
Drift back in time to 1959. That 
was a pretty good year for television 
families. Ozzie and Harriet, Donna 
Reed, and Beaver Cleaver amicably 
worked out their respective problems 
in the reassuring comfort of tree
shaded, single-family houses. Subur
bia beckoned, and even Lucy left her 
New York apartment for a house in 
Connecticut. 

Those were the days. Father 
always knew best and the future 
looked bright. 

Those were the 
days. Father 
always knew best 
and the future 
looked bright. 

Welcome to the future! Tum on 
your television and settle into your 
favorite chair because things have 
changed. Nowadays, even television 
characters feel the economic pinch. 
"My Three Sons" has been replaced 
by "Three's Company," a show about 
two unmarried women and an 
unmarried man who share the rent on 
a small, expensive apartment. As you 
watch, you wonder what happened 
to the spacious "dream house" of yes
teryear. A lot of other people are 
wondering the same thing. 

Escalating demand, as well as sky
rocketing costs for buildjng materials 
and labor, are forcing many Ameri
cans to reassess some long-standing 
assumptions about housing. With a 
median-priced new house costing 
more than $80,000, the dream of 
owning a single-family house, tree-
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shaded or otherwise, is now beyond 
the means of most first-time home
buyers. 

The increase in housing costs has 
been sudden and dramatic, but the 
current housing crunch actually has 
its roots in the postwar "baby boom." 
During those years, mortgage rates 
were low and credit terms were easy, 
so families bought houses and had 
children - lots of children. Fortu
nately, most of the children grew up 
to be healthy adults. Unfortunately, 
all those healthy adults are now com
peting for available shelter, as record 
numbers of people reach the prime 
homebuying age. At the same time, 
Americans are generally marrying 
later, divorcing at record high rates, 
and living longer. These trends put 
added pressure on the housing mar
ket, as more people choose, or are 
forced, to live alone. 

The increased pressure on the 
housing market comes at a time when 
the housing industry is undergoing 
profound changes. For decades, thrift 
institutions were the primary source 
of mortgages. Thrifts made long
term, fixed rate home mortgage loans 
that were financed through short-
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term deposits such as passbook sav
ings accounts. The system worked 
well for many years. When interest 
rates began climbing, however, 
depositors withdrew their money 
from low-yield passbook accounts in 
order to take advantage of higher
yield investments. This trend has 
deprived thrift institutions of their 
traditional source of relatively inex
pensive mortgage money and left 
them with sizeable portfolios of long
term, low-rate home mortgage loans. 

Continued on Page 2 
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Homebuilders are also facing 
tough times. They are in the position 
of having to compete with large cor
porate borrowers for available capi
tal. Consequently, many of the 
smaller builders are going out of busi
ness and housing starts are falling 
precipitously. 

In short, the demand for affordable 
housing far exceeds the supply, and 
many Americans are considering 
housing alternatives that were either 
unknown or unthinkable just a few 
years ago . The following passages 
outline some of those new alterna
tives . The characters, however, are 
entirely fictional and bear no resem
blance to anyone living or dead . 

CONDO! 
" Condominiums are the starter 
homes of the 1980s," says real estate 
developer Ralph Lifeset. "Fifteen 
years ago no one even knew what 
condominiums and cooperatives 
were. Today they're the hottest thing 
in real estate ." (For the record, condo
minium buyers own an apartment 
outright, while cooperative owners 
buy shares in a corporation that owns 
the entire building .) 

The demand for condominiums is 
indeed strong. With the price of even 
a very modest ranch house so high, 
condominiums still offer a way for 
first-time buyers to enter the housing 
market. 

Condominiums and cooperatives 
are also extremely attractive to apart
ment house owners. "Apartments are 
a thing of the past ," says Harry Wohl. 
Wohl is converting all his apartments 
to condominiums. He claims that fear 
of rent controls and rising mainte
nance costs are forcing many other 
building owners to do the same thing. 
According to Wohl, apartment build
ings just aren't profitable anymore. 

"Are they kidding?" asks Sharon 
Gould. For the past three months, 
Gould has been living with friends 
while looking for an apartment. 
"Even if you find a place, it's usually 
tiny and costs a small fortune . On top 
of that, it seems like every place is 
going condo or co-op," she laments. 

As Sharon Gould points out, there 
is an apartment shortage in many cit
ies, but condominium conversions 
are only partially responsible for the 
shortage. For years, rent controls 
kept rents so low that owners claimed 

2 

they couldn't afford to maintain their 
properties, and developers were 
reluctant to invest in new apartment 
buildings. When house prices rose, 
many potential buyers chose to keep 
renting. Since few new apartments 
had been built, rents for existing 
apartments jumped as demand 
increased sharply. 
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LOFTY PLANS 

Ellie and Alex Gandolf decided to 
stay in their rent-controlled apart
ment after months of house-hunting 
turned up nothing in their price 
range. Shortly thereafter, rent con
trols were lifted and their rent soared. 
After the second big increase, they 
began looking into non-traditional 
housing alternatives . 

Today the Gandolfs own a spa
cious loft condominium in what used 
to be the old Cramden Corset Com
pany. They have joined a growing 
number of people who are bringing 
some of the city's abandoned com
mercial properties back to life . 

As Ellie is quick to point out, she 
and Alex never really thought of 
themselves as the type of people who 
would renovate an old factory loft. "I 
always wanted to live in a real house 
like the one my parents own, but we 
just couldn't afford one," says Ellie . 

"We put a lot of work into this 
place, but it was worth it ," adds Alex 
with obvious pride. 

THE OLD NEIGHBORHOOD 

"If my parents had moved to this 
neighborhood when I was little, " says 
Louise Kelly, " I would have cried. I 
never dreamed I'd end up buying a 
house here." 

High prices and high mortgage 
rates have forced Louise to adjust her 
housing expectations. She recently 
purchased a three-family house in a 
neighborhood that the middle-class 
abandoned thirty years ago . 

In recent years, however, the 
middle-class has been returning. 
Lured by lower house prices, people 
like Louise Kelly and her family are 
buying and renovating older homes 
closer to the city centers. The trend is 
called "gentrification." 

The Kellys did a lot of house
hunting and a lot of soul-searching 
before finally deciding to buy their 
house. "This neighborhood is coming 
back to life," says Louise, "but it's not 
what you'd call crime-free. We were 
also worried about the schools, but 
the kids have adjusted very well. All 
in all, I'd have to say we're happy we 
moved here." 

HOMEWORK 

Jack Kroll is halfway through a 
three-week course at a school that 
teaches people how to build houses . 
The curriculum includes carpentry, 
masonry, wiring, plumbing , and 
house design . Kroll enrolled in the 
school because, as he puts it , "I just 
couldn't afford to buy the house I 
want." 

Building a house is something most 
people only dream about. With house 
prices as high as they are, however, 
more people are seriously considering 
the idea, and several schools are 
offering classes for the do-it
yourselfers . 

Not everyone who attends one of 
the schools will actually build a 
house. Even with the best of instruc
tion, building a house can be time
consuming and stressful. 

Perhaps what the instruction does 
most effectively is help take the mys
tery out of building a house. As Jack 
Kroll points out, "Even if I don't do 
all the work myself, at least I'll know 
how to talk to the contractors, and 
that's bound to save me money. " 

HOWES ON THE FIRST FLOOR, 
WATTS ON THE SECOND 

The Howes are buying a house. 
The Watts are buying the same 
house, but there's no immediate cause 
for alarm. The two couples are pool
ing their resources to purchase a two
family house that neither couple 
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could afford to purchase indepen
dently. 

According to Arnie Howe, the idea 
of buying a house with another 
couple started as a joke. 'The Watts 
couldn't afford a house either, and we 
used to kid around about maybe hav-

FOLLOW-UP QUESTIONS 

1) Describe the type of housing 
in which you would like to 
live. What features are most 
important to you? Least 
important? Why? In what 
ways do age and / or family 
status influence these priori
ties? 

2) The cost of traditional hous
ing has soared. How will this 
affect city neighborhoods, 
suburbs, and rural areas over 
the next twenty years? 

3) Does the federal government 
have an obligation to keep 
housing costs within the reach 
of most potential homebuy
ers? Has the government done 
so in the past? If so, in what 
ways? 

4) How do rent controls affect 
apartment availability? 

5) If an apartment building "goes 
condo ," what obligation, if 
any, does the condominium 
developer have to tenants who 
either can't afford to buy or 
don't want to buy their apart
ments? Does your community 
have laws restricting conver
sions? What are the positive 
and negative aspects of such 
laws? 

6) What are the positive aspects 
of "gentrification?" What are 
the negative aspects? 

7) You are buying a two-family 
house with another party (not 
your spouse or your parents) . 
What po tentia l problems 
might you attempt to resolve 
in advance? 

8) You have decided to build 
your own house. What do you 
have to consider before you 
start building? 

9) What are some other alterna
tives to the high cost of hous
ing 7 To whom are these 
alternatives best suited? 

ing enough money between us to buy 
a pla_ce. After a while we began dis
cussing the idea more seriously," says 
Howe. 

After finding a property that both 
couples liked, they sat down together 
and drafted a detailed set of agree
ments to govern such things as re-sale 
rights and maintenance responsibili
ties. "We've tried to anticipate every 
problem," says Sylvia Watts. "I know 
it's impossible, but we've tried." 

Both couples are entering into the 
joint venture with a certain amount 
of trepidation. "It's a little scary, " 
confesses Sylvia, "but it's also kind of 
exciting. After all, we're buying a 
house we can afford in a neighbor
hood we like." In today's housing 
market, very few people can say the 
same. 

Fed Update 
The New England Sculptors Asso

ciation's 1981 prize show will be on 
view at the Federal Reserve Bank of 
Boston through December 17. The 
exhibition features the works of 80 
artists. Included are pieces using tra
ditional materials such as bronze, 
glass, stone, plaster, steel, wood, and 
terra cotta, as well as pieces using 
such contemporary materials as plex
iglass, resin, acrylic, fiberglass, and 
aluminum. The exhibition is open to 
the public, at no charge, Monday 
through Friday from 10:00 am to 4:00 
pm. The Display Area is located on 
the ground floor of the Federal 
Reserve Bank, 600 Atlantic Avenue, 
Boston. 

Multi-Media 
Give Yoursell Credit!, published by 
the Federal Reserve Bank of San Fran
cisco. 

This publication follows two loan 
applicants from their initial entry into 
the credit world through some com
mon credit transactions - from 
applying for a credit card to getting a 
home improvement loan . Credit 
standards, types of information cred
itors may and may not request , and a 
glossary of credit terms are also 
described. Free copies of the publica
tion are available from the Federal 
Reserve Bank of San Francisco, P.O. 
Box 7702, San Francisco, CA 94120. 
(Appropriate for high school and 
adult groups.) 

The Arithmetic of Interest Rates, 
published by the Federal Reserve 
Bank of New York. 

This publication applies the con
cepts of simple and compound inter
est to practical problems of 
determining the yield on government 
securities and the cost of consumer 
credit. Interest rate tables and a bibli
ography are also included . Free cop
ies of the publication are available 
from the Bank and Public Informa
tion Center, Federal Reserve Bank of 
Boston, Boston, MA 02106 or call 
(617) 973-3459 . (Appropriate for high 
school and adult groups.) 

The new star of THIS OLD HOUSE 

This Old House is a series on home 
renovation, produced for public tele
vision by WGBH Boston . Host Bob 
Vila and his crew have already res
cued a ramshackle 120-year-old 
house in Dorchester, Massachusetts 
and a sprawling Victorian mansion in 
Newton, Massachusetts. Their next 
challenge: adapt this 1950s ranch 
style tract house in Woburn, Massa
chusetts to the needs of a 1980s family 
.. . and do it on a very limited 
remodeling budget. 

The thirteen week series premieres 
in mid-January 1982. 
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Innovative Classroom 
Kids throughout the First Federal 

Reserve District enthusiastically 
received the television premiere of 
The Money Store, a puppet show cre
ated by the Federal Reserve Bank of 
Boston's Public Services Department 
to teach basic economic concepts to 
students from kindergarten through 
third grade. The puppet stars, Oliver 
Orange, Myrtle the Turtle, and 
Dragon, made their television debut 
on the New England Today program 
(Channel 56, Boston), and by all 
accounts they were a tremendous hit. 
(For an article on "Using Puppets to 
Teach Economics," see the May 1979 
Ledger, Vol. 6, No . 3.) 

The Money Store was part of New 
England Today's week-long series on 
economic education that also in
cluded programs on U.S. currency, 
inflation, electronic funds transfer, 
consumer credit , and the economic 
education network. The week's fea
tured guests were Wayne Burt, Steve 
Devaux, Deborah Bloomberg, and 
Alford Peckham from the Bank's 
Public Services Department. 

If you missed the original telecasts, 
or if you just want to see one of the 
shows again, they are now available 
on color videocassettes (¾ inch, U
M a tic format). Each tape runs 
approximately twenty minutes, with 
the exception of the thirty-minute 
Money Store tape. All tapes are avail
able on a free-loan basis. For further 
information, contact Joanne Vance, 
Bank and Public Information Center, 
Federal Reserve Bank of Boston, Bos
ton, MA 02106, (617) 973-3459. 
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This newsletter is published periodically as 
a public service by the Federal Reserve Bank 
of Boston. The reporting of news about 
economic educa tion programs and 
materials should not be construed as a 
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the material contained herein does not 
necessarily reflect the views of the Federal 
Reserve Bank of Boston or the Board of 
Governors. Copies of this newsletter and a 
catalogue of other educational materials 
and research publications may be obtained 
free of charge by writing: Bank and Public 
Information Center, Federal Reserve Bank 
of Boston , Boston , MA 02106, or by 
calling: (617) 973-3459. 

salary 

Steve Devaux, Myrtle the Turtle, and Oliver Orange discuss salary. 

High rate of interest at THE MONEY STORE 
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