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MOODY'S ANALYTICS

Addressing the Affordable Housing Crisis

BY MARK ZANDI

he nation is struggling with a severe shortage of affordable housing. Homebuilders have recently begun

to increase the production of more affordable homes, but the gap between demand and supply is large

and there are significant constraints on builders. This is a serious financial burden, particularly for middle-
class renters. It is also weighing on the economy as it impedes the ability of workers to relocate in order to fill the
record and rising number of open jobs. The American Housing and Economic Mobility Act of 2018 would go a long
way toward addressing this mounting housing crisis.

Housing shortage

Homebuilding collapsed during the hous-
ing crash a decade ago and has been slow to
recover. Construction of high-end homes and
apartments recovered first, and there is now
an oversupply in many urban areas across the
country. However, the construction of afford-
able housing—homes reasonably priced for
lower- and middle-income households to rent
or own—has only recently begun to increase
and continues to significantly lag demand.

The worsening affordable-housing short-
age is clear in the low number of vacant
housing units, which continues to decline. The
percent of the housing stock for rent and sale
that is unoccupied has fallen sharply since the
housing crash and is now as low as it has been
in more than 30 years (see Chart 1).

And this housing shortage is set to get
much worse. The current annual supply of
new housing units is running an estimated
300,000 below trend new housing demand.
Total supply equals new single- and multi-
family units and manufactured homes, and
trend housing demand equals household
formations, new homes needed to replace
those that become obsolete, and second and
vacation homes. Trend demand abstracts
from the near-term temporary ups and
downs in demand.

Lack of housing is pushing up house prices
and rents, making it even more difficult for

low- and middle-income households to find
a place to live. Prices and rents have substan-
tially outstripped the growth in incomes for
these households for over six years.

Homebuilding constraints

Homebuilders have steadily increased
production of new housing since the crash.
During the worst of the downturn a decade
ago, builders put up only 600,000 homes per
year. New construction today is approaching
1.4 million units.

Yet much of the increase in homebuilding
has been at the high end of the housing mar-
ket. Demand by higher-income households
recovered more quickly from the recession,
and the higher house prices and rents build-
ers could charge these
households have been
a strong incentive to
build more.

on affordable housing were too low to incent
them to build more. This has changed more
recently, because lower- and middle-income
households are doing better financially, and
house prices and rents have increased.
However, there are still significant con-
straints on building affordable housing units.
Construction workers are in very short sup-
ply, particularly in the South and West where
affordable housing demand is especially
strong. This makes it difficult to find needed
workers and is driving up labor costs. Labor
shortages in the transportation, distribution
and manufacturing industries are also mak-
ing homebuilding more costly and difficult.
The cost of homebuilding materials from
lumber to gypsum has also risen sharply in

Chart 1: Mounting Housing Shortage
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Table 1: Housing and Economic Impact

Annual spending ($ bil) Additional affordable housing units

Housing Trust Fund ~ Capital Magnet Total  Housing Trust Fund  Capital Magnet Total Additional jobs
2019 34.5 0.6 35.1 189,135 15,350 204,485 732,057
2020 40.0 1.0 41.0 211,872 33,370 245,241 924,560
2021 45.0 1.8 46.8 231,413 61,196 292,609 1,173,362
2022 46.5 2.5 49.0 233,295 87,799 321,094 1,300,429
2023 46.5 3.2 49.7 228,496 111,791 340,287 1,398,581
2024 46.5 3.2 49.7 223,796 109,492 333,288 1,413,142
2025 46.5 3.2 49.7 219,193 107,240 326,433 1,426,513
2026 46.5 3.2 49.7 214,895 105,137 320,032 1,472,149
2027 46.5 3.2 49.7 210,682 103,076 313,757 1,490,347
2028 46.5 3.2 49.7 206,551 101,054 307,605 1,458,049
2019-28 445.0 25.0 470.0 2,169,328 835,504 3,004,833

Source: Moody’s Analytics

recent years. The escalating trade war and
the resulting higher tariffs on imported steel,
aluminum, and other building materials and
equipment are also pushing up costs.

Stiff zoning restrictions, higher permitting
costs, and other regulations are significantly
driving up building costs, particularly in ur-
ban areas where the shortage of affordable
housing is especially acute. These costs have
risen substantially since the recession as lo-
cal governments increased permitting fees
to compensate for the loss of property tax
revenues when house prices collapsed.

American Housing Economic and
Mobility Act

The American Housing Economic and Mo-
bility Act provides an average of $50 billion
per annum to alleviate the shortage of af-
fordable housing units. This is done through
funds to incent localities to ease regulations
and other building restrictions, provide
down-payment assistance, and reduce the
burden on households with negative equity
in their homes.

Most significantly, the funds are to be
used to boost the Housing Trust Fund and
Capital Magnet Funds. The HTF and CMF
were established by the 2008 Housing Eco-
nomic and Recovery Act, but funding began
only a few years ago. Current combined
funding is several hundred million dollars a
year based on a fee charged on loans pur-
chased by Fannie Mae and Freddie Mac.

The HTF provides funds to state housing
authorities for the development of affordable
rental units. Housing authorities have flex-
ibility in allocating these funds, since each
has different objectives and goals based on
the needs of the local population. The CMF
provides funds to Community Development
Financial Institutions and other non-profit
developers for increasing the supply of af-
fordable housing. CDFls are mission-driven
financial institutions that provide financing
for development in underserved communi-
ties. The HTF and CMF have the flexibility
necessary to significantly increase the supply
of affordable housing in real estate markets
encumbered by a range of complex and
costly problems.

The American Housing and Economic
Mobility Act is designed to be deficit neutral
on a dynamic basis over the 10-year budget
horizon. The costs of these affordable hous-
ing initiatives are largely paid for by reforms
to the estate tax - some $400 billion of the
$500 billion 10-year costs — most important-
ly by rolling back estate tax exemptions to
their 2009 levels. The remainder of the cost
of the legislation will be paid for by the tax
revenues generated by the additional home-
building and other economic activity.

Housing and economic impact

The Moody's Analytics model of the U.S.
economy is simulated to determine the im-
pact of the American

Housing and Economic Mobility Act on
the housing market and the economy.

Our simulation is based on a number of
assumptions, including that the legislation
becomes law this year and is effective in cal-
endar year 2019. Given the magnitude of the
increase in funding for the HTF and CMF, we
assume it will take several years to get these
programs up to full speed. Each will need
some time to expand its infrastructure for
evaluating uses of the increased funds and
disbursing them effectively.

Another important assumption is that it
would cost $175,000 on average nationwide
to produce a typical affordable housing unit
this year. This is consistent with the cost to
produce a unit in a Low Income Housing
Tax Credit project. We expect that cost to
increase more than 3% per annum for 2019-
2021, given the strong economy and higher
tariffs on imported homebuilding materi-
als, and to moderate closer to 2% growth
by the mid-2020s, consistent with overall
price inflation.

The American Housing and Economic Mo-
bility Act does not change current law with
regard to how the HTF and CMF operate. Un-
der current law, at least 70% of CMF funds
must be used to support affordable housing
projects, and no more than 10% of an afford-
able housing project’s costs can come from
the CMF. These and other rules under current
law slow the disbursement of funds and are
key to why it takes several years to ramp up

2 SEPTEMBER 2018


https://www.cdfifund.gov/Documents/CMF%20Fact%20Sheet%20Dec2017.pdf
https://www.cdfifund.gov/Documents/CMF%20Fact%20Sheet%20Dec2017.pdf
https://www.moodysanalytics.com/microsites/model
https://www.moodysanalytics.com/microsites/model
https://www.cdfifund.gov/Documents/CMF%20Fact%20Sheet%20Dec2017.pdf

MOODY'S ANALYTICS

the production of affordable housing. The
legislation allows for up to 10% of the funds
going to the HTF and CMF to be used to
promote homeownership.

Under the new legislation, our model
shows that affordable housing construction
increases by close to 200,000 units in 2019,
to almost 250,000 units in 2020, and to
300,000 units in 2021 (see Table 1). Over
the 10-year budget horizon through 2028,
affordable housing production increases
by about 300,000 units per annum. This is
approximately equal to the current annual
shortfall in housing supply. If this legislation
is signed into law soon, it will at the very
least ensure that the current crisis in afford-
able housing does not get worse.

This will still leave a shortfall in afford-
able housing. But market forces should work
to slowly and steadily increase supply. This
is particularly true if the American Housing
and Economic Mobility Act eases regulatory
restrictions on affordable homebuilding as
anticipated. By the end of the 10-year ho-
rizon, affordable housing supply should be
approximately equal to demand.

Since the legislation significantly increases
housing supply, it will have the added benefit
of improving housing affordability, particu-
larly for affordable rental homes. Without the
legislation, rents are expected to increase by
more than 4% per annum. With the legisla-
tion, rent growth will be closer to 3% per an-

num. A decade from now, affordable rents will
be approximately 10% lower than they are to-
day, or about $100 per month in today's dol-
lars. House price growth also slows somewhat
as a result of the increased supply, although
not nearly as much as rent growth.

More housing construction will increase
the economy’s growth rate and the number
of jobs as activity increases. In 2019, the
increased housing construction will lift em-
ployment by 730,000 jobs and by as much
1.5 million jobs at the peak of the impact in
the mid-2020s. Limiting the lift to employ-
ment in the near term is that the economy
is already operating at full employment, and
the increase in economic activity results in
somewhat higher interest rates.

There is very little impact on the econ-
omy and jobs from the scaling back of the
estate tax exemptions and other reforms.
The wealthy households that will pay more
in estate taxes have substantial financial
resources and will not significantly change
their spending and saving behavior. More-
over, since the increased tax revenues pay
for the expansion of the HTF and CMF and
other programs, it ensures that the American
Housing and Economic Mobility Act is deficit
neutral, with no resulting material impact on
interest rates.

This simulation likely understates the
economic benefit of the legislation, because
it does not consider that the measure will

facilitate the ability of low- and middle-
income households to move closer to their
employment or potential jobs. The housing
shortage and erosion in affordability are con-
straining the ability of low-income house-
holds to take the record number of open
job positions that are currently available in
places where housing is simply too expen-
sive. Affordability is also forcing low- and
middle-income workers to live farther away
from their work, requiring long and costly
commutes, and reducing productivity.

Conclusions

A decade after the housing crash and fi-
nancial crisis, the nation is still suffering from
a housing crisis. A decade ago, the problem
was egregious mortgage lending and over-
building. Today, it is a mounting lack of af-
fordable housing. Low- and middle-income
households are struggling to make their rent
and mortgage payments, suffering through
increasingly long commutes, and unable to
take better jobs because they cannot afford
housing near the available work. The Ameri-
can Housing and Economic Mobility Act will
go a long way toward addressing these prob-
lems. It is fiscally responsible legislation that
empowers programs that are already in place
and shown to be effective in meeting the
challenges of providing affordable housing
to low- and middle-income households and
underserved communities.
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