well as three-family petitions increased by

3.7 times. Two-family petitions increased by 4.5 times.
Condominium petitions, however, increased by nearly
7 times during this time.

Although not all foreclosure petitions continue to

the deed or auction phases of foreclosure, the rate of
increase in deeds has been dramatic. Between 2005
and 2009, the number of annual foreclosure deeds
increased 21 times across all housing types, with the
largest increase (over 23 times) in condos and single
family homes (21 times). Auctions increased 7 times in
the past year. As expected, a rise in auctions tended to
lead to home price depreciation for all housing types
(with the exception of condominiums, which seemed
to retain their relatively stable prices despite a rise in
foreclosures and a depressed economy).

Foreclosure activity is, of course, not evenly distrib-
uted throughout Greater Boston. The most affected
communities have tended to be older industrial cities
with high unemployment rates. The least affected have
been suburbs west of the City of Boston. The only good
news here is that the foreclosure crisis has affected

Understanding Boston



fewer homeowners with mortgages in Massachusetts
than across the nation—3.4 vs. 4.6 percent.

On the federal level, much progress was made in the
last two years in passing new legislation to encourage
home purchases by first-time homebuyers, to provide
state and local governments with funding to renovate
abandoned and foreclosed properties, to refinance
mortgages of current homeowners who face foreclo-
sure, to provide incentives to banks and mortgage
companies to modify existing loans, to encourage
both borrowers and servicers to increase the number
of short sales in lieu of foreclosure, to assist tenants
who are current on their rent to continue to remain in
foreclosed properties until the property is resold, and
to assist low and moderate income families who are at
risk of becoming homeless.

In Massachusetts, major strides in the past year
included addressing the foreclosure situation, the need
to protect expiring use affordable housing units (i.e.
the “preservation” issue), the promotion of more hous-
ing production, and developing ways to maximize the
continuing habitability of public housing.

As part of the Special Commission Relative to Ending
Homelessness in the Commonwealth recommendations,
state homeless programs were shifted from the Depart-
ment of Transitional Assistance to the Department

of Housing and Community Development (DHCD)
in FY 2010. This move more than doubled DHCD's
budget. During FY 2010, DHCD received $643 million
in federal funds and an additional one-time funding
of $357 million by the federal American Recovery and
Reinvestment Act (ARRA) for a range of programs,
including the Neighborhood Stabilization Program,
Low Income Housing Tax Credits and weatheriza-
tion. Altogether, DHCD was allocated $1.4 billion in
FY 2010 for housing, homelessness and community
related services.

The current recession and the state’s fiscal crisis have
taken a toll on the state share of DHCD operating
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funds. State-funded expenditures declined to just

$115 million in FY 2010, from $155 million in FY 2008.
Despite pressures to cut spending further, the budget is
level-funded for FY 2011. There are changes within this
budget, as the Massachusetts Rental Voucher Program
will be increased $3.2 million over FY 2010, mostly to
the detriment of the Rental Assistance for Families in
Transition (RAFT) program (a cut of $2.8 million). The
federal Homelessness Prevention and Rapid Re-Hous-
ing Program will offset the cuts in RAFT.

Chapter 40R and Chapter 40B continue to be critical
factors in helping the Commonwealth to meet its hous-
ing needs.

Under Chapter 40R three more communities have
created Smart Growth Overlay Districts and two
communities have added a second 40R district.
Altogether there are now 33 40R developments in
the state with the as-of-right development oppor-
tunity for more than 12,000 units of additional
housing.

Chapter 40B continues to be the single most impor-
tant state program to encourage the development
of housing and especially affordable housing. Since
1970, over 50,000 units of housing have been devel-
oped under 40B with nearly 30,000 geared to house-
holds who earn less than 80 percent of area median
income.

Overall, the beginning of 2010 held promise, but weak-
ness in the national economy that has appeared in the
second half of the year makes it very difficult to predict
what will happen in the Massachusetts economy and
in the Greater Boston housing market through the end
of 2010 and into 2011. The good news is that this time
around the Massachusetts economy is outperforming
the nation, with a stronger job market and therefore
—at least, one would hope—a more stable housing
market.

Still, there are a number of troublesome signs on the
horizon. Perhaps the most important is the possibility
that Chapter 40B will be repealed by referendum in
the November election. If this occurs, the state will lose
its most important tool for meeting its housing needs.



The loss could also undermine the future of Chapter
40R development, since many communities elect to
use Chapter 40R as a means to achieve the mandated
10-percent affordable housing target set by 40B. If
40B disappears, there will be much less incentive for
communities to adopt 40R.

The sharp rise in foreclosure deeds and auctions in
2010 is also worrisome, as this could undermine hous-
ing values and lead to more families finding their
homes worth less than their mortgages. This not only
affects consumer confidence and consumer spending
adversely, but can lead to more foreclosure petitions
and a spiraling foreclosure deed and auction problem.

Finally, we are concerned about the steady rise of the
post-secondary student population in Greater Boston.
The 19,000 additional college and university students
in Greater Boston since 2008 and a possible addition of
45,000 more by 2018 is putting enormous pressure on
rental markets and therefore reducing rental afford-
ability even further for families and individuals. There
will be the need for more student housing, especially
for the burgeoning ranks of graduate students, if
already very high rents are not to become even more
unaffordable in Greater Boston and especially in the
City of Boston itself.

Overall, the state of housing in Greater Boston is

in flux. Much will depend on whether the national
economy will avoid a double dip recession. Much

will depend on whether or not the attempt to repeal
Chapter 40B is successful. And much will depend on
whether universities, colleges, private developers, the
state, and individual municipalities can work together
so that we can welcome many more students to the
region without driving up rents and reducing housing
affordability.

Understanding

Boston



In last year’s Greater Boston Housing Report Card, we
noted that 2008 and the first half of 2009 had been

an extremely difficult period for the Greater Boston
economy and for the region’s housing market. Hous-
ing sales had plummeted, home prices had declined.
Many families were facing foreclosure. At the same
time, despite the weakness in the economy and more
affordable home prices, rents were near their all-time
peak, reducing housing affordability for many low-
and moderate-income families.

Yet we thought we had some good news to report.
We wrote:

Although we cannot say for certain what the
future will hold, it appears as though the current
economic crisis is nearing an end. Given that
housing played a significant role in the current
economic crisis, more than in any other reces-
sion, the apparent bottoming out of the housing
market provides hope that the worst may be over.
Home prices have stopped declining in many
areas of the country, after having sustained stag-
gering losses in some markets since 2005. Here in
Greater Boston, prices have already begun to firm
up, and in many communities have increased.
The “bottom” in single-family home prices seems
to have occurred around March of this year, while
condominium prices appear to have stabilized as
early as January. Sales of single-family properties
and condominiums exhibit a similar pattern, with
steady increases for the last five months. These
indicators are some of the first signs that the worst of
the crisis may have passed.'

That the worst of the crisis may have indeed passed
appeared to be confirmed by data for late 2009 and
the first half of 2010. The good news was that home
sales and home prices continued to stabilize through
the spring of this year. Existing home sales nationwide
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remained above five million in 2009 and data through
June 2010 suggest that they are on track to reach five
million again by the end of this year. Admittedly, this
trend was driven for the first six months of the year
by the now-expired federal first-time homebuyer tax
credit.? As for the single-family home market, the
average price across 20 of the largest housing markets
was holding firm after plummeting by nearly 32
percent between May 2006 and May 2009.> Through
May 2010 prices had been essentially flat and even
had rebounded from their lowest point by about 4.6
percent.

A similar pattern was found in Greater Boston,
although the decline in sales and prices was never as
steep here as in many other metro areas. Year-over-
year single-family home sales perked up from July
of 2009 through the middle of this year. In line with
the boost in sales, year-over-year single-family home
prices also increased in Greater Boston.*

This would all be encouraging if not for a rising tide of
recent disconcerting news that may portend a “double
dip” in the housing market, at least nationally if not

in Greater Boston. According to the National Associa-
tion of Realtors, the bottom seemed to fall out of the
existing U.S. home market in July of this year, when
sales plummeted by a whopping 27.2 percent from the
previous month and 25.5 percent from the same month
in 2009.° The one-month drop in sales from June to
July was the biggest one-month decline in sales going
back to 1968. Economists had predicted a sales decline
of 13 percent due to the expiration of the homebuyer
tax credit and were clearly surprised by a collapse
twice as deep. While the median home price held
steady in July, some analysts, like Michelle Meyer, a
senior economist at Bank of America Merrill Lynch
Global Research in New York, fear that the new data
“do not bode well for home prices” in the future and
that “there is a decent chance we reach a new bottom
for home prices” ... (as part of) a “prolonged, painful
drop.”®

There is more bad news when it comes to the sale
of new homes. New home sales in 2009 plummeted



to just 375,000, down from over one million in 2006,
775,000 in 2007, and 485,000 in 2008, plunging the
construction industry into a virtual depression.” Recov-
ery in this market looks dubious. New home sales in
2010 are running 8 percent below the same time last
year and 33 percent below 2008 levels.

Foreclosures and bank repossessions are also at record
levels in 2010. Across the country, foreclosure notices
in the second quarter of the year reached nearly
900,000, about the same number as in the previous
year. But bank repossessions increased 38 percent in
the second quarter of the year from the same period a
year earlier, for a record total of nearly 270,000. At this
rate, the number of homes taken by banks could easily
top one million by the end of the year.® The number of
foreclosure petitions is holding steady, but the number
of actual foreclosure deeds and foreclosure auctions

is now rising sharply as mortgage servicers have
exhausted ways to modify delinquent loans.

What is true nationally regarding foreclosure activity
is occurring in Greater Boston. The number of fore-
closure petitions is holding steady in 2010 at about
1,200 a month, but the number of households losing
their homes to foreclosure in Greater Boston began to
spike in mid-2009, rising from under 300 per month
in August to over 400 in December and more than 600
a month from March through July 2010. Foreclosure
auctions have gone up even faster, rising from 470 in
August 2009 to nearly 900 in December to between
1,200 and 1,400 a month from March through June of
this year before dropping only slightly to 1,050 in July.’
In part, the rise in foreclosure deeds and auctions is
occurring as regulators are pressing financial institu-
tions to purge themselves of their troubled loans."

What appears to be happening to the national hous-
ing market in the second half of 2010 is in part due to
an economic recovery that is weaker than expected.
The nation’s Gross Domestic Product (GDP) declined
in four of the five quarters between the first quarter
of 2008 and the spring of 2009. Beginning in the third
quarter of 2009, though, the nation experienced its first
quarter of what would appear to be sustained posi-
tive GDP growth. In the fourth quarter, GDP leaped
at a 5 percent annual growth rate, the best single
quarter since early 2006."" It looked as if the economy
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was beginning to take off. The number of jobs in the
nation, which had declined in every single month
from December 2007 through December 2009, began to
increase in January 2010."

Was the economic collapse that began in late 2007
finally coming to an end? The national economy was
growing, the financial system had survived its melt-
down and was beginning to make loans again, the
stock market was surging from a Dow Jones Industrial
Index of just 7,949 on the day President Barack Obama
was inaugurated to 10,428 on the last day of the year. It
would seem that 2010 would see the nation move back
toward greater prosperity and fuller employment.

Unfortunately, the encouraging economic news at the
end of 2009 would not continue. GDP growth declined
to 3.7 percent in the first quarter of 2010 and to 1.6
percent in the second quarter (see Figure 1.1). The
expectation for the third quarter is no better than 2
percent, not sufficient growth to make much of a dent
in national unemployment. Indeed, the unemploy-
ment rate increased to 9.6 percent in August of this
year, while new unemployment claims are hovering
between 450,000 and 500,000 every week, down only
slightly from a year ago."

The weakness in the national economy can be
explained by examining the components of GDP
growth. Figure 1.2a reveals what contributed to
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extraordinarily low growth beginning at the end of
2007. Nothing undermined the economy more than
the collapse of residential investment. Between the last
quarter of 2007 and the second quarter of 2010, invest-
ment in the construction and renovation of homes

and apartment buildings declined from a rate of $523
billion a year to just $352 billion—a decline of nearly
one-third (32.8 percent). Business investment (i.e., non-
residential investment) also fell sharply, but by less
than half the rate of the housing production collapse.
Altogether, personal consumption, business invest-
ment, and residential investment declined by a total of
$493 billion.

The federal government tried to offset this reduction in
GDP, expanding spending by over 16 percent. But the
federal spending was partially offset by a contraction
in state and local spending as the recession took its toll
on tax revenues. Hence, overall government spending
increased by only a little more than 5 percent. Wash-
ington added $149 billion to GDP per year between
2007:1V and 2010:11, but state and local governments
reduced their contribution by nearly $32 billion a year.
Not surprisingly, an additional $117 billion in annual
stimulus provides only a small nudge to a $13.2 trillion
GDP. With too little overall public stimulus relative to
the depth of the private sector contraction, GDP has
not been able to sustain a reasonable growth rate.

The growth spurt that did begin in 2009 was largely
the result of a sharp increase in business investment,
with some of the credit going to a brief recovery in the
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housing market. Non-residential investment increased
by over $76 billion on an annual basis while housing
added another $10 billion (see Figure 1.2b). But weak
consumer spending and a sharp decline in public
stimulus kept the growth spurt from turning into a
full-blown recovery.

National employment fell more sharply than GDP.
The decline in output itself contributed to the loss in
jobs. But even as the economy began to grow again,
firms across the country boosted productivity—output
per worker—rather than hire additional workers.
Indeed, productivity gains were prodigious in 2009 as
companies found ways to use their existing employees
more efficiently rather than hire new ones. Figure 1.3
provides graphic evidence of the explosion in produc-
tivity at the beginning of the economic recovery. Three
percent productivity growth is normally considered to
be exceptional. Productivity increased between 3.4 and
8.4 percent on an annual basis between the first quarter
of 2009 and the first quarter in 2010.

The strong growth in GDP in the first half of 2010
would normally have led to a substantial amount of
increased hiring, but the accompanying extraordinary
improvement in productivity created a “jobless recov-
ery.” As Figure 1.4 demonstrates, the number of unem-
ployed doubled between 2007 and 2009, and even with
GDP growth of better than 3 percent in the first half

of 2010, the number of unemployed has continued

to climb.
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A corollary to high productivity growth combined
with little increase in employment is found in statis-
tics on corporate profits. Before-tax profits peaked in
2006, before the recession took hold, at an annual rate
of $1.823 trillion. They would fall to as little as $862
billion in the fourth quarter of 2008 at the depth of the
recession. Since then, corporate profits are nearly back
to their all-time record, with first quarter 2010 prof-
its coming in at $1.773 trillion. This means there are
financial resources available in the business sector that
could be used for investment in plant and equipment
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when consumers begin to spend more aggressively.
But there is a chicken-and-egg problem here. Busi-
nesses will not invest heavily until they have assur-
ance that there will be stronger markets for their goods
and services, and this will not occur until consumers
are confident that they will have jobs and income to
buy them.

One would have hoped that by now, after such a
prolonged recession, there would be the beginning

of a recovery in the home construction industry. But
new privately-owned housing-unit starts continue to
lag well behind historical levels. As Figure 1.5 reveals,
from 2000 to 2005, new housing starts climbed from
about 1.6 million per year to nearly 2.1 million units.
Beginning in 2006, new starts began a steady decline,
reaching a low in 2009 of just over 550,000. With data
for January through July of 2010, we forecast a modest
increase in starts to a little over 600,000 for the entire
year. But this total is still less than a third of the record
number constructed in the middle of the decade, and
the end of the first-time homebuyer tax credit could
put a big dent in production.

Given all of these new data, it is difficult to forecast
what might happen to the economy and the housing
market over the next year. Without a stronger recov-
ery, it is likely that home prices will begin to fall again,
that more homeowners will find themselves underwa-
ter — owing more on their mortgages than their homes
are now worth — that foreclosures will remain at very
high levels, and that new construction that might have
been forthcoming will be put on hold.
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If there is any good news, it relates to how Massachu-
setts and Greater Boston are faring in this recession.

In past recessions, the Commonwealth has suffered
more than the nation as a whole. This time, however,
the state and the region seem poised to outperform the
nation in terms of economic activity, employment, and
the housing market. The region’s education and health
care industries hold it in good stead, but recently

all industrial sectors of the Massachusetts economy
appear to be in recovery mode, from construction and
manufacturing to the leisure and hospitality industry.
Whether the region can withstand another national
economic dip is the big question.

Given the severity of the Great Recession, few regions
of the country have been able to escape its grip. But
there are some states that have come through the reces-
sion relatively unscathed. While the national unem-
ployment rate in July of this year was 9.5 percent, it
was just 3.6 percent in North Dakota, 4.4 percent in
South Dakota, and 4.7 percent in Nebraska. These farm
states have continued to prosper while states with a
large traditional manufacturing sector have been hard
hit. Michigan’s unemployment rate was 13.1 percent,
while Ohio and Illinois both were experiencing jobless
rates of 10.3 percent.

However, the states that experienced the highest
unemployment rates were among those that suffered
an implosion in their housing markets after the specu-
lative housing boom earlier in the decade left them
with a large oversupply of homes. In those states,
prices plummeted, foreclosures skyrocketed, and resi-
dential construction came to a screeching halt. While
the national unemployment rate was 9.5 percent in
July, Nevada’s unemployment rate was 14.3 percent,
California was stuck at 12.3 percent, and Florida was
at 11.5 percent. The utter collapse of construction in
these three states has been responsible for a loss of 59
percent of all construction jobs in Nevada, 47 percent
in Florida, and 42 percent in California since 2006.

During the two national recessions preceding the
current one, the Massachusetts economy did not
perform as well as the rest of the nation. These reces-
sions were both deeper in the Commonwealth and
lasted longer. Figures 1.6a, 1.6b, and 1.6¢c compare the
recessions that began in January 1990 and in March
2001 to the current one that began in December 2007,
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using both the Economic Activity Index prepared by
the Philadelphia Federal Reserve Bank for each state
and the nation and an Employment Index based on
total nonfarm employment. To compute the Economic
Activity Index the Fed draws on data on total nonfarm
employment, hours worked in manufacturing, unem-
ployment rates, and real wages and salaries. In the
long run, this index tends to reflect changes in each
state’s and the nation’s total output or Gross State
Product (GSP). In each case we have traced out the
index for 31 months, the duration of the current reces-
sion through June of this year.

The recession that began nationwide in July 1990
lasted until March 1991. Compared to the nation, as
Figure 1.6a indicates, Massachusetts was hard hit by
this recession. Whereas the nation’s economic activity
had returned to its July 1990 level by March 1992 (20
months later), in Massachusetts the index remained
more than 2 percent lower 31 months after the reces-
sion began and more than 5 percent lower than the
nation as a whole. The employment rebound trailed
economic activity in both the nation and Massachu-
setts. But by January 1993, national employment had
returned to its pre-recession peak, while employment
in Massachusetts was still 8 percent below its pre-
recession high.

Figure 1.6b provides this comparison for the recession
that began in March 2001 and ended in December 2001.
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This time, it took 19 months for the nation’s economic
activity index to return to its pre-recession level in
November 2002. Again, 31 months later the Common-
wealth’s index remained more than 2 percent below its
pre-recession level. As for employment, the U.S. had
returned to within 2 percent of its peak, while Massa-
chusetts still was missing over 5 percent of its former
job base.

In the current recession, however, Massachusetts is
doing considerably better than the nation (see Figure
1.6¢). As noted above, the current recession has proven
much more severe and has lasted longer than the two
that preceded it, and neither the state nor the nation
has returned to its pre-recession levels of economic
activity and employment from the NBER-designated
start of the recession in December 2007. Still, in
contrast to the prior recessions, Massachusetts has
suffered relatively less than the nation as a whole. The
U.S. economic activity index fell more than 6 percent
at its lowest point; by contrast, at its lowest level,
Massachusetts was just over 4 percent lower than its
pre-recession level. Since then, the Bay State has more
rapidly approached its pre-recession economic activ-
ity level than the nation. Likewise, Massachusetts jobs
are coming back faster than those nationwide. By June
of this year, the Commonwealth still had 3.2 percent
fewer jobs than in December 2007, but employment
nationwide lagged by 5.5 percent.
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In nearly every recession, economic activity picks up
before employment. Nonetheless, between January
and July of this year, Massachusetts gained over 60,000
jobs, replacing nearly 40 percent of the jobs lost since
December 2007. Nationally, less than 8 percent of the
jobs lost during the recession had been replaced. Put
another way, since January of this year the Common-
wealth has been responsible for 9.4 percent of the
national job gain despite the fact that it only employs
2.4 percent of the nation’s workforce.

Not only has the Commonwealth outperformed the
nation on the overall job front since the beginning of
2010, it has done so in every single major industry
sector, from construction and manufacturing to trade,
transportation, and utilities; financial activities; profes-
sional and business services; education and health
services; and leisure and hospitality (see Figure 1.7).

If this encouraging economic trend continues in the
Commonwealth and added employment leads to
greater economic confidence, it is possible that home
sales volume will once again begin to pick up later this
year, helping to stabilize the regional housing market.
However, given the current weakness of the national
economy, it is possible that the Massachusetts recovery
could stall which could have adverse consequences for
Greater Boston’s housing market.
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FIGURE 1.7
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Mortgage Interest Rates

What could contribute to a more stable housing market
in Massachusetts and perhaps the nation is the contin-
uation of extremely low mortgage rates. With the
Federal Reserve Board keeping interest rates low

in order to stimulate the economy, banks and mort-
gage companies have been able to borrow at record
low rates and pass these savings onto their customers
in the form of low 15- and 30-year mortgage rates.

Figure 1.8 displays the national average 30-year mort-
gage rate from January of 2000 through July of this
year. Mortgage rates came down from a high of over

8 percent in 2000 to about 5.5 percent in the middle

of 2003 as the Federal Reserve Board lowered inter-
est rates to help guide the economy out of the 2001
recession. From then on mortgage rates generally rose,
settling in the range of 6.0 to 6.5 percent from 2006
through 2008. Since then, mortgage rates have been cut
so that by July of this year, the average rate was just
4.52 percent, the lowest in more than 40 years.

Normally, such low rates would not only spur an
enormous amount of home refinancing, but encourage
more families to purchase homes. However, after the
subprime mortgage debacle and the financial struggles
of so many financial institutions, lending requirements
have been tightened and fewer families who would like
to take advantage of lower mortgage rates have credit
scores that allow them to do so. Despite historically low
mortgage rates, the mortgage market is actually much
tougher than in the past, making it less likely that we
will experience a sharp rise in new home purchases.

FIGURE 1.8
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Each year in the Housing Report Card we have noted
the fascinating trend that while Massachusetts attracts
many immigrants from other countries, it tends to lose
residents to other states in the country. In 2004 and
2005, the domestic migration loss was so immense
(over 60,000 each year) that despite substantial foreign
immigration, the state still posted net migration-
related population losses of over 30,000 residents. In
last year’s Report Card we reported that, for the first
time since 2001, foreign in-migration offset domestic
out-migration, resulting in a modest net population
gain for the Commonwealth.

The period between 2008 and 2009 witnessed a sea
change in migration patterns in Massachusetts (see
Figure 1.9). For the first time since we began tracking
this indicator, domestic migration turned positive.
More people moved into Massachusetts during that
period than moved out. Meanwhile, the state main-
tained a robust level of foreign in-migration. Together,
these migration patterns resulted in a net population
increase due to migration of over 28,000 people.

FIGURE 1.9
40,000
30,000
20,000
10,000
0
-10,000
-20,000
-30,000
-40,000
-50,000
-60,000 Foreign Migration
Internal Migration
-70,000 Net Migration
-80,000
— o~ o =y w0 (=] ~ (== [=2]
S S S S S S S S S
(\Il o~ o~ o~ N (\Il o~ o~ o~
S = S S8 S S S = =
I & & I I & & I I

Source: U.S. Census Bureau, State Population Estimates, Components of Population Change.

Various studies have found that interstate migration
depends on a variety of factors. In general, higher per-
capita income attracts in-migrants but a higher aver-
age cost of living repels them. Warmer temperatures,
better state and local amenities, and greater sunshine
attract population. Violent crime and hazardous
waste sites incite out-migration. Several studies have
shown that net migration and employment growth are
jointly dependent, with jobs attracting in-migrants but
in-migrants also encouraging firms to locate where
they move."”

Research reported in last year’s Greater Boston Hous-
ing Report Card found that housing costs do not have

a substantial impact on inter-metropolitan migration,
except among the most expensive metro regions—and
there the impact is quite substantial.* Greater Boston
has been one of those very high-cost-of-housing
regions, along with Honolulu; San Francisco, Santa
Cruz, Oxnard, Santa Barbara, Los Angeles and San
Diego in California; Washington, D.C.; and New York.

While correlation does not prove causation, it is
remarkable that the trend in Greater Boston median
home prices between 2000 and 2010 and the trend in
net domestic migration are almost mirror images of
each other. As home prices increased steadily from
2000 to 2005, net out-migration from Massachusetts
increased from 22,900 to almost 62,000. As home prices
began to fall, out-migration declined in lock-step. By
2009, with the median single-family home price down
by nearly 20 percent from its 2005 peak, net out-migra-
tion turned into net in-migration. While not defini-
tive, this empirical evidence suggests once again how
important housing affordability may be to retaining
and attracting households.

Combined with the figures on employment, these
migration figures provide some indication that Massa-
chusetts is steadily making its way out of recession and
toward a return to growth. People from other states
and from other countries seem to be deciding that the
Commonwealth is an attractive place to move to and
to work in.

However, it must be noted that these trends have
profound implications for the housing market. With
thousands more people locating in Massachusetts,

and seeking to buy a home or to rent an apartment,
increased demand for housing will result in higher
home prices and rents if new supply does not come on line
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to meet it. But, as we will show in Chapter 2, housing
production has remained at anemic levels over the past
year. Unless production picks up speed significantly,
the increased rents and prices that ensue could well
dissuade potential new residents, particularly young
families, from moving to Massachusetts, ultimately
turning that net migration figure back to negative.

In the remaining chapters of this report, we investigate
what has happened to the Greater Boston housing
market from the onset of recession in December 2007
through this past summer.

In Chapter 2, we review developments in housing
production over the past several years nationally and
in Greater Boston. Data on new housing permits and
housing starts, which had been improving through
the end of 2009 and early 2010 have now fallen to their
lowest level on record. With the economy continuing
to languish nationally, there may be fallout in Massa-
chusetts that would discourage new construction here
as well as in other regions.

In Chapter 3, we investigate data on sales volume,
home prices, and rents. While sales improved through
much of 2009 and early 2010, they began to flag once
again in mid-summer. Home prices followed this
trend so that it is now hard to determine what path
home prices may take for the rest of this year and into
2011. Rents once again bucked other housing trends
by continuing to remain at near historic levels. This is
at least partially related to the fact that rental vacancy
rates are at traditionally normal levels but well below
those in other parts of the country. Hence rental afford-
ability continues to be a significant problem in Greater
Boston posing a sustained challenge to the region’s
future ability to retain and attract young families.

Chapter 4 is a brand new chapter providing an
in-depth investigation of the impact of a growing post-
secondary student population on the Greater Boston
housing market. More than any other metropolitan
region, the student population in Boston provides
both economic, social, and cultural vitality but also

an obstacle to the achievement of greater affordabil-
ity particularly in the rental market. With continued
growth especially among graduate students who have
limited housing opportunities on campus, meeting the
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increased demand for student housing must become a
top priority for local policymakers.

In Chapter 5, we pay close attention to the persistent
foreclosure crisis in Greater Boston. While the number
of foreclosure petitions seems to have stabilized, the
number of foreclosure deeds and auctions has soared
since the beginning of the year as banks and mortgage
companies attempt to get non-performing loans off of
their books. This may lead to further downward pres-
sure on home prices in a weakened housing market.

Chapter 6 turns its attention to national and state hous-
ing policies. Both the federal government and the state
have added new weapons in the battle against foreclo-
sure and the state has received additional federal funds
for a range of housing policies including programs to
combat homelessness. Several additional communi-
ties have availed themselves of the Chapter 40R Smart
Growth Overlay District provision so that in total there
are now 33 Chapter 40R districts within which more
than 12,000 units of housing could be built. Mean-
while, the state faces the looming possibility of the
repeal of Chapter 40B which has been the single most
important mechanism for providing affordable hous-
ing in the Commonwealth. The loss of 40B could not
only undermine the ability to produce housing under
this law, but compromise the future of 40R.

Finally, Chapter 7 sums up the key points of the entire
report, concluding that the Greater Boston housing
market may be in flux for some time to come as a result
of recent new weakness in the national economy that
could infect the region’s progress. The near future of
the region’s economy and housing market are uncer-
tain. Constant vigilance is needed to ensure economic
recovery, as are sound policies that can help sustain
the future stability and affordability of housing in the
region and throughout the Commonwealth.



Among the most readily apparent ramifications of

the prolonged economic downturn that has beset the
nation has been a reluctance among developers to add
new units to a persistently sluggish housing market.
As consumer confidence has continued to wane, as
economic recovery—particularly in terms of employ-
ment—has been halting at best, and as home prices
have slid, development of new housing in Greater
Boston, as in other regions of the country, has proven
anemic.

Given data on permitting for the first six months of
2009, we projected in the last installment of The Greater
Boston Housing Report Card that the five-county region
would add a mere 3,491 new housing units in the
entire year.' As it turns out, this projection underesti-
mated the total number of new permits. By year’s end,
as indicated in Table 2.1, the region saw 4,714 housing
permits.? Even so, this figure represented a 28-percent
decline from the prior year, and a drop of more than
two-thirds from the permitting level achieved in

2005. This decline was most acute among multifamily

TABLE 2.1
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%
(zgrlgjecte @ 5,500 16.7% 3,000 19.7% 300 7.9% 2,200 14.0%
Zogjggg 58.0% 2.8% 50.2% 199.3%
géﬁ;ggs -68.8% -61.7% 71.9% -74.5%
% Change,
2009-2010 16.7% 19.7% 7.9% 14.0%
(Projected)
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Source: U.S. Census Building Permit Survey for Essex, Middlesex, Norfolk, Plymouth, and Suffolk Counties, MA
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developments. In 2005, more than 7,500 permits were
issued for construction of new units in these large
developments. In 2009, this number was 74 percent
lower, falling below 2,000 for the first time in over a
decade.

The gap between our projection and the true year-end
figure demonstrates the difficulty in drawing current
annual estimates from data that run only through
June. This is particularly true for building permit
data, which are susceptible to huge monthly fluctua-
tions because of the nature of the permitting process.
Building permits are not issued in a steady stream,
but instead come out in groups, especially in the case
of large multiunit developments or large planned
subdivisions of single-family homes. In an otherwise
weak month for housing production, the approval of
one massive housing development can radically alter
the total number of permits. As such, any seasonal
trend that might facilitate the estimation of year-

end totals is masked by the eccentricities of local
permitting agencies.

Between January and June of 2010, the five-county
Greater Boston region approved 1,474 single-family
permits, 165 permits in structures with two to four
units, and 1,075 permits in multifamily developments.
Given these figures, and the uncertainty of new hous-
ing development in the region, a reasonable projection
would put the total number of new housing permits
through the end of 2010 at around 5,500. To the extent
that developers” decisions reflect the general strength
of the housing market and the economy as a whole,
the modest recovery evident through the first half of
the year may encourage them to develop new hous-
ing more rapidly, which would have the effect of
boosting that estimate. Conversely, the rather weak
performance of the economy in July and the likelihood
of several more months of sluggish economic growth
could have the opposite effect, mitigating the incentive
to develop new housing, which would result in a lower
year-end figure. It is too early, especially given month-
to-month permitting volatility, to determine what the
total number of housing permits will be at year’s end.

What is clear, however, is that this figure will continue
to trail by a large margin the number of housing
permits issued during the middle of the last decade.
Even a more robust projection of 7,500 new permits
through December 2010 would represent less than half
the total number of permits achieved in 2005. While
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it is unlikely that 2010 will witness fewer permits

than 2009, there is little evidence from the permitting
data we have through July of this year to suggest any
robust recovery in the local housing market. In other
words, barring an unimaginable jump in permitting in
the final months of this year, 2010 is on track to be the
second-lowest year for permitting in over a decade.

Figure 2.1 examines these data in more depth, compar-
ing trends in permits of single-family units, two- to
four-family units, and units in structures with five or
more units. By 2005, after a decade of rapidly escalat-
ing home prices, developers pulled nearly 60 percent
more permits than in 2000. Single-family construction
hardly budged, rising between 2000 and 2005 by less
than 3 percent. But the number of two-to-four- unit
building permits increased by more than 50 percent,
while the number of large multiunit building permits
increased by almost 200 percent. Of the nearly 66,000
building permits pulled between 2000 and 2005, nearly
36,000 were for single-family homes while over 25,000
were for units in large multiunit apartment buildings.

Since 2005, permitting of all types of housing has been
hard hit, but just as permitting of units in large struc-
tures grew disproportionately through the first half of
the decade, it also fell disproportionately in the second
half. Based on our estimates for the total number of
permits through the end of 2010, we project that the
number of single-family permits will be 55 percent
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TABLE 2.2

Municipalities Adding the Most and Fewest New Housing Units in 2008 and 2009

Total Units Total Units  Rank Single-Family  Single-Family  Rank
2009 Permitted in  Permitted in in 2009 Units Permitted Units Permitted  in
Rank Municipality 2009 2008 2008 Rank Municipality in 2009 in 2008 2008
Top 15 Top 15
1 Raynham 457 20 78 1 Plympton 125 5 128
2 Boston 332 513 1 2 Tyngsborough 115 16 68
3 Framingham 178 15 94 3 Westford 55 50 10
4 Lakeville 176 19 81 4 Needham 51 64 3
5  Stow 71 % 32 5  Taunton 50 43 16
6 Pl t 125 5 138
ympor 6 Dracut 49 33 23
7 Tewksbury 124 417 2
7 Tewksbury 48 51 8
8 Marshfield 116 21 74
8 Sudbury 47 55 5
9 Tyngsborough 115 16 93
10 Billerica 106 39 35 9 Walpole 16 3 2
11 Randolph 63 284 4 10 Methuen 44 47 12
12 Pembroke 61 23 70 11 Blllerlca 42 39 18
13 Scituate 60 14 97 12 Franklin 41 53 6
13 Taunton 60 51 27 12 Bolton 41 6 120
15 Gloucester 56 26 61 14 Lexington 39 52 7
15 Newton 56 70 17 15 Boston 38 23 38
Total Units Total Units  Rank Single-Family  Single-Family  Rank
2009 Permitted in  Permitted in in 2009 Units Permitted Units Permitted in
Rank Municipality 2009 2008 2008 Rank Municipality in 2009 in 2008 2008
Bottom 15 Bottom 15
143 Cohasset 3 19 81 144  Watertown 2 0 157
143 Marlborough 3 17 89 144 Arlington 2 3 141
143 Boxford 3 125 144 Maynard 2 5 128
143 Manchester 3 125 144 Belmont 5 15 7
143 Nahant 3 2 152 144 Southborough 2 10 99
14 2 7
8  Maynard 3 3 144  Stoughton 2 6 120
148 Belmont 2 15 94
144 Avon 2 4 138
148  Southborough 2 10 117
144 Millis 2 2 147
148  Stoughton 2 6 132
144 Hopedale 2 0 157
148 Avon 2 4 146
148 Millis 2 6 132 144 Millville 2 0 157
148 Hopedale 2 0 160 154 Milton ! 4 138
148 Millville 2 0 160 154 Rockland 1 35 20
156 Rockland 1 35 42 154 Swampscott 1 3 141
156  Swampscott 1 3 149 157 Chelsea 0 0 157
158  Winthrop 0 6 132 157 Winthrop 0 1 154
158  Shirley 0 7 131 157 Shirley 0 7 117
158 Wenham 0 1 159 157 Wenham 0 1 154
158 Medford 0 4 146 157 Medford 0 0 157
Understanding Boston
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TABLE 2.2

1 Raynham 447 0 40
2 Boston 235 410 1
3 Lakeville 160 0 40
4 Stow 154 0 40
5 Framingham 150 0 40
6 Marshfield 97 0 40
7 Billerica 64 0 40
8 Tewksbury 62 364

9 Randolph 52 276 4
10 Scituate 50 0 40
11 Chelsea 37 228 6
12 Pembroke 36 0 40
12 Townsend 36 0 40
14 Everett 35 106 12
15 Watertown 32 0 40
15 Milton 32 0 40

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

lower than in 2005. By comparison, the decline in
permitting for units in two- to four-family buildings is
likely to be around 67 percent, and the drop in permit-
ting in large multiunit complexes is likely to exceed

71 percent. As we will show in Chapter 3, the market
for homes in two- and three-unit buildings in Greater
Boston has borne the brunt of the housing downturn in
terms of sales volume and price declines. This is true
when it comes to permitting, as well: from a recent
high of 1,180 in 2006, the number of permits in two-

to four-unit structures fell to just 278 in 2009, and is
projected to grow to just 300 through 2010.
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2010

In order to track emerging trends within individual
cities and towns in the Greater Boston region, we have
supplemented our discussion of general permitting
trends with a more in-depth analysis of municipal
permitting practices in each installment of The Greater
Boston Housing Report Card. We continue that project
this year in Table 2.2, which reports which towns had
the highest and lowest numbers of permits in 2009. For
a complete town-by-town breakdown, see the Munici-
pal Scorecard in Appendix A.

As discussed above, 2009 was the slowest year on
record in terms of the permitting of new housing units.
The trend witnessed regionally showed up promi-
nently within each of the individual communities, as
well. For only the second time since we began tracking
these data, the city of Boston did not lead the region

in home permitting in 2009. That distinction went to
Raynham, which issued only 10 single-family housing
permits but permitted 447 units in a rare multifam-

ily development (Raynham added no multifamily
units between 2005 and 2008). Boston had the second
highest number of permits in 2009, with 332, yet this
represented just 29 percent as many as were issued in
the Hub in 2005. In fact, just three municipalities that
were among the top 15 in permitting in 2008 were on
the same list in 2009. And of the 15 highest permitting
communities in 2009, only the top two would have
made the list of the top 15 in 2005. Four municipalities
in Greater Boston, including the city of Medford with a
population above 50,000, issued absolutely no permits
for new housing in 2009.

In every year between 2005 and 2008, the town of
Plymouth has led the way in the permitting of single-
family detached housing units. In the wake of the
devastation of the housing market, this trend ceased in
2009, as Plymouth, which consistently added hundreds
of new homes each year (permitting 453 single-family
homes in 2005, for instance) issued just 27 new permits
in 2009. Instead, the leaders in single-family permitting
in 2009 were Plympton, Tyngsborough, and Westford.
In all, only five municipalities were among the top 15
in single-family permitting in both 2008 and 2009. And
again, only two would have made the top 15 in 2005.
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Apart from Raynham, Boston and a few other munici-
palities, however, production in the multifamily sector
of the housing market has been next to nonexistent.
Only five municipalities permitted more than 100
new multifamily units in 2009, down from 12 the year
before. The example of Boston is itself quite reveal-
ing. The state’s capital permitted about 1,500 units of
multifamily housing in 2003, over 800 in 2005, and
again over 800 in 2007. Yet only 410 units in structures
with more than five units were issued in 2008, and,

as demonstrated in Table 2.2, this number fell again

in 2009. Boston’s multifamily permitting collapse has
been representative of trends across the region. In fact,
perhaps the most revealing story in this category is
just how few municipalities have added any multiunit
housing at all. The number of communities adding no
multiunit housing continues to increase; in 2009, there
were 128 communities that fit this profile, six more
than in 2008. Once again, only the top two communi-
ties on this list in 2009 would have made the list of the
top 15 in 2005.

As weak as Boston’s permitting performance has
seemed over the past several years, the region’s decline
has not proven anywhere near as severe as that seen in
many metropolitan regions nationwide. In comparing
Boston to other metro regions last year, we used our
projections of how many permits we expected to see in
Greater Boston at the end of 2009, and estimated that
by the end of the year, Boston’s permitting rate would
be nearly 75 percent lower than it had been in 2005.

As it turned out, these estimates were too pessimistic.
We avoid many of the eccentricities of permitting esti-
mates in Figure 2.2 this year by comparing just the first
six months of 2010 to the same time period in 2005 in
Boston and in nine metropolitan regions in geographi-
cally diverse locations across the United States.

The rank order of these metropolitan regions is nearly
identical to that presented in last year’s Greater Boston
Housing Report Card, but the values have shifted a little
as a result of two factors. First, we underestimated
year-end permitting totals not just for Boston but

for all of the other metro areas, as well. Second, the
first six months of 2010 have seen a stronger uptick
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in permitting than the first six months of 2009, from
which last year’s projections were drawn.

In fact, among these nine, the rank order of the six
left-most bars has not changed at all. The Miami area
saw just 3,156 new building permits issued in the first
six months of 2010, compared to 27,386 in the first

six months of 2005; this represented a decline of 88.5
percent. Phoenix, Las Vegas, and Minneapolis simi-
larly experienced declines so severe that in the first
six months of 2010 they permitted less than a quarter
as many new housing units as they had in the first six
months of 2005.

The other five metro regions profiled in this figure
have not fared well—each has declined by more than
50 percent—but they have not suffered the calamitous
declines in housing production experienced in the
first four. And indeed, of these nine regions, Greater
Boston’s drop in permitting, while still steep, has been
the least severe.

The steep drop in the permitting of new housing in
many metro areas across the country has worked its
way through the pipeline and come out on the other
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FIGURE 2.3
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end in the form of a dramatic nationwide decline

in new housing production. Figure 2.3 presents the
monthly year-over-year percent change in the number
of new housing starts across the United States. In this
figure, points above the 0 axis represent improvement
in the production numbers compared to the same
month a year before, while numbers below that axis
represent year-over-year declines. The figure shows
sustained growth in the number of new housing starts
across the country nearly every month between 2001
and 2005, a period in which the construction boom
led to the oversupply of housing that has been partly
responsible for the recent housing crisis. By contrast,
between April 2006 and December 2009 there were 45
uninterrupted months of year-over-year decreases in
the number of housing starts nationwide. The largest
year-over-year drop occurred in January 2009. In that
month, there were only 31,900 new housing starts in
the entire country, 38,900 fewer (-54.9 percent) than the
70,800 that took place in January 2008.

Over the first several months of 2010, it looked as
though housing production was rapidly picking up
steam nationwide. Each of the first five months of the
year showed a marked improvement over the previous
year’s housing starts figure. This was especially true in
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April, when construction began on more than 60,000
new homes for the first time since October 2008. This
was more than 45 percent higher than the number of
housing starts in April 2009. Whatever optimism the
first five months brought, however, was quickly extin-
guished in June, when the number of housing starts
again fell below the previous year’s monthly figure.
Across the U.S. in June of this year, construction was
begun on just 53,400 new housing units. That number
was by far the worst June performance in more than
50 years, and it was nearly 10 percent lower than

the number of housing starts in 2009. And July was
even worse.

It is hard to tell what might happen to residential
construction during the rest of 2010 and into 2011.

The latest figures from President Obama’s Council of
Economic Advisers reveal that residential fixed invest-
ment in the second quarter of 2010 was slightly higher
than the first quarter, but still languishing at less than
half the inflation-adjusted level of 2004, 2005, and
2006.* With the sharp drop in reported home sales in
July following the end of the first-time homebuyer tax
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credit, it is likely that developers are going to pause
before pulling many more permits and putting shovels
in the ground. That likely means we will not see much
of a recovery in home construction before the begin-
ning of next year or perhaps even next summer. The
sluggish economy means there will be little demand
for new homes and ironically the weakness in the
home construction industry plays a large role in the
continuing weakness in the overall economy. With
little construction leading to slower economic recovery
and slower economic recovery leading to less construc-
tion, only a strong stimulus to the economy can possi-
bly lead to a faster recovery in residential investment.

Here in Greater Boston, one suspects the same logic
will hold. However, as we will see in the next chapter,
homeowner vacancy rates have recently declined to
levels that should signal the need for more construc-
tion and the vacancy rates for rental units have fallen
below normal levels. Like the rest of the economy,
Massachusetts may therefore lead the nation in coming
out of the housing recession with a resumption in
new home construction later this year or early next
year. Moreover, as we will see in Chapter 6, there
continues to be an increase in municipal adoption of
Chapter 40R Smart Growth districts where as-of-right
housing construction can begin. Unlike in past cycles
when zoning regulations strictly limited the number
of sites where new housing could be construction, the
existence of 40R may make it possible for develop-

ers to react more quickly once the economy picks up
more speed.
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3.

Home Prices and Rents in Greater Boston

In last year’s Greater Boston Housing Report Card, we
suggested that after four years of sinking home prices,
2009 might be a turning point in the region’s housing
market. We had data for only the first six months of
2009 at the time of publication, but one could discern
a possible market “bottom” in March of that year,
with prices for single-family homes and condos rising
steadily through June.! Part of this apparent trend,
and perhaps all of it, could simply have been the
normal seasonality of home prices. Prices are gener-
ally higher in the spring and summer months when
more households are shopping for homes. A real test
of whether the housing market was recovering would
require data past June of last year. We now have some
of those data, and as Figure 3.1 reveals, the recovery in
single family home prices continued apace from March
2009 through May of this year. Only in June, after the
federal first-time homebuyer tax credit expired, was

there a hint that the recovery might at least temporar-
ily stall.

Last year we also expressed deep concern that despite
more than two years of a weakening economy and
falling home prices, rents remained stubbornly high.
We now have additional data for all of 2009 and the
first half of 2010 on rents in Greater Boston, and they
suggest that our original concern was not misplaced.
While the Massachusetts unemployment rate is

still hovering around 9 percent, rents have actually
increased since last year, not softened.

This chapter reviews Greater Boston’s recent home
price and rent history, beginning with a brief look at

housing vacancy rates, which help to explain trends
in housing costs.

FIGURE 3.1

Case-Shiller Single-Family Home Price Index for Greater Boston, November 2005 — June 2010
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FIGURE 3.2
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Homeowner vacancy rates much below 2 percent have
historically been an indicator of tight housing markets,
while rates above 2 percent have tended to coincide
with a surplus of supply, often leading to flat prices

or an absolute decline.? At under 0.5 percent, it is not
surprising to see home prices increase at double-digit
annual rates.

Throughout the second half of the 1990s and well into
the 2000s, vacancy rates for owner-occupied units

in Greater Boston remained at extremely low levels,
reaching as low as an extraordinary 0.3 percent in 2002
(see Figure 3.2). These low vacancy rates contributed
to the rapid home price appreciation the region expe-
rienced between 1995 and 2005, as home sellers had
an advantage relative to buyers. The median price

of existing single family homes in the Boston metro-
politan area soared during that 10-year period from
$170,000 to over $400,000.% Since Greater Boston had a
particularly low vacancy rate relative to other metro
regions of the country during this period—at least
half a percentage point lower than the average for the
nation’s top 75 metro areas—it is not surprising that
home prices appreciated faster here than in most other
locations.
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Source: U.S. Census Bureau, Quarterly Vacancy Survey.

As the housing market weakened in Greater Boston
after 2005, homeowner vacancy rates increased, but
they never exceeded 2 percent. As a result, prices
stopped rising and began to fall, but they did not drop
anywhere near as sharply as in metro regions such

as Orlando where the vacancy rate exploded to 7.4
percent in 2007 or in Atlanta or Phoenix where the rate
increased to 4.7 and 3.7 percent, respectively.* While
the national vacancy rate has stood at 2.6 percent

in each of the first two quarters of the current year,
Boston’s rate has been dropping back toward the
extremely low levels seen 10 years ago. By the second
quarter of 2010, the rate was barely higher than 1
percent, thus sustaining at least one of the conditions
for a continued recovery in home prices despite a rela-
tively weak economy.

Sales of single-family homes in the five-county Greater
Boston region rose in 2009 for the first time in five
years, contributing to the downward trend in Greater
Boston vacancy rates. As Figure 3.3 indicates, from the
most recent sales peak of 35,444 in 2004, sales volume
declined steadily for four straight years, bottoming out
at 22,787 (a reduction of 36 percent) in 2008. Drawing
on early data from The Warren Group, we predicted
last year that sales would continue to drop. Instead,
sales picked up in late 2009, bringing the yearly total
number of sales to 23,508. Although this figure repre-
sented an increase of just 721 sales (3 percent) over the
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previous year, it provided the first annual data point
suggesting the beginnings of a recovery in the market
for detached single-family real estate.

For condominiums, 2009 marked the end of the sales
volume hemorrhaging that had been occurring since
2005, but it did not mark the beginning of the same
turnaround as in the single-family market. As we fore-
cast in last year’s report, condominium sales continued
to decline last year, though not as severely as we had
predicted. From a high of 26,127 for all of 2005, condo
sales in the Greater Boston region dropped to 15,060
in 2009, a decline of 42 percent. Not until September
2009 did monthly year-over-year condo sales actually
increase. Since that time, each month’s condo sales
figure has exceeded the monthly figure from the year
before.

In previous installments of The Greater Boston Housing
Report Card we have dedicated less attention to sales
in two- and three-unit structures than to single-family
homes and condominiums because the latter two
categories make up the bulk of home sales. Still, these
two- and three-unit sales are a significant component
of the housing market and represent a far higher share
in Boston than in most other metropolitan areas of the
United States. As such, they merit a discussion here,
particularly in the wake of the foreclosure crisis that
has disproportionately affected multifamily structures
like the ubiquitous triple-deckers in Boston and other
urban communities in the region.
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As Figure 3.4 illustrates, sales of two- and three-family
structures were depressed by the housing downturn
even more than sales of single-family homes and
condominiums. From a high of 5,539 sales in 2004,
two-family sales dropped by more than half, to just
2,575, in 2007. For three-family units, the decline was
even more dramatic. There were just 933 sales of these
structures in 2007, nearly 62 percent lower than the
2,441 sales posted in 2004. The sales turnaround for
both two- and three-family homes took place earlier
than in single-family homes and condos, though, with
higher sales figures for both types of units in both 2008
and 2009.

The housing market features a great deal of seasonal
variation, and accounting for that seasonality makes
annual forecasting a difficult endeavor. Our sales
predictions in last year’s report—which were based
on the January through June data available to us at
the time of publication — underestimated the total
number of transactions that would take place for the
entire year because of the dynamics of this seasonal-
ity. In place of full-year forecasts for 2010, this year
we have compared year-to-date sales figures through
June to parallel half-year figures for the past five years.
In doing so, we believe we have a better indicator of
how strongly the housing market maybe recovering
in Greater Boston, presumably free of normal seasonal
fluctuation.
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For single-family homes and condos, these half-year
data are presented in Figure 3.5. Because the recovery
did not begin until midway through 2009, the steady
decline in six-month sales figures that began in 2006
continued through 2009. This year (2010) marks the
first January to June sales period since 2005 in which
single-family and condo sales are higher than the
previous year’s. Between January and June, nearly
3,000 more single-family homes were sold in Greater
Boston than during that same period last year, an
increase of nearly 30 percent. For condos, the six-
month year-over-year increase was nearly 2,000 units,
or 31 percent. If sales volume had not plummeted in
July following expiration of the federal homebuyer tax
credit, these data would represent the clearest sign yet
of a housing-market recovery in Greater Boston. But in
July 2010, single-family home sales in Greater Boston
were down 25 percent from July 2009 and 33 percent
lower than the previous month.> Whether sales will
recover in coming months is hard to predict.

The recovery in sales of two- and three-unit homes, as
stated above, began earlier, yet it has actually proven
more modest than the recovery for single-family
homes and condos. Figure 3.6 provides the six-month
sales figures for two- and three-unit homes in the five-
county Greater Boston region. Among homes in two-
unit structures, the 1,615 sales in the first six months
of 2010 represented a 30 percent increase from the
2008 level, but just a 7 percent increase over 2009. For
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homes in three-unit structures, sales have increased in
the first six months every year since 2007, but the gains
have been rather small. Although 2010’s six-month
sales figure was 37 percent higher than 2007’s, this
represented an increase of just 200 sales. Sales in three-
unit structures were 17 percent higher in the first six
months of 2010, compared to 2009.

The extra damage done to the market for two- and
three-family homes in Greater Boston might be writ-
ten off as simply a quirk of the housing market, were
it not connected with broader social and economic
trends at both the individual and the municipal levels.
Particularly in this region, these two- and three-family
homes have historically served as vehicles for social
mobility, especially for immigrant families who could
live in one unit while renting the others to friends and
family members, thus generating a steady stream of
income for themselves while preserving an appreciat-
ing asset. To the extent that this segment of the local
housing market has suffered outsize declines, the pain
associated with the decline of the housing market is
likely to have been disproportionately concentrated
among families with lower incomes, and it may well
have interrupted the process of social mobility that
ownership of these types of homes had promised in
previous years.

At the municipal level, these types of structures
are heavily concentrated in Boston, the dense inner
suburbs that surround the city and the larger older
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TABLE 3.1

1 Boxford 100.0% 1 Central Boston 97.1%
2 Dunstable 100.0% 2 Cambridge 83.0%
3 Carlisle 98.2% 3  South Boston 81.7%
4 Westwood 98.2% 4  Brookline 80.5%
5  Wilmington 97.8% 5 Brighton 79.6%
6  Topsfield 96.1% 6  Allston 78.3%
7  Georgetown  94.0% 7 Jamaica Plain 76.9%
8  Holbrook 93.7% 8  Charlestown 76.2%
9 Hamilton 932% 9 Roxbury 70.3%
10  Berkley 92.7% 10 Somerville 61.5%
11 Kingston 925% 11 Watertown 58.8%
12 Lynnfield 924% 12 Berlin 57.0%
13 Dover 922% 13 Salem 53.5%
14 Plympton 92.0% 14 Waltham 51.2%
15 Hanson 919% 15 Middleton 49.5%
16 Lakeville 91.5% 16  Dorchester 49.4%
17 Harvard 91.0% 17 Salisbury 48.5%
18  Newbury 90.6% 18 Chelsea 48.5%
19  Milton 90.4% 19 Winthrop 47.4%
20  Upton 90.3% 20 Roslindale 47.1%

industrial cities that dot the region. These places, by
and large, are home to a substantially higher propor-
tion of low-income families as well as racial and ethnic
minorities unlike many smaller and more prosperous
suburbs, whose housing stock consists overwhelm-
ingly of single-family detached dwellings. In Table 3.1
we compare annual home sales data for 2009 for differ-
ent types of housing units to determine which indi-
vidual cities and towns had the highest percentages

of single-family homes, condos, two-family homes,
and three-family homes among all homes sold. Not
surprisingly, the towns with the highest proportion of
detached single-family home sales were all relatively
small and relatively wealthy suburbs. In these 20
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1  Everett 35.6% 1 EastBoston 31.4%
2 Revere 329% 2 Lawrence 26.7%
3 Lawrence 314% 3  Dorchester 20.2%
4 Malden 289% 4 Chelsea 15.3%
5 Mattapan 262% 5 Lynn 15.0%
6  Chelsea 252% 6 Mattapan 14.3%
7  Hyde Park 20.8% 7 Everett 11.9%
8 Lynn 20.2% 8 Roxbury 11.9%
9  Somerville 193% 9 Brockton 11.8%
10 Medford 16.5% 10 Somerville 8.0%
11  Dorchester 16.1% 11 Allston 6.5%
12 Lowell 15.5% 12 Revere 52%
13 Haverhill 14.4% 13 South Boston 5.2%
14 Watertown 143% 14 Lowell 5.0%
15 Roslindale 13.9% 15 Malden 4.9%
16 East Boston 13.5% 16 Jamaica Plain 4.5%
17 Whitman 13.4% 17 Hyde Park 4.5%
18  Brockton 13.3% 18 Taunton 3.8%
19 Taunton 132% 19 Winthrop 3.4%
20  Winthrop 12.6% 20 Gloucester 3.2%

Source: The Warren Group

towns, more than 90 percent of all homes sold in 2009
were detached single-family structures.

Communities with high proportions of condo sales
tend to cluster right around the center of the city. In
Central Boston (comprising the North End, Beacon
Hill, the Back Bay, the South End, Downtown Boston,
and Chinatown), condos made up more than 97
percent of all home sales last year. All of the top 10,
and 15 of the top 20, condo markets are either neigh-
borhoods in Boston or communities that directly abut
the city. This is a rather diverse group of communities
economically, though, as condo prices ranged from
the high end (in places like Brookline, a rich inner
suburb next to Boston, and Middleton, a middle-class

31



North Shore community) to the low end of the housing
market (in places like Roxbury and Chelsea).

A different picture emerges when we examine the
communities with a high proportion of two- and
three-unit buildings. Nearly all of these are commu-
nities that have been hardest hit by the foreclosure
crisis and have had to provide, year in and year out,
higher levels of social services associated with deal-
ing with low-income populations, while working with
highly constrained municipal budgets.® Given the
high percentage of such sales in communities like East
Boston, Everett, Chelsea, Dorchester, Mattapan, and
Lynn, the steep decline in this segment of the housing
market has taken a high toll on the communities most
in need of a robust housing market.

Although home sales volume began to pick up for
single-family homes and condominiums in 2009, and
for two- and three-family units even before then, this
was not the case for home prices (see Figure 3.7). On
an annual basis, home prices continued to fall for all
types of housing from 2007 through 2009. The fore-
casts that we made last year about home prices turned
out to be more accurate than our forecasts for sales
volume. In last year’s installment of The Greater Boston
Housing Report Card we reported that we expected to
see an annual median price for single-family homes

FIGURE 3.7
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of $327,358. In actuality, the 2009 annual figure was
$337,591. This figure represented a decline of 19.5
percent from 2005, when the average price topped
$400,000 in the five county Greater Boston region.”

For condos, our full-year annual forecast of a median
price of $275,264 was about $4,000 lower than the final
actual figure, $279,768. In contrast with single-family
homes, condo prices had remained relatively stable
through 2008, yet they fell substantially for the first
time in 2009. Still, the decline in the median condo
price was much more modest. From its peak level in
2007, the median price fell by just 8.7 percent through
2009—Iless than half the rate of the decline in single-
family home prices.

As Figure 3.8 demonstrates, the largest housing price
contractions in Greater Boston have taken place among
two-family and three-family homes, which tend to be
more concentrated in the dense urban core and house
a disproportionate number of low-income families.
Housing of both types reached their peak annual
values in 2005. They experienced modest declines in
prices in both 2006 and 2007, then plummeted in value
in 2008 and 2009. From a median value of $444,021 in
2005, the median for two-family homes fell nearly 40
percent, to $267,188 in 2009. For three-family homes,
the comparable figures were $492,182 in 2005 and
$243,009 in 2009, a stunning 51 percent drop in median
selling price in just four years. In fact, these three-unit

FIGURE 3.8
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FIGURE 3.9

Median Price of Single-Family Homes
and Condominiums in Greater Boston,
January through June, 2005-2010
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structures have been hit so acutely by the housing
crisis that, on average, they are selling now for less
than typical two-unit structures, a phenomenon not
seen since 2000.

Comparing the first six months of 2010 with the

first six months of the five previous years, as we did
with the sales volume data, we see the beginnings

of a moderate recovery in home prices in all types

of owner-occupied units. Figure 3.9 portrays these
half-year comparisons for detached single-family
homes and condos. Last year marked a low point for
home prices for both types of units, but the first six
months of 2010 revealed the first six-month home price
increases in five years. These six-month year-over-year
increases were not huge—just 7 percent for single-
family homes and just 4 percent for condos—but they
did seem to point toward a mild recovery.

The six-month year-over-year percentage gains for
two- and three-family homes have been more impres-
sive, but perhaps only because last year’s prices were
so low. The median price for two-family homes was
15 percent higher in the first six months of 2010,
compared to a year ago; for three-family homes, the
median price was 19 percent higher than a year ago.
On average, two-family homes have continued to sell
for slightly more than three-family homes in Greater
Boston. (See Figure 3.10.)

FIGURE 3.10

Median Price of Two- and Three-Family Homes
in Greater Boston,
January through June, 2005-2010
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A summary of the price depreciation between the peak
and trough for each of these types of housing units and
the subsequent recovery through June 2010 is found

in Table 3.2. The table suggests the “more price falls,
the faster it comes back.” As demonstrated above (see
Table 3.1), these types of homes are disproportion-
ately concentrated in poorer communities throughout
Greater Boston, where the housing market has proven
exceedingly fragile. As such, this excessive volatil-

ity of rapidly declining and rising prices introduces

a measure of uncertainty in the communities least
equipped to handle it.

TABLE 3.2

Changes in Home Prices by Type of Housing Unit,
Greater Boston, 2005 — June 2010

Peak Yearto  Mid 2009 -
Peak Year  Trough Year  Trough Year Mid 2010
Condo 2007 2009 -8.7% 4.0%
1-Family 2005 2009 -19.5% 7.0%
2-Family 2005 2009 -39.8% 14.9%
3-Family 2005 2009 -50.6% 19.3%

Source: The Warren Group
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FIGURE 3.11
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In our 2009 Housing Report, we compared the pres-
ent housing price cycle with the last one in order to
provide a forecast of when single family home prices
might return to their late 2005 peak. In the earlier
cycle, prices began to fall in July 1988 and continued
to decline through February 1992. During this peak-
to-trough period, which lasted 42 months according to
the Case-Shiller index, home prices fell by 15.3 percent.
It took the next 62 months—just over 5 years—for
single-family home prices in Greater Boston to return
to their July 1988 peak.

The peak of the current cycle occurred in Novem-
ber 2005, based again on the Case-Shiller Index, and
according to the latest data hit bottom in April 2009.
This peak-to-trough period also lasted 42 months,
and during that time prices fell by 17.8 percent, only
slightly more than in the previous cycle.

In Figure 3.11, we have superimposed the current
cycle onto the previous one. A cursory examination of
the figure suggests that the peak-to-trough portions of
the two cycles are quite similar, as are the initial recov-
eries from the troughs through the first 15 months

of the up-cycle. If this pattern were to continue, then
the full recovery would take roughly 60 months or

five years. That would mean that single-family home
prices in Greater Boston would not recover until some-
time in early 2014. Of course, if the economy slows
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substantially, the housing recovery may take longer. If
the overall economy were to grow faster, it is conceiv-
able that full price recovery could come a little earlier.
In either case, one would be justified in believing that
full price recovery will not occur for at least another
three years.

Each year the National Association of Realtors (NAR)
releases a hefty amount of data chronicling the char-
acteristics of home buyers and sellers including what
types of housing they buy, how much money they
spend, how first-time buyers differ from repeat buyers,
which methods sellers use to market their homes, and
what proportion of buyers finance their purchases.
NAR provides data pertaining to buyers and sell-

ers nationwide, as well as data on buyers and sellers
in each individual state. As in previous years, these
data illuminate the unique ways in which the Massa-
chusetts housing market differs from those found in
other states. We present a selection of key comparisons
between the state and the nation in Table 3.3.

Following a trend that we have noted each year, home-
buyers in Massachusetts have significantly higher
incomes than their counterparts across the nation. The
median income of Massachusetts homebuyers, nearly
$95,000, was a full 30 percent higher than the national
median, just over $74,000.% The state’s income distri-
bution accounts for this disparity in median incomes:
just 12 percent of Massachusetts homebuyers earned
less than $45,000 in 2008, compared with 21 percent
of buyers across the country, while two-thirds of the
Bay State’s buyers made over $75,000, compared with
fewer than half of all buyers in the U.S.

These higher incomes proved quite necessary,
however, as the price of a typical house in Massachu-
setts ($275,000) costs nearly 50 percent more than that
of a typical house throughout the country ($185,000).
Indeed, despite a higher median income in Massachu-
setts, the ratio of median home price to median income
in the Commonwealth is 2.90, while the same ratio
across America is just 2.53. In all states, new homes
tend to cost more than previously owned homes, and
in both categories typical home prices in the Common-
wealth significantly exceeded those in other states. In
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TABLE 3.3

Median Income (2008%)
% with Incomes <$45,000
% with Incomes <$55,000
% with Incomes >$75,000
Median Age
Median Price of Home Purchased
Median Price - New Home
Median Price — Previously Owned Home
% Who Financed Their Purchase
% Purchasing Homes Price <$150,000
% Purchasing Homes Price <$200,000
% Purchasing Newly Constructed Home
Of Newly Constructed Home Buyers, % Paying <$200,000
Of Newly Constructed Home Buyers, % Paying <$300,000
Of Newly Constructed Home Buyers, % Paying >$500,000
% Purchasing Detached Single Family Home
% Purchasing Townhouse/Row House
% Purchasing Unit in Building with 2-4 Units
% Purchasing Unit in Building with 5 or More Units
Median Size (sq. ft.)
Price per Square Foot for All Homes
Detached Single Family
Townhouse
Unit in 2—4 Unit Structure

Unit in Structure with 5 or More Units

fact, the proportion of homebuyers in Massachusetts
whose houses cost less than $150,000 was only about a
third as high as the proportion able to find such afford-
able units nationwide.

As striking as this affordability gap is on its face, it
becomes even more extreme when we take into consid-
eration the fact that homes purchased in Massachusetts,
while significantly more expensive, are also signifi-
cantly smaller. This has to do primarily with the fact
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$94,800 $73,103 1.30
12% 21% 0.57
19% 32% 0.59
67% 48% 1.40

38 39 0.97

$275,000 $185,000 1.49

$310,000 $222,000 1.40

$271,000 $176,000 1.54
90% 92% 0.98
12% 34% 0.35
24% 53% 0.45

9% 18% 0.50
24% 40% 0.60
43% 68% 0.63
31% 8% 3.88
65% 78% 0.83

7% 8% 0.88
10% 2% 5.00
12% 7% 1.71
1,620 1,800 0.90
$176 $101 1.74
$169 $97 1.74
$168 $124 1.35
$242 $120 2.02
$250 $175 1.43

Source: National Association of Realtors, 2010 Profile of Home Buyers and Sellers

that a far lower proportion of the Commonwealth’s
housing stock consists of detached single-family homes,
and a far higher proportion consists of two-family,
three-family, and multiunit dwellings. Controlling for
size heightens the disparity in housing cost: the average
price per square foot of homes purchased in Massachu-
setts was $176 in 2009. This figure is 74 percent higher
than the average price per square foot of all American
homes purchased last year ($101).
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FIGURE 3.12
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Affordability problems affected all home purchases in
Massachusetts, but they were perhaps most acute for
those making their first purchase. In 2009, this group
made up a larger share of all homebuyers in Massa-
chusetts than across the nation. The ratio of home-
buyer income in Massachusetts to that across the U.S.
is higher for first-time buyers than it is for all buyers
(1.37 vs. 1.30), but so is the ratio of the median home
price in Massachusetts to the national median (1.57
among first-time buyers vs. 1.49 for all buyers). The
ratio of median price to median income for first-time
buyers in the Commonwealth stood at 2.89, compared
to a ratio for first-time buyers nationwide of 2.53.
Similar results are found among repeat homebuyers,
but for this group median income and median price
in Massachusetts were slightly less out of line with
national trends. Altogether, these data indicate that
in spite of the recent price declines witnessed in the
regional housing market, owning a home in Greater
Boston, and indeed anywhere within Massachusetts,
remains a far costlier endeavor than in most other
parts of the country. This was true back in 2005 and it
is still true today.
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Across the nation, rental vacancy rates for all large
metropolitan areas combined have crept up since 1990
and have risen quite sharply since 2006 (see Figure
3.12). While they hovered between 7 and 8 percent
through the turn of the millennium, they now exceed
10 percent for the first time since at least 1956 (and
possibly for the first time ever).

In the relatively dense Greater Boston region, rental
vacancy rates have traditionally been far lower than
the national average. Even as the vacancy rate nation-
wide approached 8 percent in the 1990s, Boston’s
vacancy rate dropped steadily. From a level above

7 percent in 1991, the rental vacancy rate for the region
fell nearly every year that decade, so that by 2000 it
stood at 2.7 percent, the lowest value ever. Just as the
low homeowner vacancy rate contributed to mount-
ing housing prices in the region, this extremely low
rental unit vacancy rate contributed to rapidly escalat-
ing rents in Boston-area apartments at the beginning
of the 1990s. Although the area’s rental vacancy rate
returned to the more normal 5-6 percent level for most
of the 2000s, it was still more than three percentage

Understanding Boston



FIGURE 3.13

Asking and Effective Apartment Rents in Greater Boston, 2001-2010
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points lower than the national average every year of
the decade. And in the first quarter of 2010, the gap
between Greater Boston’s rental vacancy rate and the
national average metropolitan vacancy rate reached an
all-time high of 7 percentage points, though that gap
closed to the still-high value of 4.8 percentage points
in the second quarter. Clearly, the rental market in
Greater Boston is quite different from the rental market
most everywhere else. As we will see in Chapter 4,

the big difference is likely related to the concentration
of college and university students in the region who
provide a more or less steady demand for rental units.

Rents

In last year’s Greater Boston Housing Report Card we
noted the fascinating way that trends in apartment
rents in Greater Boston stood in contrast to trends in
home prices. With a wave of foreclosures pushing
homeowners out of their houses and dissuading poten-
tial homebuyers from investing in new owner-occu-
pied housing, home prices declined between 2005 and
2009. At the same time, rents remained quite high. In
fact, rather than falling along with home prices, rents
actually increased despite the growing weakness in
the owner-occupied housing market and the economy
more generally. As Figure 3.13 indicates, between the
second quarter of 2005 and the third quarter of 2008,
average asking rents in Greater Boston rose by $186
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(12 percent). A likely partial explanation for this trend
is that those who lost their homes or who decided not
to enter the homebuyer market propped up demand
for apartments, even as demand for owner-occupied
housing fell. Effective rents, which take into account
discounts offered by landlords to tenants, such as a
month of free rent or some similar concession, tracked
closely with asking rents in their persistent upswing
through mid-2008, peaking at $1,740.

Only in the second half of 2008 did the rental market
begin to somewhat soften. At the end of 2009, the aver-
age asking rent in Greater Boston had dropped about
$50 from its 2008 peak, while the average effective

rent had fallen about $60. This was the same period in
which home sales began to pick up again in the region,
and this shift likely played a role in mitigating the
climb in rents. By the second quarter of 2010, though,
rents began rising again. It is not clear whether this
simply entails a stabilization of rents or instead marks
another round of rapid rent increases. What does

seem to be