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Executive Summary

Over the past several years, Minnesota has experienced a notable decline
in its homeownership rate, a trend driven by a complex interplay of limited
housing supply, high housing prices, and rising rental costs. While the state
has historically enjoyed relatively high home ownership rates, the structural
conditions in the housing market are now eroding affordability and blocking

pathways to ownership for many Minnesotans:

At the root of the problem is a severe shortage in new home construction
driven by its region-leading high cost of construction. Minnesota’s median
new-home price now surpasses that of neighboring states. The state has not
been building enough new homes, including single-family detached houses,

to meet demand. This supply gap has far-reaching consequences.

The supply-demand imbalance cascades into the existing home market.
In theory, buyers priced out of new construction could seek relief in older
housing stock. But when too few new homes are built, demand spills over
into the resale market, driving up prices there as well. As a result, Minnesota
now faces higher prices for both new and existing homes than any state in the

region, effectively removing any “affordable alternative” for would-be buyers.

Minnesota'’s housing scarcity squeezes the rental market and
undermines future homeownership opportunities by making it harder
for renters to accumulate the savings they need to move from renting
to homeownership. When fewer homes are built, rental vacancy rates drop,
pushing rents higher. High rents make it harder for households to save for a

down payment, slowing the transition from renting to owning.

Affordability data highlights the severity of the situation. In Minnesota,
the income required to qualify for a median-priced new home is roughly
166% of the median household income, and a median-priced existing home
requires about 116% of median income. Even households earning at or

slightly above the state median face substantial barriers to entry.

The impact on the population is stark. 56% of Minnesota households
cannot afford the median-priced existing home, and 75% cannot afford the
median-priced new home. The data also point to a housing market that is
increasingly exclusionary, where fewer residents have a realistic path

to ownership.

The long-term consequences of sustained housing unaffordability
threaten the state’s long-term economic competitiveness. If high prices
and low supply persist, Minnesota risks demographic shifts that could weaken

its economic base.

EXECUTIVE SUMMARY O

BY THE NUMBERS

71% (v 300 bps)
Homeownership Rate (MN, 2024)

$526,644

Median Minnesota New Single-
Family Detached Home (2024)

$342,625

Median Minnesota Existing Single-
Family Detached Home (2024)

98,000

Minnesota's Statewide
Housing Shortage

v 35%

Minnesota Housing Permits
(2021-24)

v 43%

Minneapolis-St. Paul-Bloomington
Housing Permits (2021-24)

$9 Billion

Housing Shortage'’s Loss of
Statewide Economic Activity

62,932

Minnesota Jobs Not Created Due
to Housing Shortage

Without policy intervention, the
housing shortage is unlikely

to resolve on its own.
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THE STATUS OF HOMEOWNERSHIP IN MINNESOTA: A HISTORICAL PERSPECTIVE

The Status of Homeownership
in Minnesota

A Historical Perspective

Minnesota is a state that should be rightfully proud of having a legacy that includes an
unusually high homeownership rate. In 1984, the U.S. homeownership rate was 64.6%', while
in Minnesota, it was 72.6%, a differential of +8.0 percentage points'. This difference has
varied over time, but the homeownership rate has consistently been higher in Minnesota
than in the nation. In 1993, in the aftermath of the Savings and Loan Crisis and the ensuing
brief recession that followed, the spread fell to a low of +1.3 percentage points—a time
when the U.S. homeownership rate was 64.5% and the rate in Minnesota was just 65.8%.

FOR THE FIRST TIME SINCE 2008, MINNESOTA IS NO

By contrast, the homeownership differential reached a ® | ONGER THE REGIONAL LEADER IN HOMEOWNERSHIP.

high of +10.1 percentage points in 2021 when the national

homeownership rate was 65.5% and the rate in Minnesota 71 % +3oo bps v

. o o S
was a very high 75.6%. Since then, the gap has been shrinking MINNESOTA HOMEOWNERSHIP
as the rate has declined in Minnesota and been mostly flat HO’I;A,’LE'IPEV\{;OEZR4S)H|P RATE DECLINE (2024)

for the nation overall.

SOURCE: U.S. CENSUS BUREAU
For the 11-year period starting in 1996 and extending through

2006, the homeownership rate in Minnesota never fell below FIGURE 1: HOMEOWNERSHIP RATE
75%. The low was 75.4% in 1996, 1997, and 1998, and the high IN MINNESOTA AND U.S. 1984-PRESENT

was 77.3% in 2002. In 2021, the Minnesota homeownership SOURCE: U.5. CENSUS BUREAU VIA FRED

rate exceeded 75% for the first time since 2006. The rate in

80.0
2022 was 75.1%, but by 2023, the rate had declined to 74%,
. . 75.0
a somewhat concerning dip.
70.0
Minnesota's homeownership rate then fell sharply in 2024,
marking a historic turning point in the state’s housing market. 600
At 71.0%, the rate dropped 300 basis points from the previous 55.0
year, 10 times the decline seen nationally (U.S. rate: 65.6%) and 50.0
the largest year-over-year decline since 1984. This is the largest S 5 &8P Ty - I
o~ o~ o~ o~ o~ o~ o o o o o O o o
single-year decline in the last 40 years, exceeding even the AR N S N S
worst annual drops during the Great Recession (2007-09). @ Minnesota e United States
For the first time since 2008, Minnesota is no longer the Nationally, Minnesota's homeownership ranking slipped from

eighth place in 2023 to 15th in 2024, the largest one-year drop
in standing the state has experienced in over a decade. This

regional leader in homeownership. lowa now ranks first at

71.8%'", with Minnesota in second place, followed by the other
Midwestern states. Minnesota’s 2024 300-basis-point drop erosion in relative position underscores that the state’s struggles
represents the second-largest decline in the nation, behind only are not simply part of a national trend but are at least partly

Maryland (-310 basis points). Minnesota-specific.
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MINNESOTA'S REGION-LEADING HIGH HOME PRICES: IMPLICATIONS FOR AFFORDABILITY AND HOMEOWNERSHIP

Minnesota’s Region-Leading
High Home Prices:

Implications for Affordability and Homeownership

According to Zonda's 2024, Minnesota posted the highest median regional prices
for both single-family detached new and existing homes. This distinction is not just
statistical; it points to a market under mounting stress. While the new home market

is a small share of annual transactions, it sets the tone for overall housing costs.

Within the existing home-sale market, where the vast majority of transactions occur,
Minnesota's prices outpace all neighboring states, with only South Dakota coming
close. Other regional markets, such as lowa and Wisconsin, trail Minnesota by
margins of 15-20% or more. Similarly, on the new market, Minnesota is also the most
expensive, with new homes in Illinois and North Dakota selling for about $10,000 less.

FOR BOTH NEW AND
EXISTING SINGLE-FAMILY
B HOMES, MINNESOTA HAS THE
HIGHEST MEDIAN HOUSING
COSTS IN THE REGION.

$526,644

MEDIAN MINNESOTA NEW
SINGLE-FAMILY DETACHED
HOME (2024)

$342,625

MEDIAN MINNESOTA
EXISTING SINGLE-FAMILY
DETACHED HOME (2024)

SOURCE: ZONDA

In Minnesota, both the new and existing sectors of the market are
expensive, leaving few entry points for would-be buyers. The problem is
amplified by Minnesota’s sustained appeal as a place to live, with a strong
economy, low unemployment, and a high quality of life that consistently
attracts newcomers. That demand is healthy in principle, but without
adequate new housing construction to absorb the increased demand,

prices of both new and existing homes have risen sharply.

Income levels in Minnesota are high for the region, but high housing

costs erode the purchasing power of those incomes. The relatively high
median household income in Minnesota does not necessarily translate into
proportional housing affordability. Data shows that purchasing the median-
priced existing home requires roughly 116% of median household income,
while purchasing the median-priced new home requires about 166%". This
means even households earning well more than the median are struggling

to qualify for mortgages, especially for new construction.

The affordability challenge is further underscored by ownership capacity
statistics: 56% of Minnesota households cannot afford the median-priced
existing home, and 76% cannot afford the median-priced new home.
These are the highest unaffordability rates in the region. Essentially, more
than half of Minnesota households are effectively locked out of
homeownership unless they already own property, receive significant
outside assistance, or manage to purchase a lower-than-median-priced

house, which is becoming increasingly more difficult.

MINNESOTA’'S HOMEOWNERSHIP CHALLENGE: UNDERSUPPLY, HIGH PRICES, AND COMPETITIVE DISADVANTAGE 7



MINNESOTA'S REGION-LEADING HIGH HOME PRICES: IMPLICATIONS FOR AFFORDABILITY AND HOMEOWNERSHIP

MINNESOTA'S REGION-LEADING HIGH HOME PRICES (CONTINUED)

FIGURE 2A: 2024 REGIONAL MEDIAN FIGURE 2B: 2024 REGIONAL MEDIAN
NEW SFD HOUSING COSTS (UPPER MIDWEST) EXISTING HOUSING COSTS (UPPER MIDWEST)
SOURCE: ZONDA SOURCE: ZONDA

New SFD Existing

$516,826 IR $304,702 Existing
$526,644 $342,625
New SFD Existing

DD $486,973 Existing $282,122

$445,431 $332,361
New SFD Existing
$386,187 $210,281
Wyt Existing
$516,198 $282,888

NEW CONSTRUCTION AFFORDABILITY

CHICAGOLAND &
MINNEAPOLIS-ST. PAUL

When comparing the
Minneapolis-St. Paul (MSP)
metropolitan area to Chicago,
the affordability gap in housing
becomes even more stark.

This suggests that median households in
Chicago can afford entry into a median-priced home. By contrast, buyers in the Twin Cities
face a more challenging scenario. While the median household income in MSP is nearly
$10,000 higher than in Chicago, at close to $95,000, it falls well short of the income nec-
essary to purchase a median-priced new home. To afford that home in MSP, a household
would need just over $104,000, or roughly 10% more in income. The income differential
of nearly 15% is a substantial margin.

This mismatch highlights a persistent and growing challenge for Minnesota’s housing
market in general, and the Twin Cities in particular. It takes about $20,000 in additional
household income to purchase a median-priced new home in the Twin Cities compared
to Chicago, even though incomes in MSP are higher.

This underscores how affordability pressures are of concern in Minnesota, where higher
incomes are still insufficient to bridge the gap to homeownership, yet another sign of a
supply shortage.

FIGURE 3: MEDIAN INCOME AND MEDIAN NEW HOMES | CHICAGO AND MSP
SOURCE: HOUSING AFFORDABILITY INSTITUTE CALCULATION BASED ON MEDIAN HOME PRICE DATA

CHICAGOLAND MSP
Income for Median New Home
(December 2024) $83,836.63 $104,048.39
Median HH Income $87,071 $95,102
Median HH Income N .
(Home Price AMI) 96.27% 109.41%
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THE INTERSECTION OF SUPPLY AND DEMAND B

The Intersection of Supply
and Demand

High incomes alone do not protect against declining affordability. Without sufficient
housing supply, those incomes are "swallowed” by increasingly high home prices. In
Minnesota, construction levels have not kept pace with demand, particularly in the
single-family sector. The resulting scarcity inflates the existing home market. In turn,
high purchase prices push more households into renting, reducing rental vacancy rates
and driving up rents, further slowing renters’ ability to save for a down payment. This
cycle is self-reinforcing:

FIGURE 4: SELF-REINFORCING CYCLE OF
DECLINING HOMEOWNERSHIP

FIRST-TIME BUYER
DEMAND FILTERS

REDUCE
TO RENT

SAVINGS FOR
FIRST-TIME
BUYERS

Self-Reinforcing

HIGHER Cycle of Declining
EXISTING

NEW HOME Homeownership

PRICES
DELAYED
HOMEOWNERSHIP

NEW HOME DEMAND

FILTERS TO EXISTING
INSUFFICIENT NEW

CONSTRUCTION

HIGH NEW
CONSTRUCTION
COSTS
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B DECLINING HOUSING PERMITS

Declining Housing Permits

Minnesota faces one of the more severe housing shortages in the Midwest, and the latest
data underscore the depth of the problem. According to Up for Growth, Minnesota is
facing a housing shortage of 98,000 homes, the second-highest undersupply in the
region”. This shortage is concentrated in the Minneapolis-St. Paul metropolitan area with
a /4,527-unit shortage. Within the region, only lllinois has a greater statewide housing
shortage than Minnesota, and the Chicago metropolitan area is the only MSA in the
region with a greater housing deficit than the Minneapolis-St. Paul-Bloomington area.

MINNESOTA IS NOT ONLY
BEHIND BUT ALSO STRUGGLING
B TO KEEP PACE WITH THE LEVEL
OF CONSTRUCTION NEEDED TO

STABILIZE ITS HOUSING MARKET.

MINNESOTA

98,000

MINNESOTA’'S STATEWIDE
HOUSING SHORTAGE*

4.5 YEARS

MINNESOTA'S HOUSING DEFICIT
IN TERMS OF PERMITTING*A

35%

MINNESOTA TOTAL
HOUSING PERMITS (2021-24)”

MINNEAPOLIS-
ST. PAUL-BLOOMINGTON

74,527

MINNEAPOLIS-ST. PAUL-
BLOOMINGTON REGIONAL
HOUSING SHORTAGE

5 YEARS

MINNEAPOLIS-
ST. PAUL-BLOOMINGTON
HOUSING DEFICIT IN
TERMS OF PERMITTING

43%

TWIN CITIES TOTAL
HOUSING PERMITS (2021-24)

FIGURE 5: HOUSING DEFICIT, UPPER MIDWEST
REGION, AS A SHARE OF PERMITTING
SOURCES: UP FOR GROWTH, U.S. CENSUS BUREAU BPS

Deficit
98,000

Deficit as years
of 2024 Permits

4.51

The housing deficit of nearly 100,000 units is equivalent to 4.5 years of
production at current permitting levels, and slightly more than five years

of new housing permits in MSP. Among neighboring states, this deficit is
exceeded only by lllinois, which faces a 5.8-year deficit, but Minnesota’s
shortage is particularly concerning given its smaller population base and
higher relative affordability pressures. Minnesota is not only behind but also
struggling to keep pace with the level of construction needed to stabilize its

housing market.

The production side of the market reveals the essence of the problem.
Between 2021 and 2024, total permits in Minnesota fell by 35%, one of the

sharpest declines in the region. The Twin Cities MSA, where demand is most

* = SOURCE: UP FOR GROWTH A = SOURCE: U.S. CENSUS BPS
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FIGURE 6: HOUSING PERMIT CHANGES, 2021 VS. 2024
SOURCE: U.S. CENSUS BUREAU, BPS

DECLINING HOUSING PERMITS B

2021 TOTAL 2024 TOTAL CHANGE CHANGE
UNITS UNITS TOTAL UNIT 1-UNIT
Minnesota 33,652 16,704 21,728 13,484 -35.43% -19.28%
2021 TOTAL 2024 TOTAL CHANGE CHANGE
UNITS UNITS TOTAL UNIT 1-UNIT
MSP 26,077 11,734 14,828 9,396 -43.14% -19.93%
Chicagoland 18,511 10,071 17,516 9,407 -5.38% -6.59%
concentrated, saw an even more dramatic contraction,
where permits for all units dropped by 43%, while single-
farmil s fell b v 20%. B ) " . FIGURE 7: MINNESOTA HOUSING PERMITS
amily permits fell by nearly 20%. By comparison, the greater ACTIVITY, ALL UNIT TYPES, ANNUALY
Chicago area experienced only a 5% decline in total permits SOURCE: U.S. CENSUS BUREAU VIA FRED
and a 6.6% drop in single-family units over the same period.
50000
This meaningful difference highlights Minnesota’s unique 40000
underperformance, not only relative to a large metro like
Chicago but also compared to neighboring states such as 30000
Wisconsin and lowa, which saw far more modest declines. 20000
In Minnesota's case, the losses are meaningfully large even 10000
after adjusting for population size. Neighboring states with | | | |
similar populations, such as Wisconsin, are not experiencing 0 ® - < ~ O M OV O N v © — <
o] o~ o~ o~ o o o o — — — N N
such steep drops in production, underscoring that the 2T 2 2RISR
slowdown is not purely a national or regional trend but a m Total Housing Permits (Units)
Minnesota-specific challenge.
FIGURE 8: MINNESOTA SINGLE-FAMILY FIGURE 9: BUILDING PERMIT
PERMIT ACTIVITY, ANNUALv ACTIVITY, TWIN CITIES*™
SOURCE: U.S. CENSUS BUREAU VIA FRED SOURCE: U.S. CENSUS BUREAU VIA FRED
35000 30000
30000 25000
25000 20000
20000
15000
15000
10000 10000
il il
0 0
© — < ~ o ™ O o~ ~N n o — < © — < ~ o ™ O O N n [co) — <

m Total 1-Unit Permits

M Total Housing Permits (All Types)
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B HOUSING SHORTAGE: THE ECONOMIC IMPACT

Housing Shortage:

The Economic Impact

This reduction in new building activity not only
limits future supply but also has immediate
economic consequences. Housing construction
has one of the largest economic multipliers of
any sector. It supports a broad range of jobs,
from low-skill labor to specialized trades, design
professionals, suppliers, and real estate services.
It also stimulates related industries such as
building materials, manufacturing, transportation,
and local retail. When housing production slows,
the economic losses are measured not only

in output and income, but also in missed job
opportunities across the income spectrum.

A recent report from the U.S. Chamber of Commerce paints a stark
picture. Because Minnesota has been chronically underbuilding
housing, the state has lost an estimated $8.87 billion in economic
output, including $5.09 billion in personal income, and 62,932 jobs
that otherwise would have been created*. Measured per capita,
Minnesota's losses are among the highest in the entire region,
ranking highest in jobs not generated and personal income lost,

and second in lost economic output.

The reason the impact is so large lies in the way homebuilding fuels

the economy. The National Association of Home Builders (NAHB), in

B DUE TO HOUSING SHORTAGE

$9 BILLION

LOSS OF STATEWIDE ECONOMIC ACTIVITY
DUE TO HOUSING SHORTAGE

$5 BILLION

CUMULATIVE LOSS IN PERSONAL INCOME
DUE TO HOUSING SHORTAGE

62,932

MINNESOTA JOBS NOT CREATED
DUE TO HOUSING SHORTAGE

SOURCE: U.S. CHAMBER

its “Local Economic Impact of Home Building” model~,
describes it this way: When a new home is built, it sets off
a cascade of economic activity. In the first or construction
phase, builders hire local carpenters, electricians,
plumbers, and designers, and purchase materials from
suppliers. Even when some materials come from outside
the state, most of the labor, professional services, sales

commissions, and profit remain in local communities.

That spending triggers a ripple effect. The wages earned

by construction workers and related trades during

FIGURE 10: HOUSING CRISIS: LOSS OF ECONOMIC ACTIVITY AND JOBS

SOURCE: U.S. CHAMBER

LOSS IN ECONOMIC OUTPUT

LOSS IN PERSONAL INCOME

JOBS NOT CREATED

lllinois $15,952,298,342 $9,513,816,209 114,353
lowa $4,230,949,978 $2,191,879,708 32,333
Minnesota $8,869,378,435 $5,092,534,359 62,932
North Dakota $1,315,266,033 $593,427,663 8,514
South Dakota $1,231,697,785 $658,643,820 9,612
Wisconsin $7,731,119,738 $4,692,764,686 61,887
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the construction phase are spent primarily in Minnesota—
on groceries, car repairs, after-school lessons, home
improvements, and countless other goods and services.
These purchases, in turn, support local jobs, generate tax

revenue, and sustain small businesses.

Finally, the occupancy phase begins once the home is
complete and occupied. Homeowners continue to spend
money on furniture, landscaping, maintenance, and other
household needs, creating ongoing economic benefits that

can last decades.

When homes aren't built, all three of these phases and the
economic multipliers they generate are lost. The Chamber's
$8.87 billion estimate represents around 2% of Minnesota's
gross domestic product. The economic drag from this
shortage does not simply vanish if housing construction
picks up later; the lost jobs, income, and business growth
opportunities are gone for good. In this way, Minnesota’s
declining homeownership rate is more than a housing
affordability issue; it is a sustained economic wound.
Solving the shortage would not only help more Minnesotans
own homes, but it also would be one of the most powerful

ways to strengthen the state’s long-term economic health.
GEOGRAPHY AND MARKET STRUCTURE

Minnesota's housing supply problem is compounded by the
state’s geographic and economic structure. Unlike lowa or
lllinois, which have multiple midsize cities offering alternative
housing markets, Minnesota's population and economic
activity are highly concentrated in the Twin Cities metro.
Outside of Minneapolis-St. Paul, only a handful of cities,
Duluth, Mankato, Rochester, and St. Cloud, offer significant
job bases, and many of these are either small, geographically

remote, or specialize in narrow economic sectors.

This concentration means that when the Twin Cities market
experiences affordability problems, there are few in-state
alternatives for residents while keeping similar job prospects
and amenities. In lowa, someone priced out of Des Moines
might find more affordable housing in Cedar Rapids or

lowa City. In lllinois, households can move from Chicago to
Springfield, Champaign, or Rockford. Minnesota’s smaller set
of viable urban centers provides less of a safety valve, which
magpnifies the impact of any housing supply shortage in the

state’s primary metro.

HOUSING SHORTAGE: THE ECONOMIC IMPACT B

Minnesota has historically attracted both international and
domestic migration, particularly from neighboring states such
as Wisconsin, lowa, and the Dakotas. However, rising housing
costs relative to income are making the state less competitive
for these potential movers. For domestic migrants, affordability
is a critical factor, and Minnesota’s higher and rising price-to-
income ratio increasingly puts it at a disadvantage compared
to nearby alternatives. If the trend continues, it could weaken
the state’s labor force growth and overall competitiveness,
underscoring the importance of addressing housing

affordability as both an economic and demographic priority.

Lack of building leads to low vacancy rates, higher prices.
The rising housing construction gap has also, as expected,
manifested itself in a steadily declining home vacancy rate in
Minnesota. After averaging about 1.25% for the two decades
ending 2004, the home vacancy rate quickly rose and peaked
at 2.8% during the depths of the Housing Bust. Since then, it
has steadily fallen, and starting in 2018, it has been well below
1%, roughly half the rate that prevailed between 1986 and
2004. This is a clear and telling sign of an insufficient supply
of for-sale housing. In 2024, Minnesota’s vacancy rate tied the

lowest rate on record.

Relatedly, the rental vacancy rate in Minnesota also has
dramatically declined~. After averaging 5.5% from 1986 to
2001, during a period of relative calm in the housing market,

it peaked at a high slightly above 10% in 2005 in the aftermath
of the dot-com bust. Despite the global financial crisis, the rate
generally declined to a trough of about 4% in 2016. The rate
was around 5% from 2015 to the start of the pandemic.

During the pandemic, it peaked at 7.5% in 2022, and as

of 2024, the state's rental vacancy rate stood at 5.5%, down
from 6.9% in 2023 and 7.3% in 2022, reflecting increasing

market tightness.

Importantly, the limited availability of rental units and the
subsequent high rents make it increasingly difficult for renters
to save for a down payment. In fact, the Minnesota Housing
Partnership, in its 2024 State of the State Housing Profile*",
reported that:

e Median rentincreased by 8% in 2024, the largest year-
over-year increase of the past decade.

. 20% of owners are cost-burdened, compared to 50% of
renters. 25% of renters are severely cost-burdened.

MINNESOTA’'S HOMEOWNERSHIP CHALLENGE: UNDERSUPPLY, HIGH PRICES, AND COMPETITIVE DISADVANTAGE



B HOUSING SHORTAGE: THE ECONOMIC IMPACT

HOUSING SHORTAGE: THE ECONOMIC IMPACT (CONTINUED)

¢ Only one of five of the most in-demand jobs pays
enough to exceed the income needed to rent, while
none meet the income required to purchase a home.

e  The percentage of cost-burdened households with
children: 16% white, 21% Asian, 34% Hispanic, 48% Black.

e Renter incomes rose by 3% over a five-year period,
while rent increased by 7% during the same period.

ASSESSMENT OF THE ECONOMIC TOLL OF
THE LACK OF AFFORDABILITY

The economic toll of a lack of housing is significant and
multifaceted. Without safe, affordable options, individuals
may be forced to live in less-than-optimal housing
situations, which can negatively impact their health and
overall quality of life. As housing prices rise in the cities
and suburbs, people may need to move farther away
from their jobs to find affordable homes, resulting in
longer travel times and higher transportation expenses.
This also can strain public infrastructure and lead to
increased wear and tear on roads and bridges. If rents
create an excessive cost burden, renters may struggle
to save for a down payment on a home, perpetuating a
cycle of financial instability. The lack of affordable and
entry-level market-rate housing also can contribute to
broader societal issues, such as increased homelessness
and economic disparity among different demographic

groups, particularly affecting communities of color.

FIGURE 11: MINNESOTA'S

OWNER-OCCUPIED VACANCY RATE
SOURCE: U.S. CENSUS BUREAU VIA FRED
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As home prices rise, affordability necessarily worsens.
According to the National Association of Homebuilders
(NAHB), every $1,000 increase in the median price of a new
home prices out 115,593 households across the nation*".

In Minnesota, the number of households that are priced out is
2,333. This analysis assumes a new Minnesota home price of
$442,900, far below the state's actual median new home price,
a 10% down payment, a 30-year fixed-rate mortgage of 6.50%
with no points, and that interest, principal, property taxes,

and home insurance do not exceed 28% of monthly gross

household income, all reasonable.

It is also important to consider housing availability, or the

lack thereof, when assessing economic development or
growth initiatives. For example, the state and many localities
have heavily invested in economic development corporations
(EDCs) to attract new businesses and encourage existing
ones to expand. In Minnesota, the appeal includes a well-
educated labor force, a prime geographic location, premier air
service, and reasonably priced housing. However, attracting
businesses also requires providing adequate housing

for incoming workers to maintain a stable and appealing
economic environment. If housing becomes unaffordable, it
will hinder the EDCs’ efforts to attract and retain businesses.
Therefore, to support economic growth and leverage the
investments made in and by EDCs, it's imperative to ensure

that sufficient and affordable housing is available.

FIGURE 12: MINNESOTA'S
RENTAL VACANCY RATE
SOURCE: U.S. CENSUS BUREAU VIA FRED
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Other Key Issues

In addition to the overarching issues of affordability and availability of housing for all
individuals, there are specific issues and populations that will need additional focus and
targeted solutions if the entire housing ecosystem is to successfully evolve.

SENIOR HOUSING

One of these is senior housing.

A second area that needs
targeted focus is the minority
homeownership gap.

The average age of residents
in Minnesota has risen from 37.4 to 38.5 over the past decade*, and it will continue to
rise for the foreseeable future as the large cohort of Baby Boomers continues to age.
Over time, these individuals and families must decide if they will remain in their homes
or move elsewhere. It's important to ensure housing options are safe, in a supportive
environment, and that these options ensure seniors aren’t unnecessarily locked into
large, single-family homes due to a lack of viable housing options. If these aging and
smaller households can safely downsize, this will increase the stock of available larger
single-family homes that the millennials and younger generations desperately seek.

, and data repeatedly show
that minorities, with few exceptions, have homeownership rates that are systematically
below those of non-Hispanic whites. Prosperity Now, in its State Outcome and Policy
Report for Minnesota for 2015-20*, found that while 77.5% of white households own their
own home, only 30.5% of Black households do, and that percentage is even lower in the
Minneapolis-St. Paul metropolitan area. For renters, 57.4% of Black renter households are
cost-burdened, compared to 45.5% for white renters. For Minnesota to continue to grow
its overall homeownership rate, it will be essential to develop specific strategies to assist
minority groups in achieving homeownership.

CHANGING DEMOGRAPHICS OF FIRST-TIME HOMEBUYERS

The National Association of
Realtors (NAR) reports that the
median age of first-time home-
buyers in 2024 has risen to 38
years, up from 35 just one year
before, the oldest average on
record since data collection
began in 1981,

At the same time, the share of first-time buyers as a portion of the total homebuyer pool
has trended down from a recent peak of 35% in 2016 to just 24% in 2024, reflecting the
growing affordability barrier facing younger buyers. These shifts underscore a broader
trend: Younger households are entering the housing market significantly later in life than
in prior generations, often relying on financial support from family, assistance programs,
or taking longer to accumulate down payment savings.

While NAR does not publish state-specific age data for first-time buyers, REGIONAL
ANALYSIS SUGGESTS THAT THE MIDWEST HAS ONE OF THE YOUNGEST MEDIAN
HOMEBUYER AGES, AVERAGING 39 YEARS, compared to older averages in the West
and South. This indicates that, despite national trends pushing first-time buyers into older
age brackets, the Midwest remains relatively more accessible to younger households,
although that access is eroding over time.
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Conclusion

Minnesota's housing market is showing mounting signs of strain, with high prices, low
vacancy rates, and sluggish permitting trends combining to create across-the-board
affordability challenges that can lead to a continued decline in homeownership.

Without policy intervention, the shortage is unlikely to resolve on its own.

One of the most important points in
understanding Minnesota's housing
shortage is that the market cannot be
relied upon to self-correct. A healthy
market depends on the ability of
supply to respond when prices rise.
In most industries, high prices signal
opportunity, prompting producers
to increase output. Scarcity and high
prices quickly attract new entrants
and investor capital and prompt
increased production. But housing

production does not function like the

market for cars or appliances. Zoning
rules, permitting processes, design
restrictions, infrastructure requirements,
financing constraints, supply chain
problems, and construction labor
shortages mean that even when builders
see strong demand, they cannot simply
ramp up production, let alone quickly.
Barriers to entry are significant, and
timelines are long. Although homes

are selling at historically high prices,
under even the best of conditions,

developers cannot always assemble

land, secure approvals, and arrange

financing fast enough to respond.

If builders could capture the profits
currently embedded in high Minnesota
home prices, they would. The fact that
they are not producing at higher levels
is evidence of structural constraints
beyond their control, be they
regulatory, logistical, or financial, that
limit responsiveness. This means that
without policy intervention, the shortage

is unlikely to resolve on its own.

Encouraging new construction and removing barriers to
affordability will be essential to sustaining Minnesota’s growth,

competitiveness, and appeal for future generations.

The shortage of housing supply is
more than a household-level issue;
it threatens the state’s long-term
economic competitiveness. Rising
costs leave few affordable housing
options, raising the risk that younger
and more mobile residents will look to
other states. Over time, this dynamic
could slow population growth,

slow growth in the labor pool, and
make Minnesota less attractive for

business investment and expansion.

While recent legislative steps to
encourage more multifamily housing

are a step in the right direction, they

cannot deliver immediate relief. Even
effective reforms take years to result

in new homes, and in the meantime,
the costs of inaction accumulate.
Persistently low supply drives up rents
and home prices, makes ownership less
attainable, and deepens barriers for
first-time buyers. The Minnesota housing
market's slow-moving but cumulative
problems, high price-to-income

ratios, declining affordability, and
constrained supply suggest the state

is already on a concerning trajectory.

The stakes extend well beyond today’s

buyers and renters. Housing affordability

will shape whether Minnesota can
continue to attract and retain the

young, diverse, and mobile workforce
that underpins long-term economic
vitality. If left unaddressed, high housing
costs will gradually erode the state's
competitive edge. Minnesota may boast
strong jobs and wages, but for too
many, the cost of entry may become
prohibitive. Ensuring a dynamic housing
market that can respond to demand,

by encouraging new construction

and removing barriers to affordability,
will be essential to sustaining the

state’s growth, competitiveness, and

appeal for future generations.
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