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About ULI
The Urban Land Institute is a 501(c)(3) nonprofit research and education 
organization supported by its members. Founded in 1936, the Institute now 
has nearly 30,000 members worldwide representing the entire spectrum of 
land use and real estate development disciplines, working in private enter-
prise and public service. As the preeminent, multidisciplinary real estate 
forum, ULI facilitates the open exchange of ideas, information, and experi-
ence among local, national, and international industry leaders and policy 
makers dedicated to creating better places.

The mission of the Urban Land Institute is to provide leadership in the 
responsible use of land and in creating and sustaining thriving communities 
worldwide. ULI is committed to bringing together leaders from across the 
fields of real estate and land use policy to exchange best practices and serve 
community needs by

Fostering collaboration within and beyond ULI’s membership through 
mentoring, dialogue, and problem solving;

Exploring issues of urbanization, conservation, regeneration, land use, 
capital formation, and sustainable development;

Advancing land use policies and design practices that respect the 
uniqueness of both built and natural environments;

Sharing knowledge through education, applied research, publishing, and 
electronic media; and

Sustaining a diverse global network of local practice and advisory efforts 
that address current and future challenges.

ULI’s policy and practice priorities include:

Promoting intelligent densification and urbanization;

Creating resilient communities;

Understanding demand and market forces;

Connecting capital and the built environment through value; and

Integrating energy, resources and uses sustainably.
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Executive Summary
In the coming decade, the demand for rental housing will dramatically surge 
to reflect changing demographics, economic conditions, and housing prefer-
ences. The effect of this demand will be strongest in the high-cost metropoli-
tan areas of the United States. 

America’s leaders should anticipate this emerging reality and adjust federal 
housing policy accordingly. The affordable rental needs of two groups in par-
ticular merit increased federal attention: low-income households (those with 
incomes below 60 percent of area median income, or AMI) and “workforce” 
households (those earning between 60 and 120 percent of AMI, whose mem-
bers often work in the country’s most expensive regions).

Homeownership has benefited millions of Americans and their families. 
Neverthe less, the current policy of oversubsidizing homeownership (even for 
the wealthiest Americans) and undersubsidizing rental housing for low-
income and workforce households makes little sense. In fiscal year 2010, 
federal support for housing amounted to approximately $207 billion. The fed-
eral government devoted more than 75 percent of this amount to supporting 
homeownership, whereas less than 25 percent was devoted to improving 
rental affordability. 

Rental housing is becoming increasingly unaffordable, putting stress on fami-
lies and their budgets. Harvard University’s Joint Center for Housing Studies 
estimates that by 2009 the share of at least “moderately cost-burdened” renters 
(those spending between 30 and 50 percent of their income on housing) had shot 
up to 49 percent of all renters. The share of “severely cost-burdened” renters 
(those spending more than 50 percent of their income on housing) also spiked, 
jumping to 26 percent by 2009. Although these trends have hit the lowest-income 
renters particularly hard, the increasing expense of rental housing is a big con-
cern for workforce households as well.

Despite these rising costs, the demand for rental housing is expected to 
increase dramatically in the coming decade. The 78 million–strong echo 
boom generation (those born after 1986) is about to hit the rental market like 
a tidal wave. Many of these echo boomers will seek rental housing in city 
centers, close to employment and transportation. In addition, minorities and 
households without children—two groups more traditionally likely to rent—
are expected to make up an even larger share of new household growth mov-
ing further into the decade. 
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These demographic changes will put tremendous pressure on the demand 
for affordable rental housing, particularly in high-cost metropolitan markets. 
Moreover, for many households, renting may in fact be the only option as 
tighter mortgage underwriting standards preclude homeownership or delay 
the decision to purchase.

Unfortunately, in many urban markets, the supply of affordable rental hous-
ing is likely to be insufficient to meet the expected increase in demand. In 
recent years, construction of multifamily apartments (buildings with five or 
more units) has dropped to historic lows as unemployment spiked, wages 
stagnated, and construction financing evaporated. Although multifamily con-
struction has picked up recently, it is likely to fall far short of what is needed 
to replace those units that have become obsolete and to match the expected 
explosion in demand over the coming decade.

If current trends hold true, at least 3 million new multifamily rental units will 
be needed over the next ten years (2011–2020). Government support is essen-
tial to (a) help stimulate private production of affordable rental housing  
to higher levels, (b) assist in the preservation of existing affordable units,  
(c) ensure sufficient capital to help finance new multifamily construction, and 
(d) encourage local communities to eliminate regulatory barriers that restrict 
higher-density development near transportation and employment centers. 

A renewed commitment to affordable rental housing is not just the right thing 
to do; it is the smart thing to do. New multifamily rental construction gener-
ates significant economic activity that can create hundreds of thousands of 
new jobs and provide much-needed tax revenue for local communities. In 
fact, using estimates developed by the National Association of Home Builders 
(NAHB) one can estimate that building 1 million new multifamily rental units 
in the nation’s metro areas could generate as many as 1.2 million jobs and 
more than 300,000 additional jobs in the years that follow the initial period of 
construction.

In today’s highly competitive globalized world, America requires a dynamic, 
mobile workforce that can respond quickly to a changing marketplace. 
Renting gives working families the flexibility to relocate that a modern econ-
omy demands. In addition, using higher-density rental housing to help fami-
lies live closer to transportation hubs and centers of employment reduces 
energy consumption and promotes sustainable development. 
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America’s leaders are appropriately engaged in reducing the nation’s mount-
ing debt. But as they set new priorities for the country, they should under-
stand that the household budgets of millions of American families, already 
strained by wages that have lagged behind rental costs, will come under 
renewed stress as a huge wave of new renters enters the market during the 
remainder of the decade. If America is to remain committed to providing “a 
decent home and suitable living environment for every American family”—
a goal first articulated in the Housing Act of 1949—then refocusing federal 
policy to respond to this expected surge in rental demand is the responsible 
choice to make.

Appendix B suggests several actions that Congress might take as part of this 
refocusing. These suggestions recognize that federal resources devoted to hous-
ing are limited and unlikely to increase in the current budget environment where 
deficit reduction is the top priority. For this reason, one suggestion is that a por-
tion of those resources currently devoted to subsidizing homeownership through 
the mortgage interest deduction be redirected to support rental housing produc-
tion and preservation. 
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America’s Housing Policy
looking AHeAd 

The “Great Recession” continues to wreak havoc across America. Nearly 14 
million Americans are currently out of work, more than 8 million more are 
underemployed or looking for a full-time job, and hundreds of thousands 
have simply withdrawn from the job market, discouraged by their employ-
ment prospects.1 

Although much has been written about the causes of this nation’s economic 
troubles, general agreement exists that unsustainable housing prices were 
a core issue. Fueled by historically low interest rates, easy credit, regula-
tory failure, and lax underwriting standards, too many Americans purchased 
homes they simply could not afford. The issuance of hundreds of billions of 
dollars’ worth of securities backed by these unsustainable mortgages virtu-
ally guaranteed that the collapse of the housing market would have devastat-
ing ripple effects throughout the U.S. and global economies. 

Since early 2007, millions of American families have lost their homes to fore-
closure. Some analysts predict that as many as 13 million homes could enter 
foreclosure by the time the housing market finally bottoms out.2 To date, the 
precipitous decline in housing prices has destroyed some $9 trillion in house-
hold wealth, with more losses expected.3 

It is tempting to draw the wrong lessons here—to conclude that federal policy 
has overemphasized housing or that the federal government should withdraw 
altogether from trying to meet the housing needs of its citizens. These con-
clusions, although understandable, are fundamentally flawed. 

The goal articulated by Congress in the Housing Act of 1949—that every 
American family should have a “decent home and suitable living environ-
ment”—remains valid today. Like food and clothing, housing is essential. We 
all need a place to live, a place to rest after a hard day at work, a place to 
raise our families and call home. For our children, decent housing generally 
means better health, improved educational performance, and stronger ties 
to community and country.4 Even as America struggles with its debt crisis, to 
abandon the aspiration expressed in the 1949 act as unachievable should be 
unacceptable to the world’s wealthiest nation. 

Instead, the focus of America’s leaders must shift to make room for rent—a 
renewed emphasis on affordable rental housing, particularly in the high-cost 
regions of the United States.
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increased Rental demand
As the homeownership rate has dropped from a high of 69.4 percent in the 
second quarter of 2004 to 66.1 percent today,5 the number of renters has 
increased dramatically—in fact, by almost 4 million since 2004.6 Millions 
of Americans now have a greater appreciation for the financial flexibility of 
renting—no mortgage downpayment, no worries of plummeting home val-
ues, lower transaction costs, enhanced mobility, and freedom from regular 
maintenance and repair work.7 For many Americans, renting may be the only 
option as tighter mortgage underwriting standards preclude homeownership 
or delay the opportunity to purchase.

The demographics of America are also changing: those groups that have tra-
ditionally been renters—young adults, minorities, childless households—are 
expected to make up an even larger share of all new households as we move 
deeper into the decade. These demographic changes will put tremendous 
pressure on the demand for affordable rental housing, particularly multifam-
ily housing in large metropolitan markets. 

Unfortunately, the supply of affordable rental housing is insufficient in areas 
where it is most needed. In recent years, construction of multifamily apart-
ments (buildings with five or more units) dropped to historic lows as unem-
ployment spiked, wages stagnated, and construction financing evaporated. 
Although multifamily construction has picked up recently, it is likely to fall far 
short of what is needed (a) to replace units that have become obsolete and 
(b) to match the explosion in demand anticipated over the coming decade. If 
current trends hold true, an additional 3 million multifamily rental units are 
likely to be needed over the next ten years (2011–2020). 

WHAT is “AffoRdAble” Housing?
The commonly accepted definition of affordability is that a household should pay no more 
than 30 percent of its annual income on housing (including utilities). families paying more 
than 30 percent of their income on housing are viewed as “cost burdened.” families paying 
between 30 and 50 percent of their income are considered “moderately cost burdened,” 
while those paying more than 50 percent are considered “severely cost burdened.” cost-
burdened families may have difficulty paying for nonhousing necessities such as food, 
clothing, transportation, and medical care. 

Many experts now recognize that affordable housing by itself is insufficient if it means that 
families must make long and expensive car trips to get to jobs and other key locations. 
These experts suggest that the combined cost of housing and transportation is a more 
appropriate gauge of “affordability.”
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A renewed commitment to affordable rental housing is not just the right thing 
to do; it is the smart thing to do. As the economy recovers, America will rely 
on a dynamic, mobile workforce that can respond quickly to a changing mar-
ketplace. How often has it been said that people say they are “locked” into 
the homes they own? Renting gives working families the flexibility to relocate 
that a modern economy demands. 

In addition, building higher-density multifamily housing to help families live 
closer to transportation hubs and centers of employment reduces energy use 
and promotes sustainable development. It can make for a better quality of life 
as commute times decline, time with family increases, and the share of the 
family budget devoted to transportation becomes more manageable.8 

Before exploring these issues further, this paper reviews how the federal 
government has tried to meet the housing needs of its citizens. 

A brief overview of federal Housing Policy
The federal government’s forays into housing were designed to achieve goals 
beyond just providing shelter. For example, Congress was focused on aid-
ing the war effort in 1918 when it created the United States Ship-Building 
Corporation and authorized $100 million for 5,000 homes for defense work-
ers.9 Similarly, when Congress passed the National Housing Act of 1934 and 
created the Federal Housing Administration (FHA) to insure single-family 
mortgages, it was hoping not only to stimulate private lending but also to 
rescue the country from a wave of foreclosures and unemployment brought 
on by the Great Depression. 

Congress first articulated a national housing policy with the 1949 Housing 
Act, which authorized production of more than 800,000 housing units for vet-
erans returning from World War II.10 In the act’s preamble, Congress pledged 
itself to “the realization as soon as feasible of the goal of a decent home and 
suitable living environment for every American family.” This goal has been 
reaffirmed in subsequent legislation—in the Housing and Urban Development 

WHAT is A “WoRkfoRce” HouseHold?
The UlI Terwilliger center for Housing defines a workforce household as one earn-
ing between 60 and 120 percent of AMI. Many workforce households include police 
officers, firefighters, and workers in high-growth industries such as education, health 
care, and professional services. rental housing is a key form of affordable housing for 
many workforce families, particularly in those communities where the existing stock of 
for-sale properties continues to be priced well above what they can afford.
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Act of 1968, the Housing and Community Development Act of 1974, the 
Housing and Community Development Act of 1987, and the 1990 Cranston-
Gonzalez National Affordable Housing Act.11 The notion that “decent and suit-
able” housing should also be “affordable” was a key element of these federal 
initiatives. 

So how has the federal government pursued the vision of the 1949 Housing Act 
over the past 60 years? In short, it has embraced a two-track approach. First, it 
has made support for homeownership a major focus of federal policy. Second, to 
a much lesser degree, it has promoted affordable rental housing for low-income 
families through both tax and cash subsidies. Very little help has been available 
for workforce households.

federal focus on Homeownership 
For many of America’s citizens, homeownership has been synonymous with the 
American dream. Their home has been—and for some still remains—their single 
biggest asset. The federal government has vigorously supported homeownership 
using a combination of tax benefits, credit enhancements, regulatory tools, and 
cash subsidies.

Before 1986, all consumer interest was tax deductible, including interest on 
credit card debt. The Tax Reform Act of 1986 eliminated this broad deduction 
but preserved two of the most significant federal initiatives supporting home-
ownership: the mortgage interest deduction allowing homeowners to deduct 
interest on mortgages of up to $1 million and the deduction for local property 
taxes.12 The Taxpayer Relief Act of 1997 went a step further by exempting 
from capital gains tax any gain up to $250,000 ($500,000 for a joint return) 
from the sale of a primary residence. All homeowners, regardless of income 
level, are entitled to these tax benefits.

The insurance programs of FHA and the loan guaranty program of the 
Department of Veterans Affairs have provided critical credit enhancements for 
individual mortgages and have made purchasing a home affordable for mil-
lions of low- and moderate-income Americans. Congress established Fannie 
Mae (the Federal National Mortgage Association), and later Ginnie Mae (the 
Government National Mortgage Association) and Freddie Mac (the Federal 
Home Loan Mortgage Corporation), to support a “secondary market” for mort-
gages with the goal of keeping mortgage funds plentiful and mortgage rates 
affordable.13 The Community Reinvestment Act of 1977 has encouraged banks 
to extend mortgage credit to low-income and minority communities. Congress 
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has also supported homeownership in rural America by authorizing the U.S. 
Department of Agriculture (USDA) to aid low-income borrowers in rural com-
munities through direct loans and guaranteed mortgages.

Starting in the early 1990s, a central theme of federal housing policy has 
been to expand homeownership among minorities and in communities not 
adequately served by the mortgage market.14 In 1992, for example, “afford-
able housing” goals were established for Fannie Mae and Freddie Mac, 
requiring them to purchase mortgages made to low-income borrowers and in 
underserved communities. Eleven years later, Congress passed the American 
Dream Downpayment Act, authorizing $200 million annually to help defray 
downpayment and closing costs for low-income buyers purchasing homes for 
the first time. 

Despite the good intentions of policy makers, the American dream of home-
ownership has unfortunately turned into a nightmare for far too many fami-
lies. The potent mix of low interest rates, lax underwriting standards, and in 
some cases outright fraud, encouraged many people to buy homes they even-
tually could not afford. Many took out mortgages that offered artificially low 
“teaser” rates, but which required payments to increase dramatically after 
only a few years. The presumption often was that owners could refinance into 
another affordable loan—or sell their home and reap a sizable profit—before 
the higher payments took effect. However, when interest rates began to 
rise, home values began to fall, and job losses began to mount, many own-
ers found they could no longer refinance out of a burdensome mortgage. 
Ultimately, they could not afford to remain in their homes. 

subsidy TARgeTing bAsed on incoMe
Most of the housing and community development programs of the U.S. department of 
Housing and Urban development (HUd) serve low-income households. HUd differentiates 
among three levels of low income: low, very low, and extremely low.

•  Low-income households earn 80 percent or less than the median income of the county in 
which they live, also known as area median income (AMI).

•  Very low-income households earn 50 percent or less of AMI.

•  Extremely low-income households earn 30 percent or less of AMI.

In determining program eligibility, each of these income levels is normally adjusted based 
on family size.
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With the bursting of the housing bubble, the country is witnessing a contin-
ued decline in the homeownership rate that first began in 2004. Not surpris-
ingly, the number of renting households has increased substantially over the 
same period. (See figures 1a and 1b.)

subsidized Rental Assistance
Three programs currently help define federal rental housing policy: public 
housing, Section 8 vouchers, and the Low Income Housing Tax Credit (LIHTC). 
All three programs are designed to assist low-income and very low-income 
households. In contrast, no federal program’s current primary mission is to 
help meet the housing needs of workforce families.

figuRe 1A   u.s. Homeownership Rate

source: U.S. Department of Commerce, Bureau of the Census.
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source: U.S. Department of Commerce, Bureau of the Census.
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Public Housing

First authorized in the Housing Act of 1937, public housing was the nation’s 
first large-scale subsidized housing program. Today, approximately 1.2 mil-
lion low-income households live in public housing units that are managed by 
some 3,300 local public housing agencies (PHAs). HUD administers federal 
aid to these agencies that, in turn, offer subsidized rents for their low-income 
tenants. Public housing comes in a variety of types and sizes, from large tow-
ers to smaller, low-rise apartments and even some single-family houses. 
In 1993, in response to concerns that public housing had concentrated low-
income families into pockets of poverty, Congress enacted the HOPE VI pro-
gram with the goal of replacing some of the nation’s most distressed public 
housing projects with new, and often smaller, mixed-income developments. 
By 2006, approximately 150,000 public housing units had been replaced under 
HOPE VI, though the program has resulted in a net loss of subsidized housing 
units dedicated to very low-income renters. 

section 8 

In 1974, Congress passed the Housing and Community Development Act 
and created the Section 8 Housing Allowance program (later renamed the 
Housing Choice Voucher program in 1998). Section 8 provides eligible house-
holds with a monthly allowance for renting an existing unit in the private 
market. The allowance is calculated as the difference between 30 percent of 
the household’s income and the “fair market rent” in the area where the unit 
is located. Housing choice vouchers are administered locally by PHAs. A fam-
ily receiving a housing voucher from the PHA is responsible for identifying a 
suitable housing unit where the owner of the unit agrees to rent under the 
program.

Unfortunately, the benefits of the Section 8 program fall short today. Although 
more than 2 million very low-income households receive Section 8 vouchers 
(project based and tenant based), some 10 million households have incomes 
low enough to be eligible for the program,15 and hundreds of thousands are 
on waiting lists to receive vouchers through a lottery system.16 

low income Housing tax credit

Recognizing the need to increase the supply of affordable rental housing, 
Congress created the LIHTC program as part of the 1986 Tax Reform Act. 
The LIHTC program enables private and nonprofit developers to raise equity 
for affordable housing construction by selling tax credits to private corpora-
tions. State housing finance agencies administer the program after receiving 
a per capita allocation of credits that is indexed to inflation. To be eligible 
for the credits, developers must commit to projects that ensure a significant 
percentage of the project’s rental units are affordable to households earning 
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60 percent or less of AMI.17 The rents that can be charged residents for these 
low-income units are restricted so that monthly housing costs, including 
utilities, do not exceed certain limits.

The LIHTC program has proven to be very successful, even though demand 
for the credits dropped off in 2008 and 2009 because of the bad economy.18 
Since 1986, the program has supported more than 2 million affordable rental 
units, averaging about 100,000 units annually until the economic downturn.19 
Approximately two-thirds of these units were newly built, whereas one-third was 
substantial renovations of older units.20 

Among the LIHTC program’s features are the leveraging of private capital 
and the shifting of liability from the federal government to the private sector. 
Because of the program’s household income requirements, however, work-
force families with incomes above 60 percent of AMI are ineligible to benefit 
from its rent restrictions despite the burden of significant housing and trans-
portation costs they may bear. As a result, the current LIHTC program misses 
an opportunity to encourage the development of mixed-income communities. 

federal support for Homeownership and Renting
Federal support for housing is achieved primarily in two ways: through sub-
sidies in the federal tax code and through federal spending programs subject 
to the annual appropriations process. In fiscal year 2010, federal support for 
housing amounted to approximately $207 billion. As figures 2 and 3 demon-
strate, the federal government devoted more than 75 percent of this amount 
to supporting homeownership, whereas less than 25 percent was devoted to 
improving rental affordability.21 

figuRe 2   federal Tax expenditures for Homeownership  
compared to Renting, fy 2010

expenditure category us$ Millions
Homeownership
   Mortgage Interest Deduction 90,800
   Property Tax Deductions  15,500
   Capital Gains Exclusion 15,000
   Tax-Exempt Bond Interest Exclusion 1,000
   Homeownership Tax Credit 8,700
   Total 131,000
Renting
   Low-Income Housing Tax Credits 5,100
   Rental Housing Accelerated Depreciation 5,000
   Tax-Exempt Bond Interest Exclusion 800
   Total 10,900
source: Tax expenditure data taken from Joint Committee on Taxation, U.S. Congress, Estimates of Fiscal 
Year Tax Expenditures for Fiscal Years 2010–2014, JCS-3-10 (December 15, 2010).
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The numbers break down as shown in figure 2, which indicates that the 
federal tax code strongly favors homeownership over renting by a factor of 
approximately 12 to 1. The single largest tax subsidy supporting homeown-
ership—the mortgage interest deduction—accounts for nearly $91 billion in 
forgone revenue, or nearly 18 times the amount supporting the nation’s low-
income rental housing production program. 

Figure 3 lists the federal spending programs for both homeownership and 
rental assistance. Included in this calculation are two programs initiated in 
response to the housing market crisis—the Making Home Affordable program 
and federal support for the single-family mortgage loan guarantees issued 
by Fannie Mae and Freddie Mac. Even if the expenditures for these programs 
were not counted, the homeownership share of federal support for housing 
would still exceed 70 percent.

figuRe 3   federal spending on Homeownership compared  
to Renting, fy 2010

expenditure category us$ Millions
Homeownership
   Making Home Affordable Program 2,300
   Subsidy Costs of New GSE Credit Activities 21,000
   HOME Investment Partnership 798
   CDBG (Housing Subsidy Only) 801
   Other HUD Subsidy Programs 115
   USDA Housing Subsidy Programs 291
   Total 25,305
Renting
   Section 8 Housing Choice Voucher Program 18,184
   Project-Based Section 8 8,557
   Public Housing 7,275
   HOME Investment Partnership 1,027
   Homeless Assistance (Housing Subsidy Only) 1,268
   CDBG (Housing Subsidy Only) 334
   Section 202/811 1,125
   Other HUD Housing Subsidy Programs 922
   USDA Housing Subsidy Programs 1,071
   Total 39,763
sources: E-mail correspondence with CBO staff; Enterprise Community Partners, Housing and 
Community Development Programs: Budget FY 2009 and FY 2010, http://www.enterprisecommunity.org/
public_policy/documents/hud_budget_chart_2010.pdf; The Board Advocacy Project and Common Ground, 
“Reforming Tax Subsidies Issue Brief,” http://www.boardadvocacy.org/docs/Reforming%20Tax%20
Subsidies%20issue%20brief%201210.pdf (December 2010).

note: GSE = government-sponsored enterprise; CDBG = community development block grant.
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increasingly unaffordable Rental Housing
Unquestionably, homeownership has benefited millions of Americans and 
their families. Surveys show the attraction of homeownership remains strong 
despite the collapse of the housing market. Young adults, immigrants, and 
other groups continue to view owning a home as a ticket to prosperity and 

figuRe 4   cost-burdened Renter Households 

source: See Joint Center for Housing Studies of Harvard University, America’s Rental Housing: Meeting 
Challenges, Building on Opportunities (Cambridge, Mass.: Joint Center for Housing Studies, 2011), 29, with 
permission from the Joint Center for Housing Studies of Harvard University. All rights reserved.

note: Rent includes tenant-paid utilities. Moderately cost-burdened renters pay 30 to 50 percent of pretax 
household income for housing; severely burdened renters pay more than 50 percent of their pretax income 
for housing. Renters with zero or negative income are assumed to be severely burdened, whereas renters 
not paying cash rent are assumed to be unburdened.
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source: U.S. Census Bureau, American Community Survey 2008.
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stability.22 Nevertheless, the current policy of providing so much subsidy for 
homeownership (even for the wealthiest Americans) and so little subsidy to 
support rental affordability for low-income and workforce households makes 
little sense. Here is why.

Rental housing is becoming increasingly unaffordable, putting stress on 
families and their budgets. Because of a combination of weak income gains 
and rising housing costs over the past decade, Harvard’s Joint Center for 
Housing Studies estimates that by 2009 the share of at least moderately cost-
burdened renters (those paying between 30 to 50 percent of their income 
on housing) had shot up to 49 percent of all renters.  The share of severely 
cost-burdened renters (those paying more than 50 percent of their income on 
housing) also spiked, jumping to 26 percent.23 

Figure 4 demonstrates how renter affordability has deteriorated over the past 
50 years; the share of renters with affordability problems has doubled during 
this period.

Although these trends have hit the lowest-income renters particularly hard, the 
increasing expense of rental housing during a period of wage stagnation is also 
a big concern for moderate-income or workforce households. The Joint Center 
estimates that between 2007 and 2009 an additional 1.1 million moderate- 
income or workforce renters were spending more than 30 percent of their 
income on housing. This problem is particularly acute for workforce households 
in certain high-cost metro regions, such as Boston, Los Angeles, New York, San 
Francisco, and Washington, D.C., as figure 5 demonstrates.

Rising rental cost burdens force low-income and workforce families to make 
difficult choices as they try to manage tight household budgets. Many move 
to find less expensive housing, even if such a move requires a longer com-
mute to a job. Others may settle for older, poorer-quality housing to live 
closer to places of employment. Figure 6 illustrates the difficulty workforce 
families face in affording a basic one-bedroom or two-bedroom apartment in 
two of the nation’s most high-cost areas.

After housing and transportation costs are accounted for, workforce house-
holds in these high-cost communities often have to make tough decisions 
about health insurance, food, and child care with the limited resources that 
remain.24 Unfortunately, too many workforce families do indeed live paycheck 
to paycheck25 (see figure 7).
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bracing for a dramatic increase in Rental demand
Despite incomes that lag behind rental costs, the demand for rental housing 
is expected to increase dramatically in the coming decade. In fact, the Joint 
Center conservatively estimates that population growth alone should result in 
a net increase of renter households of more than 3.6 million by 2020, as 11.3 
million young adult renters enter the market and just 7.7 million older rent-
ers leave26 (see figure 8).

So, who will these new renters be? 

figuRe 6   Rent compared to salaries

source: Center for Housing Policy, Paycheck to Paycheck, First Quarter Findings (July 21, 2011), http://www.
nhc.org/chp/p2p/.

note: 1BR = one-bedroom apartment; 2BR = two-bedroom apartment.
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figuRe 7   Average Monthly expenses—family of four

sources: Child care costs based on one infant and one four-year-old, taken from National Association of 
Child Care Resource and Referral Agencies; grocery costs based on low-cost plan for a family of four (with 
toddlers), taken from United States Department of Agriculture, Center for Nutrition Policy and Promotion, 
“Official USDA Food Plans: Cost of Food at Home at Four Levels, U.S. Average, June 2009,” Alexandria, 
Va., http://www.cnpp.usda.gov/Publications/FoodPlans/2009/CostofFoodJun09.pdf; health insurance costs 
based on family contribution to private employer, taken from Agency for Healthcare Research and Quality, 
Center for Financing, Access and Cost Trends, Rockville, Md. (2008); median income, and transportation 
and housing costs taken from ULI Terwilliger Center for Workforce Housing Burden Series: The Boston 
Regional Challenge (2010), Bay Area Burden (2009), and Beltway Burden (2009).
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tHe ecHo boom generation

Members of the 78 million–strong echo boom generation (those born after 
1986) are just beginning to enter the housing market. As the largest demo-
graphic cohort in America, echo boomers are expected to contribute 11.3 
million new renters in the coming decade. They spent much of the latter half 
of the last decade sitting on the housing sidelines, many living with their par-
ents or “doubling up” with roommates, as the economy faltered. Now they 
are beginning to form their own households. 

To put this in perspective, from 2000 to 2007, the number of new house-
holds formed each year averaged 1.2 million. Yet, as the effects of the Great 
Recession were being felt, new household growth declined dramatically, 
averaging only 500,000 annually from 2007 to 2010. In other words, the echo 
boomers represent a huge pent-up demand for housing that is now just being 
unleashed.27 If the job market improves, household formation among echo 
boomers will increase as well.28

Where will these echo boomers gravitate? They will go to major metro areas that 
satisfy their zeal for career advancement, financial gain, and the amenities of an 
urban lifestyle. And their preference will be multifamily rental housing.29

minority HouseHolds

About 70 percent of the 11.8 million new households that will form from 2010 
to 2020 will be headed by members of minority groups, with Hispanics and 
non-Hispanic blacks accounting for the largest share.30 By 2020, minority 
households are projected to make up one-third of all U.S. households and 
will account for a growing share of the new, younger renter population.31 
These minority groups traditionally have had lower homeownership rates 
than their white counterparts. (In fact, the homeownership rate for African 
American households now stands at 45.6 percent, and the rate for Hispanic 
households is 47.6 percent, both substantially below the rate for white house-
holds, which currently exceeds 73 percent.) With lower average incomes and 
overall wealth than white households, members of these minority groups are 
more likely to rent.32

cHildless HouseHolds

Single-person households are expected to account for about 37 percent (4.3 
million) of the 11.8 million new households, while married couples without 
children will likely account for about 42 percent (5.0 million). In addition, 
unrelated individuals living together but not considering themselves partners 
will constitute a 12 percent share (1.5 million). These groups are also more 
likely to rent, with single-person households frequently choosing multifamily 
apartments.
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These demographic trends will be amplified by other factors. Tighter mortgage 
underwriting standards, impaired credit stemming from the wave of foreclosures, 
continued economic uncertainty, and a heightened appreciation of the benefits 
of renting will, at least in the near term, put added pressure on the demand for 
affordable rental housing. 

Single-family homes, buildings with two to four units, and manufactured 
housing account for more than 50 percent of all occupied rental units in the 
United States.33 Although the increasing number of single-family homes sub-
ject to short sales and foreclosures is likely to become a significant source 
of new affordable rental housing,34 many of these homes are generally more 
suitable for the types of households that left them in the first place—mar-
ried couples with children who are seeking more space in suburban environ-
ments.35 In addition, single-family foreclosures are concentrated in certain 
locations throughout the United States that may not be geographically near 
the jobs and other opportunities sought by the new, young renter popula-
tion. In fact, the Joint Center estimates that just 5 percent of census tracts 
accounted for more than a third of all homes lost to foreclosure since 2008.36 

Why the current supply of Multifamily Rental is inadequate 
If current trends hold true, this paper estimates a minimum need for an addi-
tional 3 million multifamily rental units over the next ten years (2011–2020). 
(See appendix A.) This estimate assumes that the homeownership rate will 
stabilize at 2010 levels. 

But what if the homeownership rate continues on its downward trajectory, 
perhaps bottoming out at 65 percent, the average rate experienced during 
the 30-year period between 1965 and 1995?37 Every percentage point drop in 
the homeownership rate means an additional 1.1 million renter households.38 
Perhaps half of these new renter households will seek housing in a multi-
family setting, thereby increasing even further the need for new multifamily 
production. 

The effects of the increased demand for multifamily housing are already being 
seen. The national rental vacancy rate soared in 2009 to 11.1 percent but has 
since dropped to 9.8 percent in the second quarter of 2011.39 Over the past year, 
the drop in vacancies has been most significant in multifamily buildings.40 Not 
surprisingly, rental vacancy rates in traditionally tight metro markets such as 
Boston, Los Angeles, New York, San Jose, and Washington, D.C., are well below 
the national average and have declined significantly over the past year.41 Rents in 
these markets are also beginning to recover to, or exceed, their 2008 levels.42
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These developments are not surprising because echo boomers are by defini-
tion young adults, and younger renters tend to prefer multifamily housing in 
central-city locations where they can be close to friends, recreational venues, 
and job opportunities.43 

A modest recovery in multifamily production is now ongoing,44 but without gov-
ernment support to help stimulate production to new and higher levels, one has 
difficulty seeing how enough units will be produced on a timely basis to meet this 
resurgence in demand.

Yes, one could argue that government help is not necessary because housing 
developers will simply respond to this new demand by increasing produc-
tion. That might be true in a perfectly functioning market, but burdensome 
regulatory requirements, local zoning and land use rules, impact fees, and 
other artificial barriers often distort the housing market in ways that increase 
land and construction costs and sometimes prevent the private sector from 
building and preserving affordable multifamily units in many high-cost metro 
areas.45 Eliminating these barriers and restoring more balance to the national 
housing policy is necessary to help the private sector close the multifamily 
supply gap.

Closing this gap, however, will not be easy. In 2009, as construction financing 
evaporated, multifamily rental starts dropped to just 82,000 units—the lowest 
since World War II. New production barely picked up in 2010, with only 85,000 
new starts. These levels fall far short of the annual average of new starts 
from 2000 to 2008 (232,000) and dramatically lower than the levels of previous 
decades when annual production often exceeded 300,000 units (see figure 9).

figuRe 9   u.s. Multifamily starts

source: U.S. Department of Commerce, Bureau of the Census.
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One must consider three additional facts:

1   An estimated 100,000 to 125,000 multifamily units become obsolete each 
year and are removed from the available rental stock.46 Production of new 
units must not only help meet expected demand but also replace those 
units no longer in use. The preservation and rehabilitation of existing units 
are critical.

2    A multifamily developer needs years to acquire a site, obtain financing, 
and build a project. As demand surges, a considerable lag will occur 
before new units are available for occupancy. At least in the short run, 
rental vacancy rates in the large metro areas are likely to continue to 
decline while rents increase. With new construction (excluding LIHTC 
units) focused on the high end of the market, the rental affordability 
challenges for low-income and workforce households will likely worsen.47 

3   According to government estimates, the mortgage restrictions and rental 
assistance contracts on more than 1 million subsidized units are expected 
to expire by 2013. Property owners will then have the option to renew 
contracts or opt out of the subsidy programs. As rental demand surges, 
the pressure to remove subsidized units from the affordable rental stock 
will intensify.48 

In short, without a dramatic increase in the supply of affordable multifamily units, 
the country is likely to witness a significant increase in rental costs that will put 
even more stress on the budgets of low-income and workforce families.

More Multifamily Housing Would support America’s economic Recovery
New multifamily construction generates significant economic activity that 
can create jobs and provide additional tax revenue for local communities. 
According to a model developed by the NAHB, building 100 rental apartments 
in a typical metropolitan area results in the following “one-year” effects:

$7.9 million in income for residents of the metro area;

$827,000 in taxes and other revenue for local governments; and

122 local jobs.

In addition, building 100 rental apartments in a typical metropolitan area has 
annual recurring effects resulting from the occupancy of the units and the rent-
ers paying taxes and participating in the local economy. NAHB calculates these 
effects as follows: 

$2.3 million in income for residents of the metro area;

$395,000 in taxes and other revenue for local governments; and 

32 local jobs.49 
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What these findings suggest is that building 1 million new multifamily rental 
units in metro areas throughout the country could generate as many as 1.2 
million jobs and more than 300,000 additional jobs in the years that follow the 
initial period of construction.50 Clearly, a renewed commitment to multifamily 
construction not only will help meet America’s housing needs, but also can 
play a significant role in hastening the country’s economic recovery.

federal Housing Policy
Last year, the federal government spent about $207 billion to support hous-
ing. As America’s leaders work to reduce the country’s debt, one should ask: 

Are these funds being spent on the right priorities? 

Can they be spent more effectively and efficiently? 

Are they appropriately anticipating tomorrow’s needs?

A wise federal housing policy would anticipate the expected surge in multi-
family demand and adjust accordingly. The goals of such a policy would be to 
help: 

Stimulate private production of multifamily units to higher levels to meet 
the expected demand, including units affordable to low-income and workforce 
households; 

Ensure sufficient private capital to help finance new multifamily 
construction; 

Assist in the preservation of existing affordable multifamily units; and

Encourage local communities to preserve and encourage higher-density 
affordable housing near transportation hubs and job centers.

To meet these goals, appendix B offers a number of suggestions for policy 
makers to consider.
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conclusion
America’s leaders are appropriately engaged in reducing the nation’s mount-
ing debt. But as they set new priorities for the country, they should under-
stand that the household budgets of millions of American families, already 
strained by wages that have lagged behind rental costs, will come under 
renewed stress as a huge wave of young, new renters enters the market dur-
ing the remainder of the decade. Many of these new renters will be seeking 
housing in multifamily developments, close to jobs and other opportunities. 

If the country is to remain committed to the 1949 Housing Act’s goal of “a 
decent home and suitable living environment for every American family,” 
then refocusing federal housing policy to respond to this expected surge in 
rental demand is the responsible choice to make. This refocusing can also 
help create hundreds of thousands of new jobs and hasten America’s eco-
nomic recovery. As outlined more fully in appendix B, this paper recommends 
converting the mortgage interest deduction to a nonrefundable credit on 
interest of up to $500,000 in mortgage debt on a principal residence, with the 
resulting savings used for deficit reduction and to support the construction, 
rehabilitation, and preservation of multifamily rental units affordable to low-
income and workforce households. 
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APPendix A 

Explanation of Estimated 
Number of Multifamily 
Rental Units Needed to Meet 
Expected Demand by 2020
This paper estimates that the production of at least 3 million new multifamily 
rental units will be needed to meet the additional demand for rental hous-
ing in the coming decade. This conclusion was reached using the following 
assumptions:

new HouseHold Formations

The Harvard Joint Center for Housing Studies estimates that 11.8 million new 
households will be formed by 2020.1

net new rental HouseHolds

The Joint Center estimates that those between 15 and 35 years of age in 2020 
(the echo boomers) will form 11.3 million net new rental households by 2020. A 
significant portion of these new echo boom rental households will consist of 
minorities, immigrants, single persons, single-parent families, and unmar-
ried partners and unrelated roommates.

The 11.3 million net new echo boom rental households will be offset by the net 
loss of 7.7 million older renter households. The estimated number of net new 
renter households by 2020 is 3.6 million, the difference between these two figures.2 

The following table from the Joint Center illustrates the relationship among 
these numbers. 

Projected net new Household formations by Tenure and Age, 
2010–2020 (Thousands of Households)

RenTAl HouseHolds oWneR HouseHolds ToTAl HouseHolds
Age in 2020 level cumulative level cumulative level cumulative
15–24 4,927 4,927 1,356 1,356 6,283 6,283
25–34 6,402 11,329 7,650 9,006 14,052 20,335
35–44 −2,809 8,520 5,828 14,834 3,018 23,353
45–54 −1,496 7,024 2,097 16,391 602 23,955
55–64 −833 6,191 1,065 17,996 232 24,187
65–74 −683 5,508 −784 17,212 −1,467 22,720
75+ −1,881 3,627 −9,037 8,175 −10,918 11,802
Total Formations 3,627 3,627 8,175 8,175 11,802 11,802
source: Joint Center for Housing Studies tabulations using 2010 Low-Series Household Growth Projections.

Reprinted with permission from the Joint Center for Housing Studies of Harvard University. All rights 
reserved.
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renters in multiFamily develoPments (Five units or more)

According to the U.S. Department of Housing and Urban Development’s 
most recent American Housing Survey, in 2009 there were approximately 
35.3 million renter occupied units in the United States of which approximately 
15.2 million, or 43 percent, were in multifamily developments.3 Because of the 
projected demographic growth, this paper estimates that at least half of the 
3.6 million net new renter households (1.8 million) will seek housing in a multi-
family setting, frequently in central-city locations.

rePlacement oF aging multiFamily stock

Assuming an annual loss rate of 0.70 percent, the production of approxi-
mately 125,000 multifamily units will be needed each year to replace housing 
stock that is obsolete or in disrepair. Over the ten-year period (2011–2020), 
that amounts to approximately 1.25 million new units.

total estimated need

The demand from 1.8 million new renter households combined with the 1.25 mil-
lion units needed to replace multifamily stock that is obsolete or in disrepair will 
require the production of at least 3 million new multifamily units by 2020. 

conservative assumPtions

The Joint Center’s estimates of new rental household formations are based 
on the following two conservative assumptions: First, that homeowner-
ship rates by age, race, and household type will stabilize at the 2010 levels. 
Second, that immigration to the United States will be only half the Census 
Bureau baseline projection. 

If homeownership rates continue to decline or if immigration approaches the 
full Census Bureau projection, then the number of net new renter house-
holds by 2020 could be significantly higher than the 3.6 million estimate. In 
addition, each percentage point drop in the homeownership rate translates 
into approximately 1.1 million new renter households, many of whom will 
seek housing in a multifamily setting.
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APPendix b

Some Suggestions for 
Legislative Action
Responding to the rising demand for affordable multifamily rental hous-
ing will require money. No doubt, this is a very tall order at a time when 
Congress and the Administration are looking for ways to reduce federal 
spending, not increase it.   

This paper suggests that the federal government reallocate existing federal hous-
ing resources now used to subsidize homeownership to support rental affordabil-
ity. One way to achieve this goal is to reduce the subsidy for homeownership pro-
vided through the mortgage interest deduction and use a portion of the resulting 
savings to support rental production programs such as the Low Income Housing 
Tax Credit (LIHTC) program. 

The mortgage interest deduction disproportionately benefits the wealthiest of 
Americans and has little, if any, effect on increasing homeownership.1 Today, 
only about 25 percent of taxpayers claim the deduction, and those with large 
mortgage debt and high marginal tax rates benefit the most from the write-
off. At the same time, the deduction does not help low-income Americans 
who do not itemize, nor does it provide much benefit to senior citizens who 
carry little or no mortgage debt.2 In part to make the mortgage interest 
deduction more equitable, the National Commission on Fiscal Responsibility 
and Reform (the Bowles-Simpson Commission) recommended that the 
deduction be converted to a 12 percent nonrefundable tax credit (available to 
all taxpayers not just itemizers) on interest up to $500,000 in mortgage debt 
on a principal residence. Unlike current law, no credit would be allowed for 
interest on second-home mortgages or home-equity loans.3

According to the Joint Committee on Taxation, completely eliminating the 
mortgage interest deduction could result in federal budget savings in fiscal 
year 2011 of nearly $94 billion.4 Another analysis suggests that capping the 
size of a mortgage for which interest is deductible at $500,000 and convert-
ing the deduction to a nonrefundable 15 percent credit would “more than 
double the number of homeowners with incomes under $100,000 who would 
get a tax benefit” and result in annual savings of more than $30 billion.5 The 
savings generated by either eliminating or restricting the mortgage interest 
deduction would be substantial and clearly sufficient to serve the dual goals 
of reducing the deficit and responding to the expected surge in demand for 
rental housing over the coming decade. 
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Accordingly, as Congress and the Administration work to reduce the federal 
budget deficit, this paper recommends (a) capping the size of a mortgage for 
which interest is deductible at $500,000; (b) eliminating the deductibility of 
interest on second-home mortgages and home-equity loans; (c) converting 
the mortgage interest deduction to a nonrefundable credit; and (d) using a 
portion of the resulting annual savings (estimated at more than $30 billion) to 
help close the multifamily “supply gap” and make rents more affordable for 
low-income and workforce households. 

The first three proposals outlined below could be financed in this way. If 
enacted, they have the potential during the remainder of this decade to support 
the construction, preservation, and rehabilitation of an additional 1 million new 
multifamily rental units affordable to low-income and workforce households. 

RecoMMendATion 1:  
double the expenditure for the liHTc Program; Allocate the 
Additional expenditure to Help finance Mixed-income developments 
with a significant Workforce Housing component
The LIHTC program is the nation’s most significant public/private program sup-
porting the production and rehabilitation of affordable rental units. Units created 
by the program are targeted at households with incomes at or below 60 percent 
of area median income (AMI). Rent and income restrictions generally apply for a 
minimum of 15 years.  

With the supply of affordable rental housing expected to lag considerably 
behind demand in the coming decade, the federal government should double 
the current expenditure for the LIHTC program. 

Although investor interest in the credits waned during the recent economic 
downturn, the average price of the credits is returning to precrisis levels. 
Demand for the credit will likely be strong as the economy recovers.6 Today, 
the universe of LIHTC investors is limited to large institutions such as banks 
and large corporations. Expanding the eligible investor base to include lim-
ited liability companies, closely held C corporations, and private individuals 
is likely to make the LIHTC market less volatile in the future.7 Adopting the 
Administration’s proposal to provide qualifying projects with a 30 percent 
“basis boost” to facilitate preservation and rehabilitation will also trigger 
more investor interest. 

This paper strongly supports the Administration’s goal of increasing income 
mixing at the project level8 but would go further by allocating the additional 
funding for the LIHTC program to help finance developments affordable to 
workforce families with incomes up to 120 percent of AMI. This approach is 
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particularly appropriate for projects in the country’s high-cost metro regions. 
The income-eligibility requirements should also be subject to periodic adjust-
ments to reflect changes in housing costs in the areas in which the LIHTC 
properties are located.

RecoMMendATion 2:  

grant states Additional Tax-exempt bond Authority to Promote 
Mixed-income Multifamily developments
Today, state and local governments sell tax-exempt housing bonds to help 
finance mortgages for lower-income first-time homebuyers (mortgage rev-
enue bonds) or to build apartments with rents that are affordable to lower-
income families (multifamily housing bonds). Each state’s issuance of hous-
ing bonds is subject to an annual cap. The 2009 limit is $90 multiplied by the 
state population, with a state minimum of $273,270,000.9

Multifamily developments financed with housing bonds must set aside at 
least 40 percent of their apartments for families with incomes of 60 percent 
of AMI or less, or 20 percent for families with incomes of 50 percent of AMI or 
less. This income-targeting requirement is similar to that of the LIHTC pro-
gram, and in fact, many multifamily developments are financed with a combi-
nation of tax credits and tax-exempt debt.

To attract the private capital necessary to produce more mixed-income mul-
tifamily developments, the states should be given additional tax-exempt bond 
authority beyond the current volume cap but with less restrictive income-
targeting requirements for this additional authority. 

One possible approach would be to allow the states to use the additional 
authority to finance multifamily properties in high-cost metro areas. These 
properties would restrict rents so that one-third of their units are affordable 
to households making 60 percent of AMI or less, another third are afford-
able to households making 90 percent of AMI or less, and the final third are 
affordable to households making 120 percent of AMI or less. These income 
eligibility requirements should be subject to periodic adjustments to reflect 
changes in housing costs in the areas in which the properties are located. In 
addition, states should use the additional bond authority through an alloca-
tion plan (similar to the Qualified Allocation Plan under the LIHTC program) 
that would target multifamily production to specific areas where employment 
and other opportunities are available.

This approach would serve the important public purpose of making rents more 
affordable for a broader segment of the population while encouraging the partici-
pation of private capital in developing multifamily housing to meet the expected 
surge in rental demand.



 29

America’s Housing Policy—the Missing Piece
AffoRdAble WoRkfoRce RenTAls 

RecoMMendATion 3:  

grant “exit Tax Relief” to Promote the Preservation of existing 
Affordable Rental units 
Stimulating the production of new multifamily units is an important first 
step in meeting today’s rental housing challenge. But preserving the existing 
stock of affordable units is an equally important step. An estimated 100,000 
to 125,000 multifamily units are lost each year to obsolescence and disrepair. 
Failing to replace these lost units creates a cycle of never being able to catch 
up to meet expected demand.

As recognized by the Millennial Housing Commission almost a decade ago, 
federal tax policies discourage preservation.10  

 
 

Depreciation recapture can significantly affect taxes for owners of multifamily 
properties who are seeking to sell and, in fact, may leave some owners with lia-
bilities upon sale that exceed the property’s value. Part of the gain from the sale 
may qualify for the maximum 15 percent rate on long-term capital gains, but the 
part of the gain related to depreciation will be taxed at a maximum 25 percent 
rate. This higher 25 percent depreciation recapture rate discourages long-term 
property owners from making continuing investments in their properties or sell-
ing them to others. The 25 percent depreciation rate should be brought in line 
with the lower capital gains rate for those sales involving purchasers who agree 
to maintain the properties as affordable housing.

The following three proposals would also help respond to the expected surge 
in rental demand without necessarily requiring additional federal spending.

RecoMMendATion 4:  

Provide an explicit, Appropriately Priced government guarantee 
of securities backed by Multifamily Mortgages in Any new Housing 
finance system; such a guarantee is necessary to Promote liquidity 
in the Multifamily Market
As policy makers consider how best to reform the housing finance system, 
they should first do no harm. This begins by understanding that the multi-

PReseRvATion is A cRiTicAl Public Policy goAl
“[I]t is critical that the nation adopt a preservation philosophy to guide its policy going for-
ward. every newly produced building ultimately reaches the end of its useful life. federal 
housing policy must anticipate and plan for this eventuality.”

—Report of the Bipartisan Millennial Housing Commission (2002)
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family programs of Fannie Mae and Freddie Mac did not contribute to the 
collapse of the single-family housing market. In fact, these programs were 
in many ways models of success, showing the value of prudent underwriting, 
standardization, risk sharing, and strong capital standards.11 

The existence of a government-supported secondary market for multifamily 
mortgages has lowered the cost of capital, enabling apartment developers 
over the past two decades to build millions of rental housing units afford-
able to workforce families. Many of these units are market-rate apartments, 
supported with no direct federal appropriation or subsidy, and produced at 
virtually no risk to the taxpayer.12 Maintaining funding to this segment of the 
multifamily market will be critical.

Since 2008, with private lenders restricting the flow of credit or leaving the 
market altogether, the government-sponsored enterprises (GSEs) and the 
Federal Housing Administration (FHA) have accounted for nearly all of the 
growth in multifamily lending.13 Without their support, the multifamily market 
would have ground to a halt. 

Even after the transition to a new housing finance system, an ongoing—and 
increasingly pressing—need will exist for a federal government guarantee to 
encourage private capital to participate in the multifamily market. This guarantee 
should be explicit, should be appropriately priced to protect the taxpayer, and 
should not unfairly compete with debt financing from private sources.

RecoMMendATion 5:  

enhance the fHA’s Ability to support Private lending into the 
Multifamily Market
As private credit disappeared during the height of the financial crisis, the FHA 
played an important role in providing liquidity to the multifamily market. From 
2008 to 2010, the number of rental units financed with FHA support more 
than tripled from 49,000 to 150,000.14 In fiscal year 2011, the FHA has so far 
endorsed more than $10.5 billion in multifamily rental loans, a new record for 
the agency, despite complaints that loan application procedures are exces-
sively complicated and processing times unduly long. In recent months, the 
FHA has responded to this criticism with staffing and workflow changes, revi-
sions to the standard loan closing documents, and publication of new guide-
lines to reduce the time required to process loan applications.15 The FHA 
should continue these important efforts and examine other ways to improve 
and streamline the multifamily loan application process.
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Whether FHA’s unique attributes can be leveraged to encourage more private 
lending to the multifamily sector is also a subject worthy of further examina-
tion. For example, under current law, the FHA may engage in “risk-sharing” 
activities only with Fannie Mae, Freddie Mac, and the state housing finance 
agencies (HFAs). Under the HFA risk-sharing program, loans underwritten by 
HFAs may receive full FHA mortgage insurance.16 If a default occurs, the loss 
is apportioned between the HFA and FHA in accordance with a negotiated 
risk-sharing agreement. 

The risk-sharing program has been successful in financing tens of thousands 
of affordable multifamily units, with a low default rate and limited taxpayer 
exposure. Vesting the FHA with the authority to enter risk-sharing agree-
ments with suitable, well-capitalized private lenders has the potential of 
encouraging these lenders to make the leap into the multifamily market while 
minimizing taxpayer risk.  

Other ideas also merit further examination. Should the FHA be allowed to 
pool multifamily mortgages? And should it have the authority to insure pri-
vate loans backed by local tax increment financing (TIF) commitments? In 
some cases, this insurance could jump-start multifamily projects that have 
received future financing commitments from local TIF districts but that can-
not secure the necessary upfront funding from private sources because of the 
perceived risks.17

 As part of its plan to reform America’s housing finance market, the 
Administration is appropriately examining an array of options, including 
greater risk-sharing authority, with the goal of enhancing the FHA’s capacity 
to support private lending for new multifamily projects.18 

RecoMMendATion 6:  

leverage federal Transportation and Housing funds to encourage 
the development of Affordable Multifamily Housing close to Jobs and 
employment opportunities
Awareness is growing that housing and transportation policies are interrelated 
and should work together to meet the affordable housing needs of low-income 
and workforce families. For example, transit-oriented development (TOD)—the 
creation of vibrant, livable communities close to transit stops—can help families 
reduce their transportation expenses by improving access to light rail, subways, 
and bus lines. The development of new transit stations, however, can also dra-
matically raise the price of land around these stations and make housing in 
these communities increasingly expensive. How best to manage these complex 
issues and ensure a range of affordable housing is available near transit stations 
is a vital concern for all levels of government.
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Congress has recognized the close link between housing and transporta-
tion policy.19 In 2008, it directed the U.S. Department of Housing and Urban 
Development (HUD) and the Federal Transit Administration (FTA) to “bet-
ter coordinate public transportation and housing policies and programs” 
with the goal of ensuring that “affordable housing is located closer to public 
transportation and employment centers.” The creation of the Partnership for 
Sustainable Communities is a direct response to this call for improved inter-
agency coordination at the federal level. The partnership has since adopted 
six “livability” principles, including the promotion of “equitable, affordable 
housing” to help guide its efforts. It also sponsors a capacity-building grant 
program aimed at assisting local communities with their TOD efforts.

These are all steps in the right direction. But why not take a bigger step by 
actually rewarding those local communities that adopt proactive housing 
strategies with greater access to funds under existing federal transportation 
and housing programs?

Today, no program funded through HUD or the FTA directly incentivizes local 
communities to locate or preserve affordable housing near transit stations. 
This should change. Competitive grant programs such as FTA’s New Starts 
program should affirmatively reward those applicants that come to the table 
with comprehensive affordable housing strategies. These strategies could 
include plans to preserve affordable multifamily developments within walk-
ing distance to the proposed transit station, plans to use density bonuses 
to encourage the production of new multifamily housing affordable to low-
income and workforce families, or proposals to remove local regulatory bar-
riers that prevent higher-density projects. This approach leverages existing 
federal dollars without requiring any new expenditure.20 
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