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LETTER FROM THE CHANCELLOR

This issue of MassBenchmarks offers important insights into what is arguably the largest threat to

the economic competitiveness of our Commonwealth: the high cost of living. Appropriately, much
attention is dedicated to housing affordability—a leading factor of this. The analysis and commentary
contained within this issue of MassBenchmarks is well worth the careful attention of our policymakers
and business and labor leaders.

As always, the issue begins with an assessment of the state economy. Dr. Michael Goodman, professor
of public policy at UMass Dartmouth, and Dr. Mark Melnik, director of economic and public policy
research at the UMass Donahue Institute, review recent trends and revised data that have changed

our understanding of conditions in the state labor market since the pandemic. Goodman and Melnik
highlight the implications of the surge in domestic out-migration that our state has experienced in
recent years, which they argue is exacerbated by cost-of-living challenges and in turn exacerbates labor
supply problems and constrains growth in several of our leading industries.

The first feature article explores an important but troubling trend in the Commonwealth’s residential
housing market. In their insightful analysis, Jessie Partridge Guerrero, Alexa DeRosa, and Timothy
Viall from the Metropolitan Area Planning Council document the significant role that speculative
investors play in residential housing markets in Greater Boston. They raise important concerns about
the implications for housing affordability and offer several policy recommendations.

The second feature article takes a careful look at the costs and benefits of a proposed program that
would provide direct financial assistance to eligible families with young children to help them cover
childcare and preschool expenses. This work was produced by an impressive multidisciplinary team

led by Dr. Randy Albelda, professor emerita of economics at UMass Boston, and Dr. Alan Clayton-
Matthews, professor emeritus of economics and public policy at Northeastern University who is also
MassBenchmarks’ senior contributing editor. A better understanding of the level of investment required
to provide all children with access to affordable and high-quality childcare and early educational
options will greatly inform ongoing policy discussions about how to achieve this goal.

The issue concludes with two important messages and calls to action from Massachusetts Secretary

of Housing and Livable Communities Edward Augustus and Massachusetts Secretary of the Executive
Office of Economic Development Yvonne Hao. Their contributions to this issue’s Endnotes describe
the Healey-Driscoll Administration’s strategic vision for a more economically competitive and

livable Massachusetts.

Strategic vision and evidence-based solutions will be essential to successfully overcoming the challenges
facing our state that are discussed in the pages that follow. The insights and evidence contained in this
issue of MassBenchmarks will provide constructive input to our state leaders and policymakers as they
work together to address these challenges.

_,,,:;_-J?E

Javier A. Reyes
Chancellor of the University of
Massachusetts Amherst
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NOTES FROM THE BOARD

Mixed signals about the Massachusetts Gbp
. In the latter half of 2023, Massachusetts
economy are clouding the outlook, observes

and the United States both experienced
. . stronger than expected growth in
the MassBenchmarks Editorial Board

real GDP and avoided sliding into

. o a recession. Since reaching annual
The state’s economy is not as strong as initially

thought, and there has been a loss in momentum

growth rates approaching 4 percent in
the second half of 2023, however, the

At the beginning of 2024, it appeared that
the year would be a strong one for the

Massachusetts economy. Amid fears of an

imminent recession that never occurred,
growth in real gross domestic product
(GDP) in both Massachusetts and the
United States stayed in expansion mode
and was unexpectedly high. The growth
came despite elevated interest rates that
have been only partially successful, thus
far, in bringing down inflation. The
Massachusetts unemployment rate also
hit record low levels, and jobs growth was

robust (at least it seemed at the time) with

most industry sectors posting gains.
Recent data, however, show that the
Massachusetts economy has started to
cool heading into mid-2024, and the
supposedly robust jobs growth seen in
2023 has been largely erased through
a downward revision by the Bureau
of Labor Statistics. Although a long-
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anticipated recession has been averted, a

slowing in the state’s economy can now be

seen in weaker GDP growth, little or no
jobs growth in the key professional and
business services sector, and an increase
in marginally attached workers (people
who want work but have not looked

in the past 4 weeks). The uncertainties
are compounded by inflation rates that
remain at higher-than-desired levels
and by the risk that Massachusetts may
be losing talent to other states. On the
plus side, state tax revenues were strong
in the all-important month of April, the
working-age population experienced a
recent uptick, and the unemployment
rate remains low. Overall, however,

the Editorial Board is now sensing a
less buoyant Massachusetts economy
accompanied by an increase in downside
risks.

pace of growth has slowed. In the first
quarter of 2024, Massachusetts GDP
decelerated to a 1.8 percent annualized
rate, according to MassBenchmarks,
while U.S. GDP ratcheted down to a 1.6
percent annualized rate, according to
the U.S. Bureau of Economic Analysis
(BEA). Looking into future quarters,
GDP growth rates are projected to
maintain a slow-to-steady (positive)
course, according to both a Wall Street
Journal survey of economists as well as
MassBenchmarks.

EMPLOYMENT AND
UNEMPLOYMENT

While the growth in Massachusetts GDP,
though slowing, remains a positive feature
of the state’s economy, the trends in
payroll jobs are less sanguine. Following
an adjustment by the Bureau of Labor
Statistics, what had been a fairly robust
picture of Massachusetts jobs growth in
2023 has become a dimmer assessment
showing little or no jobs growth. Heading
into mid-2024, Massachusetts jobs
numbers appear to be on the rise again
(payroll employment grew 1.0 percent on
an annualized basis in the first 4 months
of this year relative to December of

last year, more slowly than the national
growth rate of 1.9 percent over the same
period), but uncertainty remains because
these numbers, too, could be revised
downward. Looking at key sectors of

the Massachusetts economy, there is
concern that professional and business
services (which includes engineering,
computer systems design, and R&D and
is foundational to the state’s technology-
based economy) is no longer growing.
This may be a vestige of higher interest



rates and resulting difficulties in accessing capital for the sector,
which in some instances has led to layoffs. Construction jobs
continue to increase, led by non-building infrastructure projects,
but some of the recent increases may represent a seasonal blip
(noting that non-building construction has been leading the
numbers for over a year now) due to the mild winter. Leisure
and hospitality, as well as the state’s key healthcare and education
sector, are also experiencing growth.

The Massachusetts unemployment rate remains close to
historic lows, at 2.9 percent in March compared with 3.8 percent
for the United States. At this point in the economic cycle, most
remaining slack in the labor market has been soaked up, making
it more challenging to fill additional jobs moving forward. A
slight uptick in the state’s marginally attached labor force during
the first quarter of 2024, however, may indicate that the pool of
available workers is still increasing, although that uptick could
instead be an early sign of a weakening economy.

DOMESTIC OUTMIGRATION AND IMMIGRATION

The Editorial Board had an extensive discussion about the
implications of a concerning outward flow of Massachusetts
residents moving to other states, in combination with the state
being one of the most popular destinations for people coming
into the United States from other countries. Both have major
ramifications on labor force growth and shaping public policy.
While the state has lost population to other states for decades,
the trend became more acute in 2021 and 2022. Although 2023
showed some improvement, net negative outmigration is a long-
term structural issue for Massachusetts, and the overall trend has
been toward increased outmigration. High housing, childcare,
and healthcare costs may be affecting decisions to move as well as
taxation, congestion, and unreliable public transit. Massachusetts’
strengths in professional services and technology also promote
remote work, which, in turn, makes it possible to still work

for a Massachusetts business but from new homes in Maine,
New Hampshire, Florida, or elsewhere. Recent studies have
demonstrated a proclivity for the young and educated to leave
Massachusetts. Longer term, this dynamic—should it persist at
higher levels—will erode the state’s overall competitiveness,

and initiatives will need to be redoubled to retain and attract
talent to the state.

Counteracting the movement of people to other states,
Massachusetts continues to be a magnet for foreign in-migrants.
That, combined with natural increases in population (births
minus deaths), has allowed the state’s population to grow in
most years, albeit slowly. A recent influx of immigrants into
the United States as reported by the Congressional Budget
Office (CBO) may be starting to percolate to the Massachusetts
working-age population, which is now on a relatively strong
upward growth trajectory after showing essentially no growth
for several years. Much of the immigrant population coming
into Massachusetts have skills learned in their native countries
that can benefit the state’s businesses once necessary permits

and jobs placements have been executed. Policies to engage
immigrants effectively and bring them quickly into the labor
market and onto career paths represents an opportunity for the
Massachusetts economy by providing a pipeline of new workers.
Although this can be an extended process, potentially large
positive employment impacts due to increased in-migration may
be seen in Massachusetts in coming years.

CONCLUSION

As Massachusetts heads into the mid- and latter parts of 2024,
there is an increasing sense of caution concerning the direction of
the state’s economy. The economy is not as strong as first thought,
and there is a perceptible loss in momentum, notably in jobs and
slowing growth in GDP. Economic growth in the state, along with
the national economy, likely peaked in the second half of 2023,
and slower growth is now anticipated for 2024. The slowdown
may be due, in part, to the delayed effects of higher interest rates
finally coming home to roost. With the slowdown in growth, the
question of whether there will be a recession in coming quarters
reemerges (noting that none is currently forecast) or whether
instead the state and nation are headed for a “soft landing” phase
of slow but stable growth and lower inflation. On the positive
side, inflation concerns may be slowly ebbing, interest rates have
plateaued, some demographics are becoming more favorable

for population and workforce growth, and Massachusetts’ state
tax revenues are meeting or exceeding expectations. The overall
message about the state’s economy is currently quite mixed,
which points to a continuing need to adapt to the disruptions
and uncertainties of the post-pandemic economy.

This summary reflects the discussion of the
members of the Editorial Board of MassBenchmarks
at its spring meeting on May 3, 2024, and it
reflects the economic data available up to that
date. It was prepared by Branner Stewart, senior
research manager at the UMass Donahue Institute,
and was reviewed and edited by the members of
the Editorial Board. While discussion among the
Board members was spirited and individual Board
members hold a wide variety of views on current
economic conditions, this summary reflects the
broad consensus of the Board regarding the current
state of the Massachusetts economy.
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State of the
State Economy

BY MICHAEL GOODMAN & MARK MELNIK

The Massachusetts economy continues to expand,
though signs indicate a slowdown over the next
few quarters. Persistent inflation, high interest
rates, and labor supply constraints are all limiting
the capacity for consumer spending and economic
growth. Additionally, recent revisions to benchmark
employment estimates for Massachusetts have
highlighted structural and demographic challenges
to the economy in the near term.
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An aging state labor force, coupled
with recent patterns in domestic
outmigration, continues to focus state
policymakers’ attention on the
cost of living and other threats
to economic competitiveness.
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Annual benchmark revisions to payroll
employment significantly changed
our understanding of job growth
in the state since the height of the
pandemic. The revised data indicate
that employment in Massachusetts
in April 2024 remains 13,000 jobs
below its pre-pandemic peak.

Introduction

As the first half of 2024 rounds to a
close, the Massachusetts economy
continues to perform reasonably
well. Labor market conditions in the
state remain extremely tight, with the
unemployment rate hovering around
3 percent. Payroll employment grew
ata 2.2 percent annualized rate in the
first quarter of this year, just above the
national economy, which expanded at a
2 percent rate during the same period.
Recent income growth has also been
encouraging: According to the Bureau
of Economic Analysis, state nominal
wage and salary income grew at a 3.6
percent annualized rate in the fourth
quarter of 2023. That said, inflation
continues to challenge households in
the region, with prices up 4.3 percent
in the first quarter compared with the
fourth quarter of 2023.

There are some reasons to be
concerned. Economic growth has
slowed in each of the two most
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recent quarters, both nationally

and in the Commonwealth. Annual
benchmark revisions to payroll
employment significantly changed our
understanding of job growth in the
state since the height of the COVID-19
pandemic. The revised data indicate
that employment in Massachusetts

in April 2024 remained 13,000 jobs
below its pre-pandemic peak. It is
important to understand that the
employment revision by the Bureau

of Labor Statistics (BLS) is largely
driven by population factors, namely
changes in birth, death, and migration
to the overall population base. The
COVID-19 crisis certainly led to
unprecedented trends in population
growth and movement that seem to

be impacting what is reflected in the
latest employment revisions. In short,
it appears that initial employment
estimates for the state assumed a larger
labor supply in Massachusetts than the
current revisions. These numbers will
be subject to future revisions, but the

most recent change underscores the
concerns about labor availability and
capacity in the state.

According to the revised data,
year over year, in December 2023, the
BLS revisions reduced Massachusetts
job growth from 1.9 percent to 0.7
percent. During the same period, U.S.
job growth was 2 percent. An aging
state labor force, coupled with recent
patterns in domestic outmigration,
continues to focus state policymakers’
attention on the cost of living and other
threats to economic competitiveness.
This slowing growth has taken its toll
on state tax receipts. For much of Fiscal
Year 2024, state tax revenues have been
below consensus estimates, resulting in
the need to lower expectations and to
implement midyear “9C” budget cuts
and other fiscal adjustments. Midway
through 2024, the Massachusetts
economy is clearly slowing but remains
remarkably resilient.



Jobs and Unemployment

In recent history, the Massachusetts
economy has generally outperformed
the United States, with the state
unemployment rate consistently
below the national measure. This was
especially the case during and following
the Great Recession (December 2007
to June 2009). The historically low
unemployment rate reflects the overall
tight labor market conditions in the
state, as it has in recent years. The
April 2024 unemployment rate for
Massachusetts was 2.9 percent, just
above the historic low of 2.7 percent
recorded at the end of the tech boom
in the summer and fall of 2000 and

among the lowest since these data
were first collected in 1969. The U.S.
unemployment rate, which was 3.9
percent in April 2024, reached its low-
water mark of 3.4 percent the winter
before, the lowest level since the end
of the 1960s (Figure 1).

The economic downturn caused
by the pandemic led to a rapid and
dramatic increase in both the state
and national unemployment rates.
Massachusetts lost over 680,000 jobs in
April 2020, equating to approximately
18.2 percent of total jobs in the state
(seventh highest percentage in the
nation). Since that point, month-to-
month, the state has consistently
added jobs.

For much of the last year,
labor market data suggested that
Massachusetts had surpassed its pre-
pandemic jobs peak in March 2023
and had been adding to that new
peak in employment each subsequent
month. The recent revisions to the state
employment numbers, however, paint
a different picture of job recovery in
the state, with Massachusetts still being
slightly below its pre-pandemic peak as
of April 2024. It is likely that the state
will surpass its pre-pandemic peak
very soon, if not by the publication
of this article.

| Figure 1: Unemployment Rates in Massachusetts and the United States as of April 2024 (Seasonally Adjusted))
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W Source: Massachusetts Executive Office of Labor and Workforce Development, Local Area Unemployment (LAU) Statistics; UMDI analysis.

L0-uef

— Massachusetts
= United States

80-uer
60-uer
0L-uer
L1-uer
¢L-uer
gl-uer
vl-uef
Gl-uef

Note: BLS annual revisions resulted in major changes to this dataset for 2023.

Recession

9l-uer

United States 3.9%

Massachusetts 2.9%

L1-uer
8l-uef
61-uer
0c¢-uer
L¢-uer
ce-uer
g¢-uer
ve-uef

MASSBENCHMARKS.ORG



[ Figure 2: Massachusetts Job Deficit Since the Start of the COVID-19 Pandemic (Seasonally Adjusted)
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W Source: Massachusetts Executive Office of Labor and Workforce Development, Current Employment Statistics (CES-790); UMDI analysis.
Note: BLS annual revisions resulted in major changes to this dataset for 2023.

The job deficit is most pronounced
in the direct-service sectors of the
economy. Accommodation and food
services and retail trade together are
43,000 jobs below their pre-pandemic
peak. Conversely, professional and
technical services, which includes a
variety of high-skill knowledge-based
sectors, is almost 6 percent larger than
it was in February 2020, with some
20,500 more jobs than at the start of the
pandemic. Nevertheless, professional
and technical services in Massachusetts
grew at less than half the rate of the
sector nationally.

While some of the job recovery
reflects macroeconomic trends and the
impact of the pandemic on industries,

overall, tight labor market conditions
give leverage to job seekers. For instance,
the job openings rate in the state is

twice the hiring rate. This reflects
competition for labor in a tight market
where employers that can offer better
wages and working conditions and
remote work options have an advantage.
This disadvantages more traditional

The job deficit is most pronounced in the direct-
industries and those heavily reliant on service sectors of the economy. Accommodation
face-to-face interaction, foot traffic, - - and food services and retail trade together are

and fully onsite work.

43,000 jobs below their pre-pandemic peak.
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While the state is experiencing
remarkably low unemployment and
rising wages, job recovery in the state
ranks just 47th in the country. For its
part, the United States is 3.7 percent
above its pre-pandemic peak.

One of the factors limiting job growth
in the state over the last few years is the
availability of labor. The COVID-19
recession, coupled with shifts in
domestic and international migration
and an aging population, significantly
impacted the labor force size in

working or unemployed and looking for
work) grew steadily between 2000 and
the pandemic, with a slight slowdown
starting around 2018 and 2019. The
labor force dropped precipitously at the
onset of the pandemic as hundreds of
thousands of workers dropped out of the
labor market due to retirement, health
concerns, family care responsibilities,

or the general lack of opportunity in the
economy. Shortly after, the labor force
began rebounding but has remained
largely flat over the last 4 years.

Massachusetts. As shown in Figure 6, the
state’s labor force size (i.e., those people

| Figure 3: Massachusetts Job Recovery by Industry Since the Start of the COVID-19 Pandemic

Massachusetts u.s.

Industry Feb-20 April-24 Change (N) Change (%) Change (%)
Accommodation and food services 324,000 301,000 (23,000) (7.1%) (1.1%)

Retail trade 350,000 330,000 (20,000) 1.1%
Manufacturing 242,900 234,500 (8,400) (3.5%) 1.4%
Information 95,600 92,500 (3,100) (3-2%) 3.6%
Government 465,900 462,800 (3,100) (0.7%) 1.8%
Management of companies and enterprises 73,400 71,300 (2,100) (2.9%) 2.9%

Other services 142,100 140,200 (1,900) (1.3%) (0.6%)
Wholesale trade 123,100 122,700 (400) (0.3%) 4.7%

Real estate and rental and leasing 49,000 48,800 (200) (0.4%) 5.7%

Mining and logging 1,000 1,000 0 0.0%
Arts, entertainment, and recreation 63,400 63,800 400 0.6% 6.1%
Administrative and waste services 185,000 187,100 2,100 1.1% 1.5%
Educational services 185,000 187,200 2,200 1.2% 1.9%
Transportation, warehousing, and utilities 105,300 107,900 2,600 2.5%
Finance and insurance 178,200 181,500 3,300 1.9% 3.5%

Health care and social assistance 645,700 653,400 7,700 1.2% 1.4%
Construction 165,900 176,200 10,300 7.9%
Professional and technical services 350,600 371,100

Total non-farm 3,746,100 3,733,000 (13,100) (0.35%) 3.9%

W Source: Massachusetts Executive Office of Labor and Workforce Development, Current Employment Statistics (CES-790); UMDI analysis.
Note: BLS annual revisions resulted in major changes to this dataset for 2023.
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| Figure 4: Job Openings Rate and Hire Rate in Massachusetts, December 2000-March 2024 (Seasonally Adjusted)
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| Figure 5: Job Recovery Rates in Massachusetts and All States, February 2020 and April 2024 (Seasonally Adjusted)
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W Source: Massachusetts Executive Office of Labor and Workforce Development, Current Employment Statistics (CES-790); UMDI analysis.
Note: BLS annual revisions resulted in major changes to this dataset for 2023.
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That said, labor force size has largely

been unmoved over the last 2 years,
and the state’s labor force is smaller
today than it was pre-pandemic. With
an extremely low unemployment rate
and a basically unchanged labor force
size, there is limited available capacity
for net new job creation in the state. In
this context, the BLS revisions to total
employment in the state make a lot of
sense. Over the last couple of years,
the level of job growth in the state
relative to unemployment and labor
force size had been puzzling. However,
the backward revision on job growth
in Massachusetts underscores some

of the demographic factors that are
constraining economic growth.

One important factor influencing labor
force size in Massachusetts in recent years is
the shifting dynamics in international and
domestic migration. While Massachusetts
has experienced net population losses
through domestic outmigration (i.e., people
moving from Massachusetts to another
state) over the last 20 years, these losses
were almost always offset by significant
gains in international migrants. Although
documented international migration
declined in Massachusetts during much
of the Trump Administration and most
significantly during the height of the
pandemic in 2020 and 2021, over the last 2
years, international migration has returned
to more typical levels for the state.

Nevertheless, reduced immigration
during those years, coupled with a
notable spike in domestic outmigration
in 2022, exacerbated state labor
supply challenges. In 2023, domestic
outmigration returned to more typical
levels for the state, but ongoing labor
supply concerns have brought greater
attention to domestic outmigration and
its implications for the Commonwealth
and its economic competitiveness.

| Figure 6: Massachusetts Labor Force, February 2000-April 2024 (Seasonally Adjusted)
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One important
factor influencing
labor force size in
Massachusetts in
recent years is the
shifting dynamics

in international and
domestic migration.

il TEE

B Figure 7: Massachusetts Estimated Components of Population Change, 2000-2023
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W UMass Donahue Institute. Source: Data: ST-2000-7; CO-EST2010-ALLDATA; and NST-EST2023-ALLDATA, U.S. Census Bureau Population Division.
Note: Components of population change data for decennial Census years are based on only 3 months of data and so are excluded.
Decennial Census years (2010 and 2020) are omitted as those estimates are based on only a 3-month sample.
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State Fiscal Conditions

State fiscal conditions have become an
area of greater concern since the FY24
state budget was enacted in August
2023. After several years of exceptionally
strong revenue growth and the
accumulation of a record balance' in the
state’s stabilization, or “rainy-day;” fund,
a series of tax cuts were signed into law
in October 2023 with strong bipartisan
support. The state Department of
Revenue has estimated that by 2027,
when the full package of tax cuts will be
in effect, the Commonwealth’s revenue-
generating capacity will be reduced by an
estimated $1 billion.

By the conclusion of 2023, after
6 consecutive months of state tax
receipts coming in below expectations,
the Commonwealth found itself $769
million beneath the revenue assumptions
that were used to develop the FY24
budget. Given the constitutional
mandate to ensure a balanced state
budget, in January, Governor Healey
invoked her “9C” authority,’ which
allows for unilateral budget cuts when it
is evident that the state budget is out of
balance. The estimated $1 billion gap in
expected revenue was closed through a
combination of midyear spending cuts*
($375 million) and unanticipated non-
tax revenues ($675 million).?

Through the first quarter of 2024,
growth in state tax receipts remained
slower than expected, and at the
conclusion of March, actual revenues
were $145 million below the revised
revenue expectations announced in
January and $4 million below March
2023 receipts.® At the time of writing, the
latest data available were for April 2024.
April has historically been the strongest
month for tax collections, and this is the
first year in which revenues from the 4
percent surtax on taxable income above
$1 million takes effect.

April revenues came in well above
forecast,” and with 2 months remaining
in FY24, state revenues were $889
million above the reduced consensus
revenue estimate adopted in January.
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While the publicly available state data
are not sufficiently detailed to discern
the degree to which the revenue surge in
April can be attributed to the new surtax,
the so-called “millionaire’s tax” was
undoubtedly a significant contributor to
reported revenue growth, particularly

in non-withheld income tax receipts,
which were over 77 percent higher in
April 2024 than a year earlier and $1.147
billion (57.4%) above expectations.

The preparation of the FY25
budget is well underway, and some
fiscal belt tightening is expected. The
Commonwealth has been coping with
unanticipated and sizable expenses
associated with the significant needs
of migrant asylum seekers requiring
emergency shelter and related services,
and the recent bankruptcy filing by
Steward Health Care—which operates
nine community hospitals that provide
essential services in many areas of the
state—may require state intervention to
keep these vital institutions open and
able to serve some of the most vulnerable
communities in our state.

These challenges make the fiscal
outlook somewhat uncertain.
Nevertheless, despite rising expenses
and slower economic growth, state fiscal
conditions remain stable and the rainy-
day fund provides a solid cushion in the
event of an unexpected reversal in the
Bay State’s economic and fiscal fortunes.

Conclusion

Overall, the economy continues to
perform well in Massachusetts and the
United States; however, signs do point to
a slowdown over the next few quarters.
The persistence of inflation, high interest
rates, and labor supply constraints are
all limiting the capacity for consumer
spending and economic growth in the
near term. Similarly, the recent down
revisions to the BLS employment
estimates for Massachusetts further
underscored some of the structural
and demographic challenges limiting
economic growth in Massachusetts.
From a policy perspective, the
Commonwealth should continue
focusing on a mix of initiatives that
make Massachusetts an attractive and
more affordable place to live, work,
and start a business, and that invest in
residential labor supply to ensure we are
maximizing the talent and potential of
workers in all corners of the state.
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Endnotes

1) https://cthru.data.socrata.com/stories/s/eqrd-tdvi

2) https://www.mass.gov/news/governor-healey-
signs-first-tax-cuts-in-more-than-20-years

3) https://malegislature.gov/Laws/GeneralLaws/Partl/
Titlelll/Chapter29/Section9C

4) For details on the 9c cuts, see https:/
www.masstaxpayers.org/sites/default/files/
publications/2024-01/FY%202024%20Revenue%20
Shortfall%20%26%209C%20Cuts%20FINAL.pdf

5) Unanticipated revenues included interest earned
on the general fund balance, stronger than expected
revenues from the lottery and gaming, among others.
op.dit.

6) https://www.mass.gov/news/march-revenue-
collections-total-4065-billion

7) https://www.mass.gov/news/april-revenue-
collections-total-6324-billion

15



Research finds that 21% of residential
properties sold in Greater Boston
from 2004 through 2018 were
purchased by an investor.

Highly Capitalized
Investors Are
Buying Up Homes
Across Greater Boston

New research has found that from
2004 to 2018, one in every five
homes was sold to an investor, with
significant impact on lower income
neighborhoods of color

JESSIE PARTRIDGE GUERRERO, ALEXA DEROSA,
& TIMOTHY VIALL

Decades of inadequate housing production and strong economic
growth have led Massachusetts into its current housing crisis.
Speculative investment in the housing market exacerbates this crisis.

Speculation in the housing market is an emerging issue in communities across the
United States. Home sale prices in many regions continue to rise, and while rents in
many cities dipped early in the COVID-19 pandemic, most are now back to or above
pre-pandemic peaks. Potential buyers seeking a home to live in often find themselves
in bidding wars, sometimes against investors who have cash on hand to offer.

Residents, tenant organizations, and nonprofit affordable housing developers
have felt rental-market pressure from speculators buying residential properties
as investment opportunities and subsequently raising rents sharply, evicting
lower income tenants in favor of higher paying tenants, converting units to
condominiums, flipping units for a large profit, or leaving them to sit empty,
thereby taking precious units off the market.

Housing is necessary for survival, and homeownership is one of the
cornerstones of building wealth in America. Homebuyers often expect the return
on a home investment to be higher than inflation, a savings account, or even the
stock market. This investment is aided by significant tax benefits that occur both
during the time one lives in their home and when they sell it.

However, the path for a family to purchase a single-family home, a condo, or a
triple-decker to live in and rent out is becoming further out of reach because of the
unprecedented pressure on the housing market.

In today’s Boston Metro housing market, one needs an annual income of nearly
$200,000 to afford a median-priced home.! Renters also struggle to afford a place
to stay, with rent increases outpacing income growth. Just over half of Greater
Boston renters spend more than 30% of their income—and over a quarter spend
more than 50% of their income—on housing costs.?

MASSBENCHMARKS.ORG



Speculative Investment Exacerbates
the Housing Crisis

Decades of inadequate housing production across Greater Boston,
coupled with strong economic growth attracting workers to the region,
and resulting shortages in housing stock have led to today’s housing
crisis. Amid this crisis, another phenomenon has emerged that has
only worsened the situation: investors betting their funds on housing.
Sometimes called corporate investors, institutional investors, or
speculators, these entities purchase residential property with profit, not
shelter, as their primary goal. Research conducted by the Metropolitan
Area Planning Council (MAPC) has examined the scale and scope of
housing investment as a practice in Greater Boston.

MAPC is a public agency created under Massachusetts General Law
Chapter 40B Section 24 and is governed by representatives from the
101 cities and towns in its designated region (Greater Boston), as well as
gubernatorial appointees and designees of major public agencies. MAPC
works toward sound municipal management, sustainable land use,
protection of natural resources, efficient and affordable transportation,
a diverse housing stock, public safety, economic development, clean
energy, healthy communities, an informed public, and equity and
opportunity for people of all backgrounds. As a government research
organization, MAPC seeks to understand the “on the ground”
conditions of Massachusetts residents, workers, businesses, and
ecosystems, and the trajectories along which they are moving. Much
of the agency’s research is grounded in and guided by MetroCommon
2050—Greater Boston’s regional land-use and policy plan.

B Figure 1: MAPC Region

m Note. This map represents data from the Homes for Profit report. The MAPC region is outlined in white.
The interactive map available online allows users to select a geography across Massachusetts on the map to see the data. See https://homesforprofit.mapc.org.
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Buying Obstacle
In today’s Boston Metro housing market,

one needs an annual income of nearly
$200,000 to afford a median-priced home.

Renting Obstacle
Just over half of Greater Boston
renters spend more than 30% of their
income—and over a quarter spend more
than 50% of their income—on housing costs.

Share total investor transactions
2004=2019

10% - 20%
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The impact of speculative investment cannot be overstated.
Not only do investors take properties off the market that could
otherwise be sold to families intending to live in a home,
but renters often suffer when large-scale investors buy their
buildings and hike their rents, if not evict them outright without
cause. Through several case studies of buildings recently sold
to investors in the Greater Boston area, MAPC found that new
investor-owners, often those with large real estate portfolios
hidden behind numerous limited liability companies (LLCs),
asked long-term tenants to pay rent increases of up to 70% or
leave the building they had long called home.

Through an analysis of residential real estate transactions,
MAPC:s research found that, from 2004 through 2018, 21% of
residential properties sold in Greater Boston (as defined by the
101 cities and towns in the agency’s region) were purchased by
an investor.

To conduct their analysis, MAPC relied on real estate
transaction data purchased from The Warren Group, which
included all residential property transactions in the MAPC
region from 2000 through 2022. The data included the address
of each property, the name of the buyer—whether an individual,

company, trust, or bank—the property type, and the previous
sale date and price of the unit, along with many other details.
With this information, MAPC revealed evidence about
investment in Greater Boston’s housing market that, to the
agency’s knowledge, does not otherwise exist.

The Warren Group dataset included just over one million real
estate transactions in the MAPC region. As Table 1 shows, the
vast majority of transactions (87%) are single-family home and
condominium purchases.

Four types of residential property investors were defined
in the analysis: (1) count investors, who purchased more than
three residential properties within any 5-year window in the
study period; (2) LLC investors, who purchased any residential
property through an LLC; (3) building investors, who purchased
any residential building with four or more units; and (4)
value investors, who spent at least $3.45 million on residential
properties over the 23-year period, or an average of at least
$150,000 annually throughout the period. These definitions
are not mutually exclusive, and many investors are classified
as multiple investor types.

J Table 1: Real Estate Transactions by Residential Type, MAPC Region, 2020-2022

Residential Type # of Transactions % of Transactions
Residential 1 Family 543,858 53.9%
Residential 2 Family 78,636 7.8%
Residential 3 Family 31,317 3.1%

Condominiums 332,744 33.0%
Residential Apartments 11,029 1.1%
Other Residential Buildings 11,360 1.1%

W Source: The Warren Group.
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B Figure 2: Investor Purchases by Residential Building Type and Year, MAPC Region, with Foreclosures
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The investors were categorized into four investor size groups,
with small, medium, large, and institutional investors defined
respectively by their total annual spending and the scale and
pace of their acquisitions during the study period.

MAPC also investigated the practice of "flipping" properties,
defined as any property sold within 2 years of its most recent

J Table 2: Real Estate Investor Transactions by Investor Size, MAPC Region, 2020-2022

50%
40% All Residential Types
—— Three Family
0% /\ —— Two Family
Single Family

2012

—— Condominiums

2018

purchase date, with notable exceptions for foreclosures and
same-day sales. The frequency of flipping and the resale margin
for flipping properties by investors and non-investors were

examined. In addition, the research explored the spatial patterns

of residential investment and flipping, and the underlying racial
and socioeconomic dynamics those patterns reveal.

Investor Size

Small
Medium
Large

Institutional

# of Transactions

60,659
27,161
15,687

34,159

% of Transactions

44%
20%
1%

25%

W Source: The Warren Group.
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+50% ) _
of investors who purchased £ &4 55 A% Cash Gives Investors an Advantage
condominiums during the study "
period did so in cash, with
similarly high proportions for

This research exposed clear and worrisome

" trends in residential real estate investment in

single-family (43%) = S 7 s Greater Boston. In addition to finding that
two-family (45%) g i ] one in five residential transactions from 2004

three-family (39%)

through 2018 were conducted by investors, the
analysis found that the rate of residential investor
activity has grown over time. While investor
activity represented 16% of sales in 2004, that
number rose to 23% in 2018, with significantly
higher investment rates in two-family (over
30% in 2018) and three-family (nearly 50%

in 2018) acquisitions. The analysis also found
that investors come to the table with a clear
advantage: cash. Cash offers are more appealing
to sellers than traditional mortgages—so much
so that cash offers are often accepted even if
they are not the highest bid, allowing buyers

to purchase properties at a discount. Cash-sale
purchases have grown from less than 15% of

all sales in the years between 2000 and 2006 to
more than 20% of sales since 2012, with spikes
up to more than 30% in the years following

the 2008 recession. More than half of investors
who purchased condominiums during the
study period did so in cash, with similarly high
proportions for single-family (43%), two-family
(45%), and three-family (39%) purchases.

B Figure 3: Percent of Properties Purchased with Cash by Investor Status and Real Estate Type, MAPC Region, with

Foreclosures, 2004-2018
60%
51%
50%
459
43% b
0,
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30%
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Cash buying puts investors at an
advantage over non-investors because
cash sales are typically more attractive
to sellers, who then do not have to
deal with financing paperwork and
can therefore close on their sale faster.
And as MAPC's analysis showed, cash
sales often allow investors to purchase
property at a discounted price. The
median sale price for cash-purchased
properties, including condos, one-,
two-, and three-family homes, was
consistently lower than that of properties
of the same sizes purchased with a
mortgage. The differential between cash
and non-cash sales appears to widen
right after the Great Recession and
continues through to today. In 2020, the
difference between the median price for
cash and non-cash sales was $100,000.
The price differential is notable for all
residential property types but is most
significant for single-family and three-
family homes. This price differential is
another way investors are cutting non-
investors out of the market even further.

Although investors may be able
to purchase properties at a discount,
collectively their dollars add up. In
2018, the total dollar amount spent by
investors on residential property in
Greater Boston was nearly $10 billion,
up $2 billion from 2004 after adjusting
for inflation.
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High-Density, Racially
and Ethnically Diverse
Urban Markets Are
Impacted the Most

The research also showed that lower
income neighborhoods of color
are those most likely to experience
housing speculation. Lower income
neighborhoods and communities of
color have experienced the effects
of systemic racism for generations,
from redlining and segregation to
subprime loan predation and mortgage
discrimination. Today, many of these
neighborhoods are home to some of the
last remaining unsubsidized affordable
homeownership opportunities in the
region.

MAPC found that, rather than
going to residents who identify as
Black, Indigenous, and people of color
(BIPOC) or first-time homeowners,
many homes are going to speculators.
Households of color in Greater Boston
are significantly less likely to own their
homes than White households. In 2021,
two-thirds of White heads of households
owned their homes, whereas one-third
of Black, half of Asian, and only 29% of
Latine heads of households in the region
owned their homes.’

Black and Latine mortgage applicants,

even those with high incomes, are much
more likely to be denied a loan than
White applicants. State and federal
programs focusing on low-income or
first-generation homebuyers may seek
to reduce the racial wealth gap, but
these programs are often not equipped
to function in a fast-moving housing
market and are rarely sufficient to
compete with cash buyers.

Using its own housing submarket
research to analyze investor activity
in Greater Boston’s varied housing
markets, MAPC found that investor
activity is most likely to occur in the
region’s high-density urban submarket
with relatively low housing prices
(Submarket 2 in Figure 4), which is
home to the highest share of renters,
BIPOC, and immigrant populations
among the region’s seven submarkets.
A housing submarket is defined as a
collection of neighborhoods—some next
to each other, some not—with similar
housing stock and housing market

characteristics. l
o -3 ol
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B Figure 4: Housing Submarkets

WHAT ARE SUBMARKETS?

A housing submarket is a collection of neighborhoods— The neighborhoods in each submarket share common
some next to each other, some not—with similar needs and challenges, regardless of geographic location.
housing stock and housing market characteristics. MAPC's study revealed seven distinct housing submarkets
These characteristics determine who can find, afford, in the Greater Boston region.

and remain in suitable housing in that neighborhood.

. Submarket 1 High-Density Urban, High Prices

. Submarket 2 High-Density Urban, Lower Prices
Moderate-Density Urban, Moderate Prices
Low-Density Urban-Surburban Mix, Lower Prices
Low-Density Surburban, Highest Prices

. Submarket 6 Low-Density Surburban, Mixed Prices

. Submarket 7 Low-Density Surburban, Moderate Prices

Investors made nearly one-third of all purchases over and racial and immigrant populations comparable to the
the study period in Submarket 2, which includes areas of regional average. Submarket 1 includes areas such as Downtown
Roxbury, Chelsea, Framingham, and Lynn. Households in this Boston and is characterized as a premium-priced, high-density
submarket already face the highest cost burdens, with a quarter submarket with increasing home prices and rents. Submarket 3
of households spending more than half their income on rent. includes areas with moderate density and older housing stock
Investor activity was highest in urban markets, including in such as areas of Dorchester, Somerville, and Lynn.
Submarket 1, the densest submarket with the second highest While there was less investor activity in suburban markets
prices, as well as in the moderate-density, moderately priced with high prices, they too have experienced an increase in
Submarket 3, which has a mix of high- and low-cost housing investor activity since the 2008 recession.
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B Figure 5: Share of Transactions That Are Investor Purchases by MAPC Submarket, with Foreclosures, 2004-2018
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Large-Scale Investors Flip Homes for Profit

MAPC found that 9% of residential buildings bought in Greater
Boston between 2002 and 2022 were flipped within the next 2
years, with the highest flip rates among apartment buildings
(12%) and three-family homes (11%). Large and institutional
investors were the most likely to flip the homes they purchased,
with nearly a quarter of single-family homes and a fifth of two-
family homes purchased by large or institutional investors being
flipped, compared with rates of just 8% and 9%, respectively, for
non-investor buyers.

While the analysis showed that investor purchase activity
jumped during the Great Recession, there was a lull in flipping
activity in the years leading up to and immediately after the
recession. Flip rates before the recession were high, reaching
12% of all purchases in 2003, and declined to a low of 6% in
2007 through 2009. Rates increased to 10% by 2014 and stayed
relatively steady at 9% or 10% through 2019.

B Figure 6: Percent of Purchases That Became Flipped Properties by Year, MAPC Region, Excludes Foreclosures
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While flips occurred at similar rates
across submarkets, MAPC found that
flipping was most common in Greater
Boston’s highest value submarket,
Submarket 5. Comprising low-density,
high-value suburban areas, flips in this
submarket contribute to pushing already
“exclusive” neighborhoods further out
of reach for the average Massachusetts
resident. Finally, the agency found that
investors resell their flipped properties
for significantly more than the original
purchase price, compared with non-

investors. Since 2010, investors who
flipped their single-family properties
have seen median resale prices 55% to
85% higher than they originally paid
for the properties; by comparison,
non-investors who flipped single-family
properties have seen median resale
prices only 12% to 25% higher in the
same period.

Flips have two important impacts on
the region’s housing market. First, they
take lower priced houses off the market
for potential owner-occupant buyers.

In 2020, the median purchase price for

a home or building that will ultimately
be resold within 2 years was $160,000
less than it was for those not sold within
2 years. That price differential has been
steadily climbing since 2014. Second,
homes that are flipped are resold at a
higher price, significantly higher when
an investor is doing the flipping. These
dynamics combined—that is, purchasing
at a discount and flipping at a profit—
make it hard, if not impossible, for an
average family to purchase in the market.

B Figure 7: Percent of Purchases That Became Flipped Properties by Investor Size and Real Estate Type, Excludes

Foreclosures, 2004-2018
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B Figure 8: Median Percent Difference in Sales Price of Flipped Single-Family Homes, by Investor Type, MAPC Region,
without Foreclosures (2004-2018)
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The Impact of Investment
on the Greater Boston
Housing Market

The data MAPC analyzed from the past
2 decades tell an important story about
the impact of investment activity on
the Massachusetts housing market. The
already competitive housing market

is made even more crowded and out

of reach by the presence of investors.
Investor purchases account for 21% of
all transactions in the MAPC region
over the study period and are most
prevalent in the two- and three-family
home market, reaching 30% and 50%,
respectively, in 2018. Investors are
more likely to pay for properties using
cash, often allowing them to purchase
properties at lower prices than non-cash
buyers. Although investment happens
across the region, lower cost urban
neighborhoods of color experience

the highest rate of investment activity,
adding to displacement pressures

and restricting homeownership
opportunities. Institutional and large
investors are buying up large swaths of
properties at a discount and flipping
them at a premium, further adding to
the rapid increases in prices around

the region.
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Since 2010, investors who flipped their

single-family properties have seen median

resale prices 55%-85% higher than they

originally paid for the properties.

Speculators are able to take off the
market the little remaining naturally
occurring affordable housing in the
Greater Boston region. This investor
activity exists because market systems
and government policies have enabled
housing to become a lucrative
commodity rather than a necessity
for survival and a human right. In
their current form, these systems and
policies—and the investment activities
they allow—make the state’s goals of
expanding homeownership opportunities
and reducing racial wealth disparities an
uphill battle that will be hard to win.

One of the reasons investors can profit
in this market to the degree they do is
the lack of supply and relatively inelastic
demand for housing in the Greater
Boston region. An increase in housing
supply is profoundly needed in the
region, yet increased supply alone will
not solve the housing crisis. It is nearly
impossible for the average household
to compete with investors who can pay
cash for properties, resell, and use their
profits to buy more housing. In addition,
investors are likely to purchase properties
from the existing housing stock instead
of more expensive new construction.
This leads to the existing, more naturally
affordable housing stock moving out of
reach for the typical buyer.

In addition, financial resources
that communities invest in their
neighborhoods often generate an
increase in property values, beyond
the investment of individual property
owners. The increase in property value
that a homeowner sees because of a new
mural down the street or a cleaned-up
community garden may have very little
or nothing to do with the individual
property owner. How different would
the community look if that increase
in property value were invested back
into the neighborhood in the form of
more attainable, affordable housing
opportunities or more stable rental
options?

The current housing system does not
work well for many low- to moderate-
income renters and prospective
homebuyers, while allowing a few
investors to make immense profits. It is
critical to begin examining the impact
of the commodification of housing not
only on the Commonwealth’s ability to
house people today, but also for future
generations. The practice of housing
speculation is unsustainable as a whole
and will make it more difficult to
achieve safe and stable shelter for all in
communities throughout the region.
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| Table 3: Recommended State and Local Government Actions to Reduce Speculative Real Estate Investment
and to Mitigate Its Impacts on Tenants and Local Housing Markets

Discouraging Speculation Generating Resources Providing Assistance
Local option tenant right of first refusal, Local option transfer fees Residential Assistance for Families in Transition
with financial support (RAFT)

Statewide deeds excise tax
Local option rent stabilization Massachusetts Rental Voucher Program

Deeper foreclosure protections for (MRVP)

LLC ownership transparency owners and renters
First-time homebuyer assistance

Foreclosure protections
Foreclosed property sale for affordable housing

Local property tax rate reform
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Policy Recommendations
to Reduce Real Estate
Speculation

In response to these trends, MAPC
recommends a set of policy solutions
to discourage speculation, generate
revenue for affordable housing from
the speculation that does occur,

and provide housing assistance and
greater stability to Massachusetts
residents. Policies such as establishing
a tenant right of first refusal and
regulating rents, as well as state and
local foreclosure protections and
acquisition programs, first-time
homebuyer assistance, and municipal
property tax reform could help
improve housing affordability in
Massachusetts, especially by retaining
the affordability of some of the
housing that already exists. Where
implemented, these policies reduce
incentives for speculation by expanding
market access for affordable housing
developers, limiting the potential
profits from speculation, and better
enabling low- and moderate-income
homeowners to stay in their homes.
MAPC further identified local option
transfer fees and statewide deeds excise
increases as potential mechanisms

to capture and reinvest revenue from
investment activity. Through their basis
in a percentage of a property’s value,
these mechanisms allow both state and
local government to ensure that revenue
generated for affordable housing can
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keep pace with rapid escalations in
housing costs. Transfer fees have the
added benefit of potentially deterring
speculative investors with large
portfolios and disincentivizing short-
term flipping. These mechanisms ensure
that a measure of the value, which
investors extract from communities,

is reinvested in those communities

to mitigate housing instability and,
along the way, help to reduce housing
instability brought on by speculators
buying up residential real estate without
community benefit in mind.

Finally, MAPC has also recommended
legislation to provide transparency into
limited liability company ownership.
The lack of transparency into LLC
ownership and the end destination
of LLC profits makes it difficult to
determine which individuals or entities
have an interest in an LLC, shielding
investors from proper review of
conflicts of interest involving an LLC’s
real estate transactions, obscuring tax
liability, and making the landscape of
speculative investment hard to analyze.
Providing greater transparency into
the individuals or entities that have a
beneficial interest in an LLC would both
improve state government’s ability to
pursue legal action in cases of conflicts
of interest and better shield against tax
evasion. Such transparency would also
give tenants, researchers, and housing
advocates more visibility into property
ownership—and thus into who is
shaping their communities.

Jessie Partridge Guerrero
is the director of data services
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Planning Council.

Alexa DeRosa is regional
planning data analyst with
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Planning Council.
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October 17, 2023, https://www.redfin. com/news/
homebuyer-income-afford-home-record-high/.

2) The Boston Foundation, 2023 Greater Boston
Housing Report Card, November 14, 2023, https:/
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november/2023-greater-boston-housing-report-card.

3) Data Source: American Community Survey, 5-Year
Estimates, 2017-2021.

4) Metropolitan Area Planning Council, Metro Boston
Regional Indicators, 2022, https://mapc.gitbook.
io/metrocommon-x-2050-indicators/high-income-
mortgage-denial-rate-gaps-by-race-and-ethnicity
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A UMass Boston research team developed a simulation model to estimate usage, costs, employment, and

poverty impacts of Massachusetts legislation providing financial assistance for high-quality child care and early

education to families. Findings indicate that assistance would enable 34% more children to access licensed

care, substantially reducing the cost burden for many families. With more parents able to afford reliable care,

some, especially mothers of young children, will be able to increase their employment. Additional earnings

would lift some families out of poverty. This family assistance investment in child care and early education

would cost $1.7 billion annually.

Introduction

The COVID-19 pandemic made it clear just how essential
affordable, high-quality, and accessible child care and early
education is for children, families, employers, and the
economy. Economists have long recognized education as
a public good—a good whose benefits reach far beyond
those directly engaged in the purchase and use of that good
or service. When public goods are privately produced in
markets, their cost is high and typically underproduced. This
means that only those who can afford to pay for child care
and education will be able to purchase high-quality care,
resulting in inadequate supply and increased inequities.
Child care and early education could be considered
a “super” public good, representing a form of social
infrastructure. The return on investment in non-parental
quality care is well documented.! When children receive
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stimulation, socialization, and education, it enables them to be
and do well. It is also an important “input” that facilitates the
ability to conduct our economic lives. Quality and dependable
child care and early education allows parents, particularly
mothers, to gain and keep employment, in turn allowing
businesses to operate more smoothly. A recent study by the
Massachusetts Taxpayers Foundation found that “insufficient
child care costs the Massachusetts economy roughly $2.7
billion in earnings, higher business expenses, lost productivity,
and foregone tax revenue each year.”? There is a strong case
to be made for public funding of early education and care,
especially in Massachusetts, where inequality is high and
employers face tight labor markets.

All levels of government are already investing in child care
and early education through federal government grants, the
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Head Start Program, and state and
local funding for pre-K. However, this
investment does not reach the majority
of families using child care and early
education. Most federal and state
programs are targeted toward poor and
low-income families, and these programs
have lengthy waiting lists. And while
public pre-K has expanded in recent
years, it serves only a fraction of children
(ages 4 and 5, primarily). In short,
despite the benefits of high-quality early
education and care and the high need,
there is not enough available, and what
is available is often expensive, despite the
low wages of early educators.

Child care and early education is
a priority for many elected officials,
including Governor Maura Healey.
Legislation to make high-quality child
care and early education more affordable
for families, ensure appropriate

compensation and benefits for educators,
and provide stable funding to providers
is being considered by Massachusetts
lawmakers. Several bills have been filed,
with a broad coalition of stakeholders
advocating for changes to ensure a
stable, equitable, high-quality child care
and early education system that lowers
the cost burden on families. Research
has indicated that financial assistance for
child care leads to more licensed care for
children in families that cannot currently
afford it, resulting in higher quality care,
which in turn improves educational,
social, and economic outcomes for
children.*

Making quality care more affordable
for families affects the decisions parents
make about the care and education their
children receive. It also allows for more
reliable care for longer periods, which
paves the way for both increased and

more stable employment for parents,
especially mothers. This boosts the
economic status of families, including
lifting some out of poverty, and has
advantages for employers.

To better understand some of the
impacts of expanding financial assistance
to families for child care and early
education, a multidisciplinary team
of researchers from UMass Boston,
through the Early Education Cost and
Usage Simulator Project (CUSP; see
box), developed a statistical model
that simulates parents’ decisions about
care usage to estimate how much
more licensed care may be needed in
Massachusetts and what employment
and income changes may take place with
increased access to affordable licensed
quality child care and early education.

UNIVERSITY OF MASSACHUSETTS BOSTON
EARLY EDUCATION COST AND USAGE SIMULATOR PROJECT (CUSP)

Led by the Institute for Early Education Leadership and Innovation'” and the Center for Women in Politics and Public Policy,

the UMass Boston Early Education Cost and Usage Simulator Project (CUSP) produces current, relevant, accurate, and responsive
estimates about the key impacts of proposed legislation to expand access to affordable, quality child care and early education.
With financial support from the Commonwealth’s Children Fund, the project’s multidisciplinary team has developed a
simulator—a tool for analyzing changes in the utilization of licensed care and education, out-of-pocket costs for families,
parental employment, and family income when eligible families pay considerably less for quality child care and early education.

The team released its first research brief in October 2023, with forthcoming products aimed at providing additional information
to guide policymaking around child care and early education affordability, quality, and access in Massachusetts. Future
publications will focus on the demographic characteristics of families and children, geographic analyses of anticipated demand
and current supply of early childhood educators, and cliff effects of proposed legislation with potential mitigation approaches.

UMass Boston'’s Institute for Early Education Leadership and Innovation provides the leadership development opportunities and
infrastructure that early educators need to support thriving children and families. Founded in 2016, the institute drives systems
change by cultivating effective leaders who reflect and represent their communities—through workforce and leadership
development, research, and partnerships that strengthen the larger early education ecosystem. UMass Boston'’s Center for
Women in Politics and Public Policy, established in 1994, aims to promote diverse women'’s leadership to achieve more just,
equitable, and responsive public and institutional policies and meaningful inclusion. Through its innovative educational
programs, policy-relevant research, and public forums, the center works to ensure that the voices, expertise, and experiences

of all women are valued and included in civic discourse and the policymaking process.

CUSP Website: https://www.umb.edu/earlyedinstitute/research-policy
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Methods

Estimates related to child care usage behavior are based

on data from the 2019 National Survey of Early Care and
Education (NSECE) household survey, sponsored by the Office
of Planning, Research, and Evaluation (OPRE) in the U.S.
Department of Health and Human Services Administration for
Children and Families (ACF). This nationally representative,
publicly available survey includes 8,576 households with 15,981
children under 13 years of age, with basic demographic, parental
employment (i.e., weekly hours of employment, training,

and education), and income information about adults in the
household and detailed information on early care and education
usage for each child in the household, including hours of care,
types of care, and out-of-pocket costs during the survey week.
The survey is used to estimate the probability of a child using
each of several types of child care, conditional on the child’s and
their family’s characteristics. This information is also used to
estimate weekly hours of care and weekly out-of-pocket costs

of care for the child.

To obtain estimates of child care usage in Massachusetts,
the simulator runs scenarios for each child in the U.S. Census
Bureau’s 2015-2019 American Community Survey Public
Use Microdata Sample (PUMS), a 5% representative sample
of Massachusetts households and the individuals who live in
them. The simulator is calibrated to reflect current child care
usage in Massachusetts using administrative data from the
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Massachusetts Department of Early Education and Care (EEC)
and from a survey of Massachusetts families with children

3 to 4 years of age.’ Several previous studies were used to
program the simulator to estimate the impact of lower out-of-
pocket costs for child care expenditures on child care usage
and parents' employment.® There is a wide range of estimates
on employment; the simulator uses mid-range estimates,
consistent with those studies.

The simulator has policy handles for parameters such as the
age of eligible children and family income eligibility. Proposed
legislation covers a substantial portion of care costs for eligible
families with children in a licensed setting. The research
presented here focused primarily on licensed care provided
in early education and care centers, by family child care
providers, and by organizations that provide out-of-school time
programming for school-age children and only for children
under 14 years of age or under 17 if they have a disability (see
box for relevant definitions). While the simulator also estimates
Head Start and public pre-K usage, these programs are not
reported here because (among other reasons) they are at or
close to current capacity, and it is anticipated that new demand
for child care and early education will largely be provided by
licensed centers, non-school organizations, and family child
care providers.

MASSBENCHMARKS.ORG



B Definitions

Child Care and Early Education

Any non-parental child care and early education services provided to any person younger than 14 years old,

or under 17 years old with special needs, outside the public school (K—12) setting.

Family

A family consists of the children and their parents or caregivers and has at least one child who is under
14 years of age, or under 17 if they have a disability indicated on the PUMS.

Parent/Caregiver

A parent is someone who has one or more children in the family. Caregivers include grandparents or household
heads when the child has no other identifiable parents but is a grandchild or other relative of the household head.

Income-Eligible Family

A family with one or more children whose family income is at or below 85% of the state family median income
(SMI) for a family of its size. Income is the sum of the parents’ incomes and does include the income of other
family or household members.

Family Child Care

Child care and early education provided by an individual that takes place in a private residence outside the
parent’s home where the provider does not have a prior relationship to the parent and is not a center or

organization, using the definitions from the 2019 NSECE household survey.

Center-Based Care

Child care and early education that takes place in a center-based early care and education (ECE) setting,

using the definitions from the 2019 NSECE household survey.

Organizational Care

Child care and early education that takes place in an “other organizational ECE" setting, using the definitions
from the 2019 NSECE household survey.

Licensed Care

Center-based child care and early education, other organizational ECE, and family child care, as defined in

the 2019 NSECE household survey, that is covered by a license to operate issued by a state or territory government.

Unlicensed Care

A child care and early education provider that does not have a license to operate issued by a state or territory
government. This can be paid, as is the case with some in-home care (e.g., nanny), or unpaid.

Non-Parental Care

Child care that is provided by someone who is not the child's parent, guardian, or grandparent if there

is no parent or guardian in the household. It is one of the forms of care defined earlier.

Infant Any child 0-14 months old.
Toddler Any child 15-32 months old.
Preschool Child Any child 33 months to 5 years 8 months old.
Pre-K Child A child typically aged 4 or 5 during the year prior to kindergarten entry.

School-Age Child

A child aged 5 years 9 months or older.
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Current Care Usage

As depicted in the top panel of Table 1, there are just over one
million children under 14 years of age (or under 17 if they have
a disability) in the Commonwealth, with 558,000 currently
using some form of non-parental care. Parents use a variety

of forms of care, including licensed and unlicensed care. The
majority (63%) of children using non-parental care are younger

than school age. Of that group, 70% are in some form of non-
parental care, with 44% using licensed care. Forty-three percent
of school-age children are in non-parental care, with one-third
in some form of licensed care, which is typically considerably
less expensive than care for younger children.

[ Table 1: Number of Children in Non-Parental Care by Type of Care and Age of Child, Currently and Under Legislative

Proposal (S. 301)

All Children Infants Toddlers Preschool  School Age
Total Number of Children 1,039,200 84,000 108,900 215,100 631,100

Current Non-Parental Care*

Number of children using any non-parental care (excludes K-8) 558,000 47,500 68,600 167,700 274,200
Number of children in any licensed care (excludes Head Start and public pre-K) 268,600 26,100 45,400 106,800 90,200
Number of children in any unlicensed care 363,000 31,900 42,700 66,700 221,700

Number of children using unpaid non-parental care 186,700 17,400 25,700 35,800 107,900

Non-Parental Care Under Legislative Proposal (S. 301)*

Number of children using any non-parental care (excludes K-8) 605,900 59,500 81,600 185,600 279,300
Number of children in any licensed care (excludes Head Start and public pre-K) 360,700 44,700 66,500 141,500 108,000
Number of children in any unlicensed care 331,600 27,700 37,500 57,300 209,000

Number of children using unpaid non-parental care 174,600 16,200 24,000 31,500 102,900

Change in Licensed and Unlicensed Care

lz)c(:lej;(eesir;z;;nks)grfg;f;iIslrjir;icinplrif;)sed care under legislative proposal 92,100 18,600 21.100 34700 17,800

Decrease in number of children in unlicensed care under legislative proposal -31,400 -4,200 -5,200 -9,400 -12,700

Percent change in unlicensed care under legislative proposal -8.7% -13.2% -12.2% -14.1% -5.7%

m Note:

*Numbers have been rounded, so some row totals may not add up. Column totals of non-parental care do not add up because many children use more than one type of non-parental care.

Source: UMass Boston Early Ed Cost and Usage Simulator Project (CUSP), October 2023.
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The data from NSECE do not distinguish if a family is
currently receiving a child care subsidy or voucher. According
to administrative data, a small percentage of children in non-
parental care are in government-subsidized child care and
education care (not including public K-8 education). In 2022,
just over 52,000 children under the age of 15 in Massachusetts
received subsidies through the state,” which was less than
10% of children in non-parental care settings and just under
20% of those in licensed care. Additionally, the Massachusetts
Department of Elementary and Secondary Education reported
that 30,924 were enrolled in public pre-K in 2022-2023, while in
Fiscal Year 2020, Head Start enrolled just under 12,000 (children
in these settings are not included in Table 1).®

Massachusetts is one of the highest cost states regarding child
care and early education.’ The simulator estimates that of the
624,000 Massachusetts families with children under 14, 33.6%
pay for care at an average annual amount of $19,800 (in 2022
dollars).!® For all families with at least one child not yet school
age, this accounts for 9.3% of their income. For single-parent
families with younger children, costs are 17.9% of their income
and 8.8% for two-parent families. For families whose income is
at or below the poverty line, child care costs for young children
represent 28.7% of their income.

Legislative Proposal and Family Eligibility

The following estimates are based on eligibility and financial
assistance guidelines set forth in Massachusetts Senate Bill 301,
filed in 2023." This legislation specifies that all children under
age 14 (and those under 16 with special needs) are covered if a
family meets income eligibility requirements. The bill specifies
several eligibility levels of family income, depending on available
funding. The initial level of income eligibility is set at 85% of state
family median income (SMI), which is used in all estimates here.

As is the case with current child care subsidies, the bill specifies
that families with incomes below the federal poverty line would
not pay anything (or are fully reimbursed) for licensed child care.
Families with up to 85% of state median income incur an out-
of-pocket cost of up to 7% of their income above the poverty line
for licensed child care costs. Income thresholds for the poverty
line and SMI vary by family size; Table 2 shows 2019 levels of
SMI, 85% of SMI, and federal poverty guidelines by family size.”®
In 2019, 85% of SMI for a family of three was $81,264, and the
poverty income threshold was $21,330. Therefore, as an example,
a family of three with an income of $50,000 would pay no more
than $2,007 annually for licensed child care and early education
for their children under 14, or under 17 with special needs.

® Table 2: 2019 State Annual Median Income (SMI), 85% of SMI, and Federal Poverty Guidelines for Family Sizes 2-8

Family Size SMI 85% SMI Poverty Guideline
2 $77,394 $65,785 $16,910
3 $95,605 $81,264 $21,330
4 $113,815 $96,743 $25,750
5 $132,025 $112,222 $30,170
6 $150,236 $127,700 $34,590
7 $153,650 $130,603 $39,010
8 $157,065 $133,505 $43,430

W Note: 85% SMI is calculated using U.S. Department of Health and Human Services (2018) LIHEAP State Median Income (SMI) estimates for a family of four and methodology for determining

.60 SMI for families of different sizes.

Source: U.S. Department of Health and Human Services, Office of Community Services. (2018). LIHEAP IM 2018-3 State Median Income Estimates for Optional Use in FY 2018 and Mandatory
Use in FY 2019. https://www.acf.hhs.gov/ocs/policy-guidance/liheap-im-2018-3-state-median-income-estimates-optional-use-fy-2018 and U.S. Department of Health and Human Services,
Office of Assistant Secretary for Planning and Evaluation. (2019). 2019 Poverty Guidelines. https://aspe.hhs.gov/topics/poverty-economic-mobility/poverty-guidelines/prior-hhs-poverty-guidelines-

federal-register-references/2019-poverty-guidelines.
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It is estimated that 315,400—just about half—of the 624,000
Massachusetts families with children under 14 (or under 17 with
special needs) meet the income eligibility requirements under
the legislative proposal. Because single-parent families have
much lower incomes on average than two-parent families, 87%
of all single-parent families are income eligible, while 36% of
two-parent families are eligible. Still, because 72% of all families
with age-eligible children are two-parent families, they comprise
just over half of all income-eligible families. As depicted in
Figure 1, most eligible families (70%) have incomes above the
poverty income threshold.

B Figure 1: Distribution of Eligible Famillies

Single-Parent
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Under the legislative proposal, financial assistance would
be provided to 128,500 families. While this covers 20.6% of all
families with children, financial assistance reaches almost one-
third (31.9%) of all families using any type of non-parental care
and almost half (47.3%) of all families that pay for that care.
The average amount for a family receiving financial assistance
would be $13,260 (using 2022 prices).

It is estimated that 40.7% of all income-eligible families
would use financial assistance. It may seem surprising that
nearly 60% of eligible families would not use the newly available
financial assistance; however, some families with incomes at
or below 85% of SMI may already receive child care financial
assistance through a voucher or have a child who attends Head
Start or Early Head Start, is enrolled in a public pre-K program,
or participates in a subsidized out-of-school program. Other
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families may prefer to use only parental or unlicensed care by
a relative or someone else in their own home. Income-eligible
families receiving financial assistance have slightly lower average
incomes, are much more likely to have a child younger than
school age, and pay a much higher percentage of their income
toward child care costs compared with eligible families that
do not take advantage of the financial assistance under the
provisions of the legislative proposal. Because 85% of income-
eligible families that would use financial assistance under the
provisions of the legislative proposal have a child who is not
yet school age, funds would be primarily geared toward young
children.

Impacts of the Legislative Proposal

USAGE

There is substantial evidence of the benefits of receiving quality
child care and early education," yet many children do not have
access to such care and education given the unmanageable
cost burden it imposes on many Massachusetts families. With
financial assistance, many families will increase their current
usage of licensed care as well as shift from parental-only care or
unlicensed care to licensed care. While the simulator generates
estimates of licensed care, it does not incorporate or indicate
quality measures aside from child care licensure, which is a
critical element of quality care according to the literature.
The simulator also does not estimate the costs associated with
direct assistance to providers to improve the quality of care
that is included in the proposed legislation.

Because the type and cost of licensed care parents find are
shaped by the age of their child, estimates here are broken
down by age in two ways: (1) school-age and under-school-age
children; and (2) for those children not yet school age, by age
group (infant, toddler, preschool). Please refer to the definitions
box for age-group definitions.

Figure 2 shows that among families that currently use any
non-parental care, there is a large increase in the percentage
of families that would choose to use licensed care due to
the availability of financial assistance under the legislative
proposal. This increase in licensed care usage is most
pronounced for children not yet school age: up from 55% to
75% for infants; from 66% to 82% for toddlers; and from 64%
to 76% for preschool children. The numbers of children who
will use any licensed care and education under the legislative
proposal is depicted in the second panel of Table 1, while
the number and percentage increase in care types is shown
in the third panel. There is a 34% increase in the number of
all children using licensed care, with the largest percentage
increase for infants, followed by toddlers.
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B Figure 2: Percent of Children in Non-Parental Care That Use Any Licensed Care, Currently and Under Legislative

Proposal (S. 301)
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B Note: Excludes Head Start, public pre-K, and K-12.
Source: UMass Boston Early Ed Cost and Usage Simulator Project (CUSP), October 2023.

Cost Burden on Families

The simulator estimates that about 128,500 families would use
the financial assistance offered under the legislative proposal—
almost half (47.3%) of all families that pay for care. The average
amount of financial assistance a family receives is $13,260
(using 2022 prices).

For all income-eligible families (whether or not they use
financial assistance) with children who are not yet school age,
the legislative proposal reduces all child care costs (licensed
and unlicensed) as a percentage of income from 13.6% to 4.2%

2024 | VOLUME 26 ISSUE 1

Preschool

76.2%
38.7%
32.9% I
School Age

(see Figure 3). Poor single-parent families with a child who is
not yet school age currently pay 38.6% of their income toward
all child care. Under the legislative proposal, that would fall
to 8.5%.

For the income-eligible families that use financial assistance
under the legislative proposal, the percentage of income that
goes to child care is reduced from 17.2% to 4.3%. For single
parents who use financial assistance and whose youngest child
is not yet school age, the cost burden is reduced from 24.7% of
income to 3.7%, and for two-parent families, that burden falls
from 16.3% to 4.8%.
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B Figure 3: Child Care and Early Education Costs as Percent of Family Income for All Families with Income up to 85%
SMI with Child Younger Than School Age, Currently and Under Legislative Proposal (S. 301)
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W Source: UMass Boston Early Ed Cost and Usage Simulator Project (CUSP), October 2023.

Employment

There is a substantial body of research showing how parents’,
especially mothers’, employment decisions change when

licensed care is subsidized. This happens for two main reasons.

First, when the cost of care falls, the gains from employment
are considerably higher, so it becomes more worthwhile to
enter the labor force or to work more hours. Second, research
has shown that licensed care is often much more reliable
than unlicensed care, allowing for more stable employment
opportunities.

There are over one million parents residing with their
children under 14 or younger (or 17 with special needs) in the
Commonwealth; 584,000 (55%) of parents are mothers, and
473,000 (45%) are fathers. Currently, 83% of all parents are
employed, and fathers have a higher employment rate (91.4%)
than mothers (74.2%).

With financial assistance provided for licensed child care
and early education, fathers’ total employment changes very
little (by less than 1,000), but mothers’ employment increases
by 10,400—from 74.2% to 76.0%. The increase in mothers’
employment rate is greatest for mothers whose youngest
child is not yet school age (i.e., either an infant, toddler,
or preschooler)—from 70.5% to 74.0%. In addition to new
employment, 21,000 currently employed parents will increase
the number of hours worked, representing 1.3% of currently
employed fathers and 3.7% of currently employed mothers.
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Parents whose youngest child is not yet school age will see
larger increases (a 2.3% increase for fathers and 6.8% increase
for mothers) in the number of hours worked. Because of higher
employment levels and more working hours, there will be a
1.7% increase in the total number of hours that all parents
work: a 0.5% increase in fathers’ total hours and a 3.2% increase
in mothers’ total hours.

Figure 4 depicts three types of changes in maternal

employment by age of youngest child.
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B Figure 4: Percent Increase in Employment, Already Employed and Working More Hours, and Total Hours of
Employment of Mothers Due to Legislative Proposal (S. 301), by Age of Youngest Child
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W Source: UMass Boston Early Ed Cost and Usage Simulator Project (CUSP), October 2023.

Poverty Rate Reduction

When parents work more, they earn more. As a result, some
families will earn enough to exit poverty. In Massachusetts, the
poverty rate of families with children under 14 (or under 17 ifa
child with special needs) is 15.5%. Single-parent families, with
one adult who is both the primary breadwinner and caretaker,
face a poverty rate of 41.6% compared with that of 5.2% for
two-parent families. All poor families are eligible for financial
assistance under the legislative proposal.

The parental time and costs associated with care for younger

children tend to be greater than they are for school-age children.

These demands shape mothers’ employment options, and, as
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a result, families with young children, especially single-parent
families, are poorer than families whose youngest child is school
age. Figure 5 depicts poverty rates for all single-parent and two-
parent families and by age of youngest child currently and under
the provisions of the legislative proposal. In terms of all eligible
families, no matter the age of the child, access to affordable
quality child care and early education under the legislative
proposal directly reduces family poverty rates by 1.3 percentage
points to 14.1%. For all single-parent families, poverty rates fall
to 38.5%, and the two-parent poverty rate is reduced to 4.5%.
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B Figure 5: Poverty Rates Currently and Under Legislative Proposal (S. 301) by Type of Family and Age of Youngest Child
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Bottom Line: An Investment
in the Future

Quality child care and early education
matters for children’s development, for
families’ economic opportunities, and for
businesses in the Commonwealth. But
it is expensive, despite the relatively low
compensation rates for early childhood
and out-of-school time educators. The
cost is currently being borne primarily
by individual families, and for far too
many families in Massachusetts, this
cost is prohibitive, especially for those
with infants, toddlers, and preschool-age
children. Yet, families are not the only
ones bearing the costs of insufficient care
(regardless of quality). The Massachusetts
Taxpayers Foundation estimates that $2.7
billion is being paid by families through
lost earnings, by businesses through lost
productivity and increased expenses, and
by the Commonwealth through foregone
tax revenue.

Not surprisingly, then, the cost to the
state for providing financial assistance

to help families pay for child care

and education is high. The simulator
estimates the financial assistance costs
under the current legislative proposal
to be $1.7 billion (in 2022 dollars).

This does not include current public
expenditures on child care and early
education. In addition, it does not
include an estimate of the funds needed
to provide operational costs to providers
to enhance the quality of care largely
through salary increases, which are
necessary to both properly compensate
for quality care and grow the workforce
to meet increased demand.

There is enormous value in child
care and early education not only for
children and families, but also for the
Commonwealth’s economic engines—

which is precisely why it is a public good.

The simulator provides estimates of the
usage and costs associated with turning
this mostly privately produced good into
a public one, allowing us to envision a
stronger future for families, children,
and Massachusetts.
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Turning the Tide on
Housing Unaffordability
in the Commonwealth

EDWARD AUGUSTUS, SECRETARY OF THE MASSACHUSETTS
EXECUTIVE OFFICE OF HOUSING AND LIVABLE COMMUNITIES

Massachusetts has not kept up with housing production for
decades, but through smart planning, bold legislation, and
targeted spending, the state can help make housing more
affordable for many more families in the Commonwealth,

reinvigorate communities, and stimulate economic growth.

* MASSBENCHMARKS-ORG



Do you remember the first apartment
you rented on your own? Maybe it
wasn't big, and maybe you had to jiggle
the door for it to close right. But the rent
wasn’t bad, and you could walk to the
store. Or maybe it was that first home
you bought. You cut back on dining out
and scrimped and saved each month
until you managed to squirrel away
enough money for that downpayment.

SPIRALING HOUSING COSTS

Increasingly, these kinds of experiences
are no longer a reality for many
Massachusetts residents. Rents and
home prices are spiraling out of reach.
According to the real estate
marketplace company Zillow,
the median rent for apartments
in Massachusetts is now $3,200 a
month—$3,400 a month if you just look
at Boston. These numbers dip as you
move westward across the state, but
so does the median income. And the
situation for those looking to buy is no
better. According to Redfin, the median
home price in Massachusetts was
$573,700 in January, up 7% from 2023.
Meanwhile, the number of homes for
sale dropped 7% over the last year.
Forget about bargain hunting. Nearly
43% of sales were over the listing price.
Consequently, young people in the
Commonwealth are living with their
parents longer or moving to states where
their paycheck can go further. For many
others, the dream of homeownership has
become a fantasy. And those who can
afford to rent or buy sometimes spend
50% of their income on housing.
The current housing crisis did not
happen overnight. For the past 15
years, housing production has not
kept pace with demand. From 2008 to
2022, Massachusetts averaged 7,021
new residential buildings permitted
per year, according to the U.S. Census
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Bureau’s Annual Building Permit Survey.
Compare that with 14,597 per year in
the 15 years before that. And when
supply is limited and demand high,

the intense competition for available
housing drives prices up.

CHALLENGES TO THE ECONOMY

This is a considerable problem for
Massachusetts residents chasing the
American dream. But it also threatens
our state’s economy.

At the center of that economy is
our talented workforce. We've done
a phenomenal job attracting young
people to our world-class educational
institutions. But though we've invested
in their education, we are graduating
them into a Massachusetts that may be
too expensive for many of them to live
in. That’s a poor investment. We need
them to stay.

Access to housing is critical to
retaining not only our state’s workforce
but also the companies that employ them.
The situation is even more problematic
in places like Cape Cod and the
Berkshires where the tourism industry
depends on seasonal workers who can
no longer find an affordable place to live.
Ask businesses in these communities
what their greatest challenge is, and
they’ll tell you it’s finding employees
because there’s no place close for them to
live. As a result, more than a quarter of
Cape Cod’s workers live oftf Cape. That’s
bad for them, it’s bad for the businesses,
and it’s bad for the environment.

The lack of housing has also made it
difficult for us to adjust to fluctuations in
our population.

This has added stress to our
emergency assistance (EA) family
shelter system following an influx of
new arrivals. But the new arrivals are
not the only people needing shelter. Half
the shelter population are long-time
Massachusetts residents. The greater
challenge forcing families to seek shelter
is that they can no longer find affordable
places to live.

PLANNING AND INVESTMENT
TO INCREASE PRODUCTION

In 2023, Governor Maura Healey formed
the Executive Office of Housing and
Livable Communities to tackle this crisis
on multiple fronts. There is no silver
bullet, but with smart planning and
investments, we can make Massachusetts
a model for turning the tide on this
troubling trend.

One of the ways we are doing that is
by helping communities comply with
the MBTA Communities Law. This law
was designed to ensure that we can build
multi-family housing close to our public
transportation stations if they aren’t
already there.

This law does that. And to help,
the state and its partners have given
$6 million to these communities for
technical assistance. This is good
housing policy, but it’s also good
transportation and climate policy.

It’s also good for our communities.

By encouraging multi-family housing
in downtowns and village centers,

we're building in customers to nearby
restaurants, markets, shops, and
entertainment who are spending money
in their own communities rather than
hopping in cars to drive elsewhere.

THE AFFORDABLE HOMES ACT

But we can't stop there. The Affordable
Homes Act, filed by the governor
last fall, is the Healey-Driscoll
Administration’s boldest move so far
to build more housing and curb rising
costs. This $4.1 billion investment
includes historic levels of funding
to jumpstart housing development
and provide more opportunities for
homeownership to Massachusetts
residents. It also reinvigorates our state’s
large public housing system with $1.6
billion in renovations because those
living in public housing should be able
to live with pride and dignity.

The Affordable Homes Act creates a
new program, the Momentum Fund, to
accelerate the construction of mixed-
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income multi-family housing—because
we know communities with blended
incomes are the strongest.

And with a strong focus on
homeownership among Black and
Hispanic communities, where
homeownership rates are historically
low, we can ensure that, this time,
everyone can benefit.

But it’s going to take more than
dollars to get us where we need to be.
The Affordable Homes Act includes 28
policy changes targeted at unlocking
housing production across the state.
This includes allowing accessory
dwelling units under 900 square feet
by right in every community. This is a
gentle way to add more housing and can
provide added income for homeowners
or offer options for aging parents. And
it doesn’t cost the state or our cities and
towns a dime.

Think of the home with a finished
attic or basement that can be converted
to a studio apartment, or the garage or
other detached building on someone’s
property that has space for a bedroom
and kitchenette. In many cases, the
result is invisible from the outside,
except for maybe another car in the
driveway.

We estimate this one change could
create 8,000 to 10,000 homes over 5 years.

The Affordable Homes Act also
creates a Seasonal Communities
designation and commission to focus
on the unique housing needs of places
like the Berkshires and Cape Cod that
depend on seasonable labor that can
no longer afford to live in these places.
These workers are essential to our state’s
tourism industry. We must provide
places they can afford, or else these
businesses can’t function.

A new surplus land initiative could
also open potential for developing long-
unused state-owned properties
for housing throughout the state.

In all, the Affordable Homes Act
would support the creation of 40,000
homes and help 30,000 more households
through financial assistance or
improved public housing. This puts
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us well on track to build 200,000 new
homes in the next decade and solve
the big problem: too few homes to go
around.

ECONOMIC BENEFITS

And here’s the added bonus: all this
building will not only create more
housing but also economic stimulus.
An economic impact analysis conducted
by the University of Massachusetts
Donahue Institute found that full
implementation of the governor’s
housing plan could generate or unlock
more than $10 billion in federal and
private funds, supporting 29,000 jobs
and generating as much as $25 billion in
total economic impact over 5 years.

This means not only jobs in the
building trades but also spillover to
other businesses—from the hardware
store selling supplies to the diner
flipping flapjacks for laborers.

In addition, the Affordable Homes
Act opens new business opportunities.
Think of firms specializing in the
design of accessory dwelling units or
companies focused on decarbonizing
our public housing.

There are still challenges for us to
overcome. High interest rates have
made it difficult for developers to find
the money to make more projects work.
And low unemployment rates make it
harder for contractors to find labor. But
these variables can change. Interest rates
will come down. And many of the new
arrivals to our state are ready and eager
to find work. We need them.

Residential construction employment
was up nearly 11% in the second quarter
of 2023 compared with pre-pandemic
levels. Now is the time to convert
challenges to opportunities.

This will require state, local,
corporate, and educational partnerships
to speed up workforce development and
help businesses achieve our housing
goals.

The cost of not acting would be
crushing. We risk not only seeing
housing costs continue to rise but
also growing homelessness, which
has already impacted too many
Massachusetts residents. These factors
and the increasing inability to house
our workforce will hurt our economy
and our competitiveness.

We can’t let that happen. By
incentivizing the production of housing
and supporting first-time homebuyers,
the Healey-Driscoll Administration and
its partners are working to grow a strong
middle class in Massachusetts.

The plans we put in motion today
can pave the way for an affordable and
prosperous Massachusetts for tomorrow.

Edward Augustus

is Secretary of the
Massachusetts Executive
Office of Housing and
Livable Communities
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ENDNOTES

Team Massachusetts:
Leading Future Generations

YVONNE HAO, SECRETARY OF THE MASSACHUSETTS EXECUTIVE
OFFICE OF ECONOMIC DEVELOPMENT

In December 2023, the Healey-Driscoll Administration released its
economic development plan, Team Massachusetts: Leading Future
Generations. Under the leadership of the Executive Office of
Economic Development, the administration conducted extensive
outreach across the Commonwealth and leveraged an economic
development planning council of leaders from the public and
private sectors to inform the plan’s strategy. The plan will guide
the administration’s long-term economic strategy, including the

2024 economic development bill.



The Starting Point

In January 2023, I had the privilege of being named Secretary
of the Executive Office of Economic Development (EOED)
by Governor Maura Healey. Prior to that, I had spent my
professional career in the private sector. Inspired by Governor
Healey and Lieutenant Governor Kim Driscoll, I took this job
with the intention of strengthening the state’s competitiveness
and focusing on economic opportunity across Massachusetts.

The Healey-Driscoll Administration recognizes the
challenges this state must confront. Rents and home prices are
among the highest in the United States. The state’s population is
aging, and its labor force is shrinking, which is contributing to
labor market tightness against the backdrop of a low statewide
unemployment rate. The cost of childcare in Massachusetts is far
too high, putting incredible stress on working families. If they’re
not working remotely, residents face delays and congestion on
their daily commutes. And despite being the most educated and
wealthiest state in the country, Massachusetts, in 2022, had the
third highest Gini coefficient, a summary measure of inequity
within an economy.

Yet, it's important to remember that these challenges aren’t
entirely unique to Massachusetts. States and metropolitan areas
across the country also face many of the same issues. It's how
Massachusetts chooses to respond to these challenges that will
be the difference. This administration signed up to address these
issues and help the state continue to lead—which is why equity,
affordability, and competitiveness are top of mind in everything
we take on.
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The Planning Process

Massachusetts law requires each new gubernatorial
administration to produce an economic development plan.
At the direction of Governor Healey, my team and I approached
this economic development planning process with an
intentionality and commitment appropriate for the moment.
Our overall goals for the plan are to enable every person to have
a great career, earn a living, and thrive, and to enable companies
to start here, grow here, and succeed here. These goals apply
across all regions of the state and to all backgrounds.

As part of this process, my office leveraged perspectives
from the incredible people who live across the Commonwealth.
During the summer of 2023, EOED held nine regional
engagement sessions, organized a virtual Spanish-language
session, convened 11 sector-specific working groups, and
consulted closely with a 30-member Economic Development
Planning Council. All told, more than 1,300 people participated
in the overall planning exercise. This process allowed us to
draw out incredible insights that ultimately informed our plan.
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The Vision

In an increasingly divisive and turbulent national and global
environment, Massachusetts can model a better path forward.
The state is uniquely positioned to lead an innovative, mission-
oriented, high-growth economy. We are world leaders in many
key sectors, such as higher education, healthcare, life sciences,
and financial and intellectual capital. Massachusetts also
embraces diversity, protects and celebrates freedoms, prioritizes
scientific advancement, and values safety for everyone. These
defining characteristics make Massachusetts a place where we
can solve the big problems facing the world by curing disease,
addressing climate change, improving healthcare, and educating
our young talent.

The economic development plan focuses on three priority
areas—Fundamentals, Talent, and Sectors—each of which is
supported by specific initiatives:

Fundamentals: Investing in the fundamentals to enable
economic growth

+ Address housing and transportation challenges: Increase
housing production and make transportation more reliable.

« Invest in infrastructure and competitiveness: For all
communities, including rural communities and Gateway
Cities, and projects and programs that ensure our
competitiveness.

Talent: Retaining and attracting the world’s best talent
across all backgrounds

« Be the global talent magnet: Launch programs to
retain and attract talent, including college graduates,
immigrants, non-college graduates, and tradespeople/
professionals.

« Tell our story: Champion consistent branding and
narratives around our vision, strengths, culture,
and values.

Sectors: Supporting businesses that power the state’s
economy

« Lengthen our lead: Advance bold leadership in life
sciences and healthcare, advanced manufacturing, and
robotics, and in the application of Al for all key sectors.

« Catalyze new leadership sectors: Capitalize on
opportunities to become new leaders in climatetech
and tourism and culture.

» Make things easy for businesses: Streamline access
to state resources for businesses across all sectors.

Vision: Massachusetts is the best place for talent and for businesses!

Focus on: Equity, Affordability, Competitiveness—across all regions and humans

Fundamentals

Investing in the fundamentals
to enable economic growth

Address Housing and
Transportation Challenges

Invest in Infrastructure and
Competitiveness

Talent

Retaining and attracting the world's
best talent across all backgrounds

Be the Global Talent Magnet

' Tell Our Story

Sectors

Supporting businesses that power
the state’s economy

Lengthen Our Lead

* Life Sciences/Healthcare (3.0)

* Advanced Manufacturing & Robotics

* Al for "X"— Al that is tailored to the
state's existing industry strengths,
including life sciences, health care,
advanced manufacturing, robotics,
education and finance.

Catalyze New Leadership
Sectors

* Climatetech

© Tourism & Culture

Make Things Easy for Businesses
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The Impetus for This Vision

For any endeavor, there is only so much time and resource
available. To that end, this plan outlines strategic priorities and
selective bets intended to leverage the strengths of all the state’s
sectors and regions.

FUNDAMENTALS

For Massachusetts to succeed in the near and long term, the
fundamentals must be in place to establish a strong foundation
for future economic growth. Central to this strategy is
increasing housing production to bring down rents and home
prices and making transportation more reliable for residents
and businesses. Alongside ongoing efforts from the new
Executive Office of Housing and Livable Communities and
the Massachusetts Department of Transportation, EOED will
build on the success of Community One Stop and continue
making strategic investments in infrastructure across the state,
including in Gateway Cities, and expanding its focus on rural
communities. With nearly $400 million in federal funding,

the administration is committed to closing the persistent
digital divide within our population and creating pathways to
broadband access for 100% of serviceable locations by 2026.
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TALENT

The Massachusetts population climbed over seven million in
July 2023'—the first year of total population increase since the
COVID-19 pandemic. This continues to be a top priority for
the administration because we recognize that economic growth
starts with talent in this state. The economic development plan
includes initiatives that embrace all types of talent to meet labor
force demands:

College students: The administration will augment
existing internship programs and develop a new statewide
internship program to help connect college students and
companies, with the goal of retaining young, emerging talent
post-graduation.

International: With proactive leadership, the state will
scale an Entrepreneur in Residence Program to enable
immigrants to stay in Massachusetts and in the United States
by leveraging the H1-B program, in collaboration with
higher education.

Non-college paths: Leveraging the Workforce Skills
Cabinet and MassTalent, the state will streamline resources
to help residents find job training and help employers find
the skilled talent they need to grow their businesses.

Trades: The state will partner with key stakeholders to
support the trades and other occupations that are key to
the state’s success, such as those subject to oversight by the
Division of Occupational Licensure.

We will also launch an authentic, consistent, bottom-up
narrative campaign that brings together “Team Massachusetts”
and enlists everyone in our ecosystem to tell our story and help
us retain and attract talent.

SR N g
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SECTORS

In the third quarter of 2023, the state’s GDP grew to more
than $740 billion. Massachusetts trails only New York when
current-dollar GDP is measured per capita. This steady growth
is supported by key industries in Massachusetts, including
healthcare, education, life sciences, financial services, and
professional and technical services. To continue supporting these
high-growth industries, the Healey-Driscoll Administrations will
make strategic investments to support further expansion. The
administration has also identified new focus areas where the state
is well positioned to catalyze new leadership. The sector strategy
is outlined in the following figure.

This sector-specific strategy is designed to target areas where
the state has competitive advantages and a natural right to win.

If we execute this strategy, Massachusetts will be primed to see
continued GDP growth while also creating new opportunities
for its residents and businesses to reach new levels of success.

Next Steps

Moving forward, this plan will guide the Healey-Driscoll
Administration’s economic development funding and policy
initiatives. Importantly, the 2024 economic development bill,
the Mass Leads Act, seeks to create the tools and resources
needed for the plan’s implementation. It is time for us all

to work together as Team Massachusetts and execute this
objective. Achieving this vision will ensure that we lead

for future generations.

« Life Sciences & Healthcare: Leveraging the ARPA-H hub, deploy a new strategy
focused on maximizing the entire ecosystem, to tackle the big opportunities around

innovation, health equity, and affordability.

Lengthen
the * Advanced Manufacturing & Robotics: Capitalize on our Microelectronics Commons CHIPS
Lead win, to strengthen our ecosystem around cutting-edge advanced manufacturing and robotics.

* Applied Al Hub: With the help of the Al Strategic Task Force, support Al adoption in
our leading sectors and anticipate the impact of rapidly evolving technologies.

* Climatetech: MA is already a leader in fighting climate change. The Healey-Driscoll
Administration intends to create the world's leading climatetech ecosystem, like our

Catalyze New

success in Life Sciences.

Leadership . . . : :
Sectors * Tourism & Creative Economy: Invest in tourism, the creative economy, and
the cultural sector to generate greater economic impact, including capitalizing
on the upcoming 250th anniversary of the founding of our country.
MakeThi * Business Front Door: Create a simple, centralized portal that will create one
: € fmgs “front door” for businesses to access state incentives and enable more coordinated,
a_sy or organized responses from the state. This portal will benefit all sectors and all types
Businesses

of businesses.
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Yvonne Hao is Secretary of the Massachusetts
Executive Office of Economic Development.

Endnotes

1) U.S. Census Bureau, 2023 Population Estimates. See https://www.census.gov/
newsroom/press-releases/2023/population-trends-return-to-pre-pandemic-norms.html.
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