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Introduction

Over the past several decades, and especially since the beginning of the COVID-19 pandemic,
Greater Boston' home buyers and renters have faced the combination of rising prices and fewer
homes on the market. The median down payment for a house in Greater Boston was $105,300
in November 2023, more than the region’s annual median household income.? In June 2023, the
average monthly rent in the City of Boston surpassed $3,000,* and in 2024 Apartment Advisor
named Massachusetts “the most expensive state to rent a one-bedroom apartment,” with a median
price of $2,500. Homes in Greater Boston are not only unaffordable, but increasingly unavailable.
In the five years between January 2019 and January 2024, the number of active home listings in
Greater Boston declined by 55 percent.®

For families and individuals, there are multiple consequences of a vice-tight housing market.
Young people are often forced to remain renters or live with relatives well into adulthood, and
retirees often cannot afford to downsize within their communities. Rates of homelessness are
on the rise, and many families are struggling to afford the homes they currently live in. Young
professionals especially are leaving Greater Boston in droves, lured by more affordable housing
in other regions of the country, and many talented professionals and students are dissuaded from
moving here in the first place for the same reasons.

This paper will argue that the root of this regional housing crisis, which no longer only affects
low-income and renter populations, is a decades-long trend of underbuilding that has subjected
the remaining housing stock to increased competition amid a booming economy and notable
demand shifts. It first describes the broad-scale demographic facts behind this supply-demand
imbalance and how that imbalance shows up in the data. It then details the various causes of this
persistent decline in housing production, from recent trends in construction costs and interest
rates to long-standing patterns of over-regulation and political backlash. Lastly, it discusses how
many of the “solutions” conceived to respond to the crisis have fallen short by fundamentally
failing to address the supply/demand dynamics at the root of the problem. It concludes with an
overview of current housing production goals at the state and regional levels and outlines policies

that would likely be more helpful in achieving them.

An Insidious Problem: Documenting Greater Boston’s Housing Supply
and Demand Imbalance

Because it is so difficult to measure housing demand, and also because the decline in Greater
Boston housing production has occurred over such a long period, some observers continue to
deny that a lack of supply is the underlying problem behind soaring housing prices. The reality is
that, especially in the past decade, housing production has lagged behind household growth and
vacancy rates have fallen well below the national average, creating enormous competitive pressure

that ultimately raises home prices.

A Paltry Rate of Production

On the supply side of the equation, there has been a precipitous drop in the number of units that
have been permitted to be built. Figure 1 shows the number of units for which building permits
were issued in all of Massachusetts and in Greater Boston since 1980. While the data tracks
closely with the business cycle, the trend appears as a bifurcation between permitting activity
before and after 1990. Since 1990, the rate of home construction has generally increased in the
region, but remains well below the levels seen in the 1980s. And the 1980s were not an exception
to the pre-existing norm. Data sources using a narrower definition of Greater Boston have found

that building permits issued in the 1960s and early 1970s exceeded those issued in the 1980s.°

In the five years
between January

2019 and January 2024,
the number of active
home listings in

Greater Boston declined
by 55 percent.

Housing production
has lagged behind
household growth
and vacancy rates
have fallen well below
the national average,
creating enormous
competitive pressure
that ultimately raises
home prices.



SUPPLY STAGNATION: THE ROOT CAUSE OF GREATER BOSTON'S HOUSING CRISIS AND HOW TO FIX IT

Figure 1: Number of Building Permits Issued in the Five-County Greater Boston Region and
Massachusetts, 1980-2022
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This trend is particularly concerning in light of the region’s growing reputation as an econom-
ic powerhouse. Between 2002 and 2022, Greater Boston added 822,000 jobs,® but only issued
permits for 246,000 housing units,’ a ratio exceeding 3.3, compared to the EPA’s recommended
range of 0.75 to 1.5.° Indeed, in the country as a whole, housing production has been relatively
low since the 2008 financial crisis. But in Greater Boston, it never recovered from the 1991 reces-
sion (see Figure 2).

Figure 2: Building Permits Issued per 1,000 Residents in the Five-County Greater Boston
Region and the United States, 1980-2022"
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Still, charts using permitting data alone obscure the large number of homes that are permitted to In 2021, the
be built but never actually constructed, a gap largely explained by growing construction costs.? demographic most

'This gap is a nationwide problem. In 2022, the United States hit a 39-year high in the number of

likely to move out of
homes that were authorized, but had not started construction,”® matched only during an era of y

double-digit inflation in the early 1970s." Massachusetts was
ages 26-35—those

Demographic and Demand Shifts in the peak family

Hypothetically, a declining rate of housing production in Greater Boston would not be nearly as formation years.

concerning if the region were also demographically stagnant. Needless to say, this is not the case.
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Between 2010 and 2020, the number of households in Greater Boston increased by 10.7 percent,
the fastest clip since the 1970s, while the number of housing units in the region increased by 7.9
percent, a rate similar to the previous decade (see Figure 3)."° By definition, the number of house-
holds growing faster than the number of housing units has lowered vacancy rates, giving more
leverage to landlords to raise rents and making it harder for families to find housing that suits their
needs.' Eventually, newly formed households will simply leave the region (or not come here in the
first place) if housing is unavailable to them. In 2021, the demographic most likely to move out of
Massachusetts was ages 26—-35 — those in the peak family formation years.”

Figure 3: Change in the Number of Households and Housing Units by Decade in Greater
Boston, 2011-2022'®
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'The growing rate of household formation is largely explained by two factors: a booming economy
that has attracted newcomers to the region,” and a rash of Millennials leaving living arrange-
ments with roommates or relatives.?” Looking forward, the economic factors driving household
formation will likely continue into the 2020s, as Boston maintains an enormous competitive
advantage in life sciences, education, financial services, and other sectors.?? While most Millen-
nials are now homeowners,?? and almost half are married,” there will likely continue to be some
household growth driven by shifting living arrangements among younger Millennials and Gen

Z throughout the 2020s.

However, the biggest demographic factor driving elevated household growth rates will likely
occur on the other end of the age pyramid. Baby Boomers’ long-standing desire to “age in place,”
as opposed to living in a group home or with family as they age, should accelerate the household
growth rate in the 65+ age bracket throughout the 2020s and 2030s.%* Consider that, in 2011,
the share of the population heading a household tended to decline sharply after the 75-84 age
bracket. But by 2021, the share of people who are household heads rose continuously with age.”
And the Urban Institute projects that, between 2020 and 2040, 86 percent of net new households
added nationwide will be headed by someone over the age of 65.¢ So whether among the young
or the old, demographic and economic trends will likely keep housing demand elevated in Greater
Boston and beyond for the foreseeable future.

The COVID Question: A Temporary Blip

The immediate economic fallout from the COVID-19 pandemic—a falling population and an
uncertain economy in Greater Boston—may cause some to approach the housing shortage with
less urgency. In 2020, some observers expected that the pandemic would fully reverse the trends
towards urban living and economic concentration around major cities that characterized the pre-

vious decade. In hindsight, however, this reversal was only temporary.

B Household Growth
Housing Unit Growth

Baby Boomers' long-
standing desire to “age
in place,” as opposed to
living in a group home
or with family as they
age, should accelerate
the household growth
rate in the 65+ age
bracket throughout the
2020s and 2030s.
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In fact, the COVID-19 economic fallout has had the opposite effect on the housing market as
most recessions, shifting demand in ways that have exacerbated affordability challenges and
encouraged families to consume more real estate. And after initially fleeing large cities during the
pandemic, young renters and people of means have poured back in, such that, by 2022, residential
vacancy rates in the City of Boston were the lowest they have been since 2016 (see Figure 4).%
Meanwhile, in 2022 the Greater Boston vacancy rate was the lowest it has been since the Great
Recession,? and has also been consistently lower than in the United States as a whole over that
timespan,” indicating tight supply relative to demand. Empirically, low housing vacancy rates

with an excess of demand over supply are associated with rising home prices.*

Figure 4: Estimate of Residential Vacancy Rate in the City of Boston, Greater Boston, and the
United States, 2010-2022*%'
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*2020 American Community Survey 1-year estimates were never published due to the COVID-19 pandemic. The 2020 figures
in the figure above are from the U.S. Census Bureau’s Housing Vacancy Survey for Greater Boston and the United States and
from ApartmentList.com’s July 2020 estimate for the City of Boston.

As long as job and household growth persist, there will be a steady demand for new housing
in Greater Boston. Between July 2022 to July 2023, the Boston area added more than 16,000
residents and 12,000 jobs,* before adding an additional 12,000 jobs in the following six months.*
'The Boston-Cambridge-Nashua NECTA, a town-by-town classification of the region, is on pace
to surpass its pre-pandemic high in total jobs by the summer of 2024.3* In fact, the most signifi-
cant area in which Greater Boston seems not to be economically competitive is cost of living, and
the ballooning cost of housing both before and during the pandemic is a major contributor to that
problem.

In sum, the number of homes built in Greater Boston declined precipitously starting in the early
1990s, both in absolute terms, relative to regional housing demand, and relative to the country as
a whole. Meanwhile, demographic and economic trends have and will create substantial demand
for building at a faster clip in the near future, and the temporary effects of COVID-19 on the
region’s population and economy do not obviate this fact. The next section examines why this
supply-demand imbalance got so dire in the first place.

The “Why": Factors Explaining The Decline in Home Production (and the
Rise in Home Prices) in Greater Boston

Ultimately, home buyers and renters are most concerned by prohibitively high market prices.
Empirically, a paltry supply tends to lead to bidding wars that drive up prices for the few existing

City of Boston
e (reater Boston
e |Jnited States
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homes that are available.® But often the underlying issue is that higher costs and supply chain
issues for builders constrain supply by making building less financially feasible,while simultane-
ously ensuring that the homes that are built are more expensive than they otherwise would be.
These higher costs show up in several channels— construction materials, interest rates, land use

regulation, and political backlash.

The Exorbitant Rise of Construction and Financing Costs

As alluded to above, persistent construction cost inflation is a major reason why housing produc-
tion has fallen behind demand in recent years, and all indicators are that these costs will remain
elevated for the foreseeable future. According to the producer price index published by the U.S.
Bureau of Labor Statistics, in the two years between January 2020 and January 2022, the cost of
construction materials rose by an average of 48 percent in the United States.*® As of January 2024,
these costs have declined slightly, but are still 43 percent higher than those of January 2020 and
132 percent higher than they were in 2000, far outpacing the Consumer Price Index over both
periods (see Figure 5). While the supply chain issues induced by COVID-19 and its fallout were

temporary, there’s little indication that construction costs will return to pre-pandemic figures.

Figure 5: Producer Price Index for Construction Materials and Consumer Price Index for All
Urban Consumers in the United States, January 2000-February 2024**
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* The indices have been normalized to a score of 100 in January 2000 to facilitate easy comparison between the
two trajectories

Perhaps even more important than rising construction costs is the persistent construction work-
er shortage, which was greatly exacerbated by the pandemic-era dip in immigration rates® and
the “Great Resignation” trend of 2021-2023.% The wages and salaries of construction workers
accelerated during the pandemic,* but still failed to keep pace with those of the general private
sector labor force.”! While this may seem like good news for builders at first blush, it also means
that many construction workers will continue to struggle to afford the cost of living in hous-
ing- starved areas like Greater Boston.*? If builders and contractors cannot find workers for their
projects, a vicious cycle could result that makes it difficult for the region to keep up with housing
demand, further raising the cost of living for workers, which in turn deepens the worker shortage.

Compounding the problem of construction cost inflation and labor shortages, Massachusetts also
generally has higher building costs than other states. An analysis by Today’s Homeowner Media
found that the per-square-foot cost of building a 2,100-square-foot “starter home” in Massachu-
setts would be 22 percent higher than the national average, second only to Hawaii, whose delicate

topography makes it inherently hard to build.*

In the two years
between January 2020
and January 2022, the
cost of construction
materials rose by an
average of 48 percent
in the United States.
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region to keep up with
housing demand.



SUPPLY STAGNATION: THE ROOT CAUSE OF GREATER BOSTON'S HOUSING CRISIS AND HOW TO FIX IT

Permitting and land costs are also more expensive in Massachusetts than in most places in the
country. In 2023, the average price of an acre of land in Massachusetts was $333,200,** the sec-
ond-highest in the nation after Rhode Island and more than the “hard costs” (i.e., labor, materials,
and utilities) of building a home in most other states (see Figure 6).* Building permit fees vary
enormously by locality and by the typology of the building, but are often in part calculated as a
percentage of the hard costs, adding further barriers to new construction in areas with expensive
materials and labor.

Figure 6: Average Price of an Acre of Land By State, 2023*4
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* Data visualization template courtesy of MapChart.net.

More substantial costs can arise from discretionary review processes, such as rezoning, that
can force builders to hire lawyers and pay additional fees to have architects redesign projects to
conform to parochial demands.*” Empirically, in large, coastal metropolitan areas like Greater
Boston, securing entitlements for new construction projects is more difficult than in much of the
South and Midwest.*® In Greater Boston and elsewhere, local opposition often leads to projects
being “downsized” or rejected entirely,* clear-cut instances of housing proposals going unbuilt in
areas for which there is strong demand. And even if a project is eventually approved, the develop-
er-owner will have to pay property taxes, insurance, debt service, and other “holding costs” for the
duration of the entitlements process.

While some municipalities have tried to streamline permitting processes in recent years, such
reforms cannot overcome the steep materials costs and labor shortages that continue to plague
the construction industry. Even with COVID-era supply chain issues subsiding, strong demand
for construction and tariffs on foreign lumber (which, as of this writing, the U.S. Department
of Commerce is planning to raise from 8.05 percent to 13.86 percent) will likely keep materials
costs elevated.”® Ironically, the one big factor that could stifle construction demand and thus hold
material costs in check is itself making construction expensive: financing costs.

Starting in 2022, the Federal Reserve gradually raised the interest rate on overnight loans for
commercial banks, known as the Federal Funds Rate, to 5.33 percent, the highest it has been
since 2001.5* This policy, meant to combat stubborn COVID-era inflation, has sent ripple effects
throughout financial markets, making it more difficult to finance mortgages, construction loans,

and other real estate transactions.
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One direct effect of this Federal Reserve action is that it is harder to finance new housing con-
struction. After hovering between 7 and 9 percent for most of the pandemic, the average effective
construction loan interest rate for a pre-sold single-family home jumped to 15.65 percent by Q4
of 2023 (see Figure 7).%2 Thus, builders need to secure much more capital up front to make their
projects financially viable than they did even a couple of years ago.

Figure 7: Average Effective Interest Rate for Land Acquisition, Speculative Single-Family
Home Construction, and Pre-Sold Single-Family Home Construction in the United States,
2018-2023%
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Because high interest rates also translate to larger mortgage loan payments, Federal Reserve
efforts to fight inflation have also dampened demand for home buying. At its post-pandemic peak
in October 2023, the average 30-year fixed rate mortgage in the United States had an interest rate
of 7.83 percent, the highest since 2000.5* While buyers in the 1980s and 1990s often faced much

higher rates, decades of home price inflation outpacing income growth still leaves housing much

less affordable today than it was in the 1990s, on average.”

While these construction cost and financing challenges are both fairly recent and national in
scale, Greater Boston in particular suffers from a more parochial and long-standing barrier to

ramping up housing production. Local rules like zoning laws are discussed in the next section.

Land Use Regulation and Zoning
In 2022, Massachusetts had the third-highest population density in the country, but also the In 2022, Massachusetts
15th-highest median lot size.”® The typical residential property in Massachusetts takes up just had the third-highest

under 19,200 square feet, compared to 13,500 in Pennsylvania, 9,500 in Texas, and 7,400 in

Nevada. Even in leafy Boston suburbs, it’s not uncommon for local newspapers and town officials

population density

to describe their communities as “built-out” or “nearly built-out,”” as most of the individual land in the country, but
parcels have already been developed at relatively low densities. Using this land more efficiently also the ]5th-highest
could be a crucial aspect of alleviating both the shortage and the ballooning prices of housing in median lot size.

the commonwealth.

But land use experts, like Brookings Metro Senior Fellow Jenny Schuetz, warn that, in many
cases, “there is no legal capacity to create additional housing” in such communities.*® And local
zoning laws —rules mandating minimum lot sizes, capping the number of housing units per acre,
or otherwise restricting the density of new development— play a big role in limiting this legal
capacity. Consider that many Boston suburbs—including parts of Weston,” Acton,® Marsh-
field,* and others—require a property owner to have an acre or more of contiguous land before
legally being able to build a house.

10
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It is well-documented that restrictive zoning laws both raise home prices and limit the supply
of new housing. In 2009, a study by two Harvard economists that examined land use patterns
in Greater Boston found that “minimum lot size and other land use controls are associated with
reductions in new construction activity.”*> And a more recent study focusing on San Francisco
found that “local land use regulations are closely linked to the value of houses sold,” and these
regulations play an especially large role in raising home prices in areas where land values are “a

large fraction of house values.”®

It may not be surprising that minimum lot size requirements both raise home prices and reduce
home production—after all, buying additional land costs money, and minimum lot sizes also
directly reduce density in areas with finite amounts of land. However, other forms of land use
regulation, such as minimum parking requirements, can be more insidious. In the words of land
use regulation researcher M. Nolan Gray, rules ensuring that each housing unit has access to a
certain amount of off-street parking “effectively mandate that each resident consume more land,”
similar to minimum lot sizes.** And these rules are often wildly out of step with the amount of
parking that residents actually need. For example, the Town of Brookline requires at least two
off-street parking spaces per residential unit in the vast majority of its zoning districts,* despite
the fact that, according to the 2022 American Community Survey, only 24 percent of Brookline
households have access to two or more vehicles.®

Especially in already built-up areas of Greater Boston, these parking requirements will likely
force developers to build parking underground, rather than on a surface-level lot. Underground
parking typically costs up to $50,000 per space to build.®” In areas with strong housing demand,
developers may be able to pass this cost onto tenants in the form of higher rents. In other places,
it may prove prohibitive for getting the project off the ground.

In summary, land use regulations contribute to the housing shortage both directly (by making
dense housing developments illegal) and indirectly (by making dense housing developments
financially unviable to build). There have been some notable zoning reforms in the Boston region
in recent years, with the City of Boston ending parking minimums for affordable housing projects
and state-level legislation requiring cities and towns with MBTA access to allow more multi-fam-
ily housing near transit stations.®® But there are also incredible barriers to enacting the kind of
broad-based rezoning that will meet the scale of the current housing shortage.

Some of those barriers are geographical. Future development should be conscious of the need for
mitigating flood risks, protecting wetlands, and anticipating the effects of coastal erosion in cer-
tain areas. Also, any home construction in areas with steep grades or rocky outcrops will certainly

be both expensive and sparse.

But the larger barriers to lasting change around increasing home construction in Greater Boston
are political. Implicit in the above discussion of how zoning laws raise home prices is that existing
suburban homeowners receive an immense financial benefit from these regulations, and thus are
often ready to actively oppose new construction in their neighborhoods. However, there are also
renters and urbanites who are concerned that new construction will attract wealthier people to
their communities, eventually displacing low-income tenants from their homes. The next section

addresses both of these concerns.

Political Opposition to Housing

A 2017 study out of Boston University meticulously documents what local officials already knew:
people who show up to speak at public meetings regarding housing policy in Greater Boston are,
on the whole, overwhelmingly opposed to new development.®” News outlets and local government
websites are rife with articles regarding housing projects that were denied after years of political
opposition, including developments proposed under programs like Chapter 40B that would have
created dozens of income-restricted units.”

11
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By way of explanation, the study’s authors conclude that “the concentrated costs and diffuse
benefits of housing development spur a group of highly affected individuals to both participate
and oppose new housing.”” The nature of those costs, as cited by the meeting participants, are
incredibly diverse, from increased traffic to impacts on schools and infrastructure to loss of open
space to declining property values. And these meeting participants (and the points they raise)
are not necessarily representative of how the community at large feels about new housing, with
the Boston University study identifying them as disproportionately older, male, and long-time

homeowners.

In some cases, these political concerns can be tempered with education. For example, several
studies on the topic of financial impacts of development have concluded that, despite popular
belief, new home construction does not measurably impact surrounding property values,” and
multi-family home construction in particular is usually fiscally positive.” And many public school
districts in Boston’s suburbs have seen declining enrollment since well before the COVID-19
pandemic,” neutralizing concerns of school overcrowding.

But other, more abstract points of opposition, such as changes to the “neighborhood character,”
will likely never be fully mitigated. Instead, at some point those who will most benefit from these
changes need to mobilize other beneficiaries, who are often renters and the young. However, in
expensive cities where many of these potential beneficiaries worry about gentrification (i.e., neigh-
borhood change via an influx of wealthy newcomers), new, mostly market-rate housing projects

are also often politically difficult.

National survey data has even led some researchers to postulate that “rising housing prices can
create a vicious circle, where prices feed opposition to urban change, and this opposition further
increases prices.”” 'This link between expensive housing and anti-development attitudes seems to
be particularly robust among otherwise pro-development renters. For example, political scientist
Michael Hankinson has documented how “in high-rent cities, renters demonstrate NIMBYism
on par with homeowners, despite continuing to support large increases in the housing supply
citywide.”” NIMBY, an acronym for “not in my backyard,” refers to an aversion to allowing new
development in one’s own neighborhood, and is often associated with homeowners because of
their perceived financial benefit from limiting new development. Such terms as “NIMBY” and
“gentrification” have entered the popular lexicon in recent years as local jostling over the location
and details of new development has been associated with regional and national housing afford-

ability challenges (see Figure 8).7

Figure 8: Google Trends Monthly Index of Search Interest in “NIMBY” and “Gentrification” in
the United States, January 2012-March 20247
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“The concentrated costs
and diffuse benefits of
housing development
spur a group of highly
affected individuals to
both participate and
oppose new housing.”

- Katherine Levine Einstein
and coauthors

“Rising housing prices
can create a vicious
circle, where prices
feed opposition to
urban change, and
this opposition further

increases prices.”

- Martin Larsen and Jacob
Nyrup
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To be clear, aggregate reviews of academic research have concluded that “increases in housing
supply slow the growth in rents in the region.”” And while urban redevelopment sometimes
does displace tenants directly, many other proposals to replace abandoned warehouses,* build on
parking lots,®! or even deck over public rail infrastructure® have also drawn the ire of anti-gen-
trification activists. At the very least, such activists may support building more housing in the
suburbs and in urban projects that directly meet the needs of the community’s existing residents,*
much like how multi-family housing often garners more support in the suburbs when it’s only
for seniors.®* However, until there is a major realignment of political priorities for neighborhood
groups with outspoken opinions on housing policy, most battles to ramp up housing production
will be hard-won.

Too Many “Solutions” That Don't Address the Underlying Issue

When economists and others advocate for new, market-rate housing construction as part of the
solution to the affordable housing crisis, they rely on a phenomenon called “filtering.” Filtering
refers to the process by which, as housing ages, it often becomes less desirable relative to other
options on the market, and thus may go from housing wealthier families to middle-class or even
low-income households over time. Academic research suggests that filtering can work, such that

market-rate housing construction eventually also serves people of lesser means.*

However, an important caveat is that filtering takes a long time. A 2014 study out of Syracuse
University found that, on average, the real family income in a rental housing unit only declines to
half of the income of the original occupant after more than 20 years.* Thus, there will be many
low-income residents who have urgent housing needs going unfulfilled even if supply keeps up
with demand in the near future. This urgency necessitates a broader set of solutions to the housing
shortage beyond a long-term increase in production. However, it’s worth exploring whether some
of these additional solutions also place more constraints on housing supply, thus undermining a

crucial aspect of efforts to solve the housing crisis in the first place.

Perhaps the most pertinent example of this is rent control. Often intended to stabilize long-time
tenants and protect them from drastic rent increases, policies limiting year-to-year rent increases
also encourage landlords to take rental units off the market, converting them into condos, renovat-
ing them to target a higher-end market segment, or even moving into them themselves. One study
of San Francisco’s enactment of rent control found that landlords subject to the policy reduced
their rental housing stock by 15 percent.®” Stanford Professor Rebecca Diamond has argued that
this reduction in supply helps ensure that only the wealthy can afford to move to San Francisco in

the first place, ultimately both fueling gentrification and worsening income inequality.®®

Other policies may shift the cost burden of expensive housing among tenants without affecting
supply. For example, there is substantial evidence that requirements for developers to include
below-market-rate units in otherwise market-rate projects, a policy known as inclusionary zoning,
raises market-rate housing prices.®

Many other policies attack a symptom of the housing crisis without addressing the supply-de-
mand imbalance at its root cause. A notable example of this is the recent efforts in states like
California, Nebraska, and Minnesota to place heavy restrictions on large investment firms buying
up single-family homes to rent out.”® In fact, the viability of such large-scale investments is con-
tingent on a pre-existing pattern of rapid rent growth, strong housing demand, and substantial
barriers to increasing supply. Invitation Homes, Inc., the largest owner of single-family rentals in
the United States,” says directly in their February 2024 Form 10-K S.E.C. filing that their invest-
ment strategy involves “targeting submarkets and neighborhoods in undersupplied high-growth
markets.””? And a 2023 analysis by the Urban Institute found that institutional investments in the

housing stock tend to “lag, not lead, rent increases.”*

Still other policies constitute vastly disproportionate responses to minor contributions to sup-

ply constraints and growing rents. The best example of this is the rash of regulation targeting
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short-term rentals. A 2024 study of short-term rentals in New York City found that Airbnb was
responsible for about 1 percent of aggregate rent growth in the decade ending in 2021, before the
city banned short-term rentals entirely.”* Further, these modest rent increases disproportionately
affected wealthy renters in touristy areas, not the more vulnerable low-income renters in outlying

boroughs.

'There are also national policies that may help increase the supply of homes, but are not the most
efficient solution in the long-term. The IRS’s Low-Income Housing Tax Credit program, or
LIHTGC, allows state finance agencies to reduce federal income taxes for entities that buy or build
affordable rental housing.” These tax credits are then sold to investors in order to pay for the
up-front costs of the development project. LIHTC is typically responsible for about 10 percent of
the multi-family home construction in Massachusetts in a given year.”® It’s also a big reason why,
as of 2022, 22 of the top 25 producers of income-restricted housing units in the United States are
for-profit companies.”

However, LIHTC almost never covers the costs of building affordable housing by itself, neces-
sitating an alphabet soup of other grants and low-interest loan programs that make actually
building this housing extremely complicated and expensive. In fact, a recent proposal in Boston
to build affordable housing on top of a city-owned library is projected to cost up to $835,000 per
unit, compared to the private sector’s typical cost of building new housing in the city of $500,000
to $600,000 per unit.”® Buying and preserving existing “naturally occurring affordable housing”
is usually a more cost-effective strategy, although to stabilize the underlying market it must be
coupled with broader efforts to expand supply beyond the current level of production. Until such a
momentous expansion of supply is achieved, LIHTC can add to the housing stock at a price point

below what market-driven builders could otherwise provide.

Recommendations and Conclusion

The best housing policies that respond to urgent housing needs of the vulnerable will involve
demand-side investments in individual families that have the most potential to improve people’s
lives. The most common example of this is the federal government’s Housing Choice Voucher
program, formerly known as Section 8. Meta-analyses of academic literature have found that the
ratio of market value to public costs of demand-side programs like awarding housing vouchers
to individual families averages 92 percent, far more efficient than building public housing (64
percent) or other supply-side interventions (74 percent).”” And while many of these voucher hold-
ers don’t have sufficient income to meet traditional mortgage lending standards, targeted down
payment assistance may help stabilize renters who are closer to meeting those standards.'” Some
supply-side interventions could also be helpful, such as non-profits buying up older homes for the

purpose of preserving them as affordable.!!

Ultimately, however, even if every existing housing unit in Greater Boston was preserved as
affordable, it would do nothing to keep up with household growth that is driven by expanding job
opportunities and changing family circumstances. For that, we need an expansion of supply—but
the typology and location of that supply matters a lot if we truly want to meet demand.

For example, there has been a remarkable increase in demand for urban living in the past cou-
ple of decades. Consider that the three Massachusetts communities with the fastest real estate
appreciation rates between 2000 and 2023 were Somerville, Chelsea, and Boston.'”> Over the
same time frame, Suffolk County, which includes Boston, Chelsea, Revere, and Winthrop, is
in a league of its own compared to the rest of Greater Boston in terms of real estate appreciation
(see Figure 9).! Urban theorist Richard Florida has written that young people “favor living in
central urban neighborhoods significantly more than previous generations did at the same stages
»104

in life,”'** and other academics have observed that, when young people do move to the suburbs,

the biggest factors seem to be “housing affordability and demand for larger homes.”?* And even
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after COVID-19 shifted these trends in favor of the suburbs for Millennials, Generation Z has
flocked to large cities at an incredible pace.® Thus, once demand for larger homes inevitably
surfaces in Generation Z, building more family-oriented housing in inner-city neighborhoods

may be a prudent way of accommodating their needs.

Figure 9: Cumulative Home Value Appreciation in Suffolk County, Greater Boston, and the
United States, 2000-2023*'7
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* The indices have been normalized to a score of 100 in January 2000 to facilitate easy comparison between the three
trajectories

Just as important a demographic trend for location and home typology decisions is the aging
of Baby Boomers. The five-year period with the most children born in U.S. history was 1956—
1960.1% As they age, this cohort will require smaller homes that are easy to maintain, single-level
living arrangements to improve mobility (whether in ranch-like cottages or condo buildings with
elevators), and assisted living facilities with dedicated cooks, custodians, and personal care ser-
vices. Because most buildings that fit these characteristics are located in urban areas and older,
closer-in suburbs, allowing Baby Boomers to downsize within their current communities will
require building more compact or cottage-style housing in suburban areas. Instead, the status quo

109

has left seniors “trapped” in larger, suburban homes that no longer suit their needs'” and forced

family members who remain in the workforce to act as caregivers for aging relatives."

To its credit, the Metro Mayors Coalition in the immediate Boston area has made ambitious
housing production goals aimed at alleviating the housing shortage that currently plagues much
of Massachusetts. The Coalition, which consists of 15 cities and towns within Route 128, has
collectively aimed to create 185,000 new housing units between 2015 and 2030. According to
building permit data compiled by The Boston Foundation, as of 2022 they are on pace to build
about 53 percent of that (see Figure 10).""!

And a bill dubbed the “Yes In My Backyard Act,” currently making its way through the state
legislative process as of April 2024,"% would set a statewide production target of about 20,000

113

housing units per year,"* a number the state has only achieved once since 1990, in 2005.1

Ramping up housing production to match these regional goals, which in turn is only a step
towards addressing Greater Boston’s broader cost of living concerns, will require targeted efforts
to alleviate the factors identified above. Some of these factors, such as prohibitively high con-
struction and financing costs, are nationwide phenomena that depend largely on macroeconomic
conditions out of the control of the state legislature or individual municipalities. Others, such as
land use regulations and “NIMBY” concerns, have tangible local and regional solutions in zoning
reform and political capacity-building. In the long-term, the state should do more to tie public
service provision (including funding for roads and schools) to local-level housing policy and incen-
tivize bottom-up collaborations among municipalities to align their zoning with contemporary

housing needs.
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Figure 10: Metro Mayors Coalition Housing Production Goal and Actual Building Permits
Issued, 2015-2022
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Table 1: Summary of Recommendations
Prioritize the construction of family-oriented housing in urban areas, for example with
regulatory incentives like density bonuses or expedited permitting processes.
Accommodate diverse housing typologies in traditionally suburban communities, such as
rezoning for cottage courts, townhouses, and multi-family buildings in some areas.
In the long-term, rely more on demand-side programs like Housing Choice Vouchers and
down payment assistance to serve urgent low-income housing needs, rather than supply-side
programs like LIHTC and public housing.
Foster regional collaborations on housing production and zoning reform among municipalities
that can hold each other accountable for achieving desired outcomes.
Build local-level political support for housing policy reform, especially among renters, young
people, and faith-based organizations.
At the state level, use both carrots and sticks to tie funding for roads and schools to local-level
housing policy and production, expanding on existing laws like Chapter 40R and the MBTA
Communities Act.
At the federal level, work to reduce construction costs by eliminating tariffs on imported
lumber and re-examining building code standards that, if reformed, could lower costs without
compromising safety.

In summary, Greater Boston’s current housing crisis is a multi-pronged problem characterized by
both a severe lack of housing affordability and a mismatch between housing typologies needed
and those that are available. But the root of the problem is an immense imbalance of supply and
demand. As long as Boston is a hotbed for healthcare and innovation sector jobs, a magnet for
university students and young professionals, and a home for many retirees who want to age in
place, the demand side of the equation will remain substantially large.

Thus, the answers to the housing crisis, while also multi-pronged and complex, necessarily involve
increasing the pace of housing production in a wide variety of locales for the foreseeable future,
often in ways that diversify the housing stock in a given area. Suburban areas will need both more
rental housing for young families, students, and professionals and smaller, single-level housing
units suitable for downsizing seniors. Urban areas will need more 3- and 4-bedroom units suitable
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for growing families who, but for high prices and lack of availability, would prefer to take advan-
tage of city amenities.

More broadly, both short-term efforts to stabilize people in precarious housing arrangements and
long-term increases in the rate of housing production are necessary to solve the region’s housing
crisis. The former will alleviate the effects of past policy mistakes that have contributed to rising
housing costs and low availability. But only the latter will ensure that the results of those mistakes
are not repeated.
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