Housing Affordability a Growing Problem for All Americans

The problem is staggering. One in seven households (14.3 million) pay more than half their income for housing.  In California, the number is higher – one-third of all renters spend over half their income on housing. About 40 percent of households have an affordability problem or pay more than 30 percent of their income towards housing according to United Way. 

Many people in lower-paying jobs struggle just to keep up with the escalating costs of living. People with moderate-paying jobs may also struggle if they are the sole wage earners. Nowhere in the country can a person making minimum wage afford to rent a modest one-bedroom apartment according to HUD’s standard. The National Low Income Housing Coalition (NLIHC) found that a worker must earn at least $11.28 an hour to afford it modest one-bedroom apartment or $13.87 for a two-bedroom apartment. The median wage is $16.97 an hour – more than enough for most two-bedroom apartments. Federal minimum wage is $5.15 an hour. Many people work multiple jobs, live in poor conditions or commute long distances in order to afford housing. In many areas the supply of housing simply cannot keep up with demand driving prices up further.  America is facing an affordable housing crisis.

This is not to say that the majority of Americans are facing a housing problem. According to the recent census, income and personal wealth increased across nearly every age group and income tier. Income has been on the rise. Its distribution, however, has been unequal. According to the Current Population Survey, the mean adjusted income increased for every income tier – except the bottom fifth which actually dropped three percent during the 2001 recession.

There are more than four million households living in HUD-assisted housing (about 12 percent of renters). Of these renters 1.1 million live in public housing, 1.4 million receive housing vouchers (Section 8), and 1.6 million live is privately-owned, projected-based units that are funded under various HUD subsidy programs.

There is a shortfall of about 2 million housing units available to the bottom fifth of income earners (under $10,000 annually). There are approximately 7.9 million housing units available to the 9.9 million lowest-wage earners. Higher wage earners occupy 2.7 million of these units. Current federal and state budget cutbacks, lack of profitability, community opposition and legislation will continue to contribute to the shortage. The supply of privately owned assisted housing and directly subsidized low-income housing is shrinking.

This is partially due to economic realities – the owners are unable to charge low-income renters above a certain amount for rent. Often these rents are not enough to cover maintenance and operating costs causing the property’s condition to deteriorate and eventually be removed from the low-income housing stock. Some public funds are available, but they can only be used to replenish a fraction of low-income housing. Owners are also opting out at the end of their contracts further reducing the supply of low-income housing available. 

The Low Income Housing Tax Credit was created in 1986 to help offset the 15-year depreciation of low-income housing. Under the program developers are required to either rent one fifth of their housing units at 50 percent of the area’s median income or rent two fifths of their homes at 60 percent of the area median income. If these requirements are met before construction begins, then investors receive tax credits over a ten-year period, which are usually converted into equity. LIHTCs must be approved by the state. The tax credit can be used to either build or renovate housing units.

In October 1999, the Housing Choice Voucher Program was created by merging the old Section 8 certificate and voucher programs. Under this program local housing authorities set a payment standard based on an analysis of standard units in the local market. Under the Housing Choice Voucher Program, low-income renters are able to live on a certified privately owned property instead of public housing projects.

Some municipalities create public housing authorities or commissions to develop, own and operate low-income housing projects. These projects are paid for through the sale of tax-exempt obligations. State Housing Development Authorities are established by state legislatures but are usually financed through the sale of tax-exempt bonds at notes to the private sector. These authorities offer mortgage financing and construction loans at below market rates and subsidize low-income housing projects.

These inclusionary housing provisions would seem to provide some relief to local affordable housing problems by offering a percentage of new apartments as affordable, however, it often falls short of a real solution. Local municipalities in an effort to cooperate with the developer and ease the NIMBYism (Not In My Back Yard) of neighbors will allow developers to “buy-out” of their obligation by making a substantial contribution to an affordable housing fund and/or offsetting infrastructure requirements of the development by taking on costs that would normally be provided by the governing local authority to be shared by the neighborhood. In turn the developer needs to build a higher-priced housing product to absorb these additional costs. These efforts to lend support to the idea of affordable housing while placating the political realities of conflicting property interests doesn’t get the job done.

Home prices will continue to rise; increasing the affordability problems faced by many households. In order for local housing authorities to encourage the effective construction and renovation of more low-income and mixed housing, the public attitude will need to forego perceived short-term gain and subscribe to a longer-term housing policy that benefits future generations.
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