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National CORE’s mission is to provide award-winning affordable
housing paired with best-practice social service programs tailored
to help families move toward self-sufficiency and ultimately to
home ownership. Over more than two decades, CORE has built and
renovated needed housing for tens of thousands of people. Our Hope

% through Housing Foundation has provided more than two million hours of service that better
the lives of our very youngest to our most senior residents. It is that commitment that sets
National CORE apart. Learn more at www.nationalcore.org.

EXECUTIVE SUMMARY

Ultimately, we need
to develop a sense
of urgency about the
growing problem of
providing adequate
shelter.

From the earliest settlement of the country,
Americans have looked at their homes and
apartments as critical elements of their
own aspirations for a better life. In good
times, when construction is strong, the
opportunities for better, more spacious and
congenial housing—whether for buyers or
renters—tends to increase. But in harsher
conditions, when there has been less new
construction, people have been forced to
accept overcrowded, overpriced and less-
desirable accommodations.

Today, more than any time, arguably, since
the Great Depression, the prospects for
improved housing outcomes are dimming
for both the American middle and working
classes. Not only is ownership dropping to
twenty-year lows, there is a growing gap
between the amount of new housing being
built and the growth of demand.

Our  still-youthful demographics are
catching up with us. After a recession-
generated drought, household formation
is again on the rise, notes a recent study
by the Harvard Joint Center for Housing
Studies’. In some markets, there isnt an
adequate supply of affordable housing for
the working and middle classes. Overall,
according to the research firm Zelman and
Associates, the country is building barely
one-third the number needed to meet the
growth in households. Overall inventories
of homes for sale are at the lowest level in
eight years.?

The groups most likely to be hurt by the
shortfall in housing include young families,
the poor and renters. These groups include
a disproportionate share of minorities,
who are more likely to have lower
incomes than the population in general.
This situation is particularly dire in those
parts of the country, such as California,
that have imposed strong restrictions on
home construction. California’s elaborate
regulatory framework and high fees
imposed on both single- and multi-family

housing have made much of the state
prohibitively expensive. Not surprisingly,
the state leads the nation in people who
spend above 30 percent, as well as above
50 percent, of their income on rent.

Sadly, the nascent recovery in housing
could make this situation even more dire.
California housing prices are already
climbing far faster than the national
average, despite little in the way of income
growth. This situation could also affect
the market for residential housing in other
parts of the country, where supply and
demand are increasingly out of whack.

Ultimately, we need to develop a sense
of urgency about the growing problem of
providing adequate shelter. As a people
we have done this many times — with
the Homestead Act, and again, after the
Second World War, with the creation of
affordable “start-up” middle- and working-
class housing in places like Levittown
(Long Island), Lakewood (Los Angeles),
the Woodlands (Houston) and smaller
subdivisions, as well as large scale
cooperative apartment development in
places like New York. Government policy
should look at opportunities to create
housing attractive to young families,
which includes some intelligent planning
around open space, parks and schoaols. Itis
important to ensure that a sufficient supply
of affordable housing is allowed throughout
metropolitan areas, for all income groups.

Nothing speaks to the nature of the
American future more than housing. If
we fail to adequately house the current
and future generations, we will be short-
changing our people, and creating the
basis for growing impoverishment and
poor social outcomes across the country.
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The current housing recovery has provided
a welcome respite to homeowners, but
it may exacerbate a growing shortage of
affordable residences. Overall, shelter is
becoming more costly to more Americans
in some parts of the country, and is likely
to become more so as long as the overall
supply of housing of all types continues
to lag household formation. Even with a
mild housing recovery, the number of new
private housing units built in 2012 barely
reached a half million, roughly one-third
the level seen in the mid-2000s (Figure 1).2

The uptick in housing prices threatens both
prospective owners and renters, forcing
people who would otherwise be buyers
into the rental market, raising demand,
which tends to boost prices.* Ownership
levels continue to drop, most notably
for minorities. African-American home
ownership dropped 14 percent from 2004
to 2013 (2nd quarter), while Hispanic home
ownership dropped 8 percent from 2001.
In contrast, home
ownership dropped only 4 percent from its
peak in 2004.° Last year, according to the
Harvard Joint Center for Housing Studies?,
the number of renters in the U.S. rose by
one million, accompanied by a net loss of
161,000 homeowners.

white-non-Hispanic

This is bad news for middle-income
Americans, and even more so for renters,
particularlyinthe lower economic quintiles.
Rents and home prices are closely related,
when prices rise for houses, they also
rise for renters, except during periods of
speculative fever such as occurred in the
mid-2000s (Figure 2).
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Despite claims that lack of transport and high gas
prices represent their biggest financial challenge,
It IS the cost of shelter that most impacts their
pocket books.

The number of renters, for example, now
paying upward of 50 percent of their
income for housing, has risen by 2.5 million
since the recession and 6.7 million over the
decade. Roughly one in four renters, notes
the Harvard study, is now in this perilous
situation. The number of poor renters is
growing, but the supply of new affordable
housing has dropped over the past year
(Figure 3).

The impact is particularly destructive
for the poor. Despite claims that lack of
transport and high gas prices represent
their biggest financial challenge, it is the
cost of shelter that most impacts their
pocket books. Housing far outstrips the
cost of transportation, even with higher
fuel prices, particularly for lower-income
Americans (Figures 4 and 5).

Figure 3 Severely Burdened Households (50% or more of income for housing)
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Figure 4 Lowest Quintile: Housing & Transportation
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Overall, the National Low Income Housing
Coalition(NLIHC) estimates a shortage of 7.1
million housing units that are affordable for
extremely low-income households (Figure
6). By itself, California’s affordable housing
shortage for households with extremely
low incomes would be approximately 1.3
million units, based on the NLIHC estimate.
This becomes ever more dangerous, given
very low increases in incomes, particularly
among working-class Americans.’

We can not expect this situation to be
addressed in a sizable way by government-
funded solutions. The government has
offered housing relief for the poor over
nearly eight decades, but “only a fraction
of the need” has been met® For example,
a 2004 NLIHC report noted that New
York City's housing voucher wait list was
150,000, and that Los Angeles County had
a wait list 17 times its potential supply of
housing.?

Inclusionary  zoning, which requires
buildersto build or finance a quota of lower-
income housing in return for permission to
build, has been another method designed
to increase affordable housing. These
programs are helpful to the few who are
able to take advantage of the limited supply.
But such efforts have done little to alleviate
the overall problem of housing affordability
for lower-income households.”® Despite
wide use of this practice in California and
elsewhere, housing affordability remains
a critical problem and lack of affordable
housing has reached a level that piecemeal
policies cannot resolve.

The affordable crisisis more severe in some
places than others. Among the states, the
highest house prices relative to incomes
in the nation are in Hawaii, California,
Massachusetts, New York and Oregon
(Figure 7)." Housing affordability in the 15
largest metropolitan areas is indicated in
Figure 8, San Francisco, Los Angeles and
New York being the worst.
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These states include metropolitan areas
that have the highest percentages of people
paying more than 50 percent of pre-tax
income for housing. According to the Center
for Housing Policy and National Housing
Conference, 39 percent of working
households in the Los Angeles metropolitan
area spend more than half their income on
housing, 35 percent in the San Francisco
metro area and 31 percent in the New York
area. All of these figures are much higher
than the national rate of 24 percent, which
itself is far from tolerable (Figure 9).

This is already creating widespread
hardship in both the country’s cities and
suburbs. It can be seen in the rise of
families doubling up (Figure 10). Moving
to flee high costs has emerged as a major
trend, particularly among working-class
families.”™ For those who remain behind, it's
also a return to the kind of overcrowding
we associate with early 20th century
tenement living.

By itself, California’s
affordable housing
shortage for households
with extremely low
incomes would

be approximately

1.3 million units.

(NLIHC Estimate)

As was the case in the late 19th century,
overcrowded conditions create poor
outcomes for neighborhoods and, most
particularly, for children. It has been
associated with negative consequences
in multiple studies, including greater
health problems. The lack of safe outside
play areas is one contributing factor.™
Academic achievement was found to
suffer in overcrowded conditions in studies
by American®™ and French' researchers.
Another study” found a higher rate of
psychological problems among children
living in overcrowded housing.

This is occurring as a generation of middle-
class people — weighed down by a poor
economy, inflated housing prices and often
high student debt — is being pushed to
the margins of the ownership market. In
particular, the increase in student debt has
been huge, with average balances now at
$25,000, up nearly 60 percent from 2004."
There will be as many as 8 million people
entering their 30s in the next decade. Those
struggling to move up face rising rents and
dismal job prospects. It's not surprising that
a growing number of Americans now believe
life will be worse for their children.™
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This pessimism contradicts the

traditional American notion that

life should get better—often
associated with housing getting
better—for each generation.?® From
the nation’s earliest days there were
programs to encourage households
to purchase federal government
land as the nation moved west.
During the 19th century, the federal
government sold more than 80
million acres of public land directly
to homesteaders, many of whom
struggled to make a living on the
land, not all of them successfully.?”

The housing situation in the cities, particularly for the working
classes, was especially difficult. In New York during the 1800s,
notes author and historian Irving Howe, the once elegant homes
of the wealthy—including the house that had quartered George
Washington during his first term—were subdivided, and crowded
with Irish, German, and Jewish immigrants, as well as African-
Americans arriving from the South.

These converted houses, followed by the erection of vasttenement
districts, represented the “most visible threat to the health” of the
population. Initially all but unregulated, these units often had no
more than one privy per twenty inhabitants. Apartments were
frequently crowded with large extended families, and sometimes
boarders were also taken in. As the crusading reporter Jacob Riis
said of the ubiquitous tenement:

“[it] cannot be well-ventilated, it cannot be well-lighted;
it is not safe in case of fire...A five story house of this
character contains apartments for eighteen or twenty
families, a population frequently amounting to 100 people,
and sometimes increased by boarders and lodgers to 150
or more. ?

Conditions began to ease as early as the 1920s. Private
entrepreneurs began rapidly building new housing, both on the
suburban periphery and on greenfield areas within cities. By the
1920s, the first suburban boom was occurring, with nearly 900,000
homes a year springing up in new communities outside of city
lines. Suburbs grew twice as rapidly as cities.”

The Great Depression temporarily halted virtually all such
building. In the 1930s, homeownership dropped by 4.2 percentage
points, slightly more than the 3.5 percentage point plunge that
followed the collapse of the recent housing bubble. (In 2012,
homeownership remained above pre-bubble 1995 levels).?* With
housing construction stymied, overcrowding grew as lowered
incomes made paying the rent ever-more difficult for more
Americans.

Overcrowded housing became a focus of federal policy following
World War II. The problem was substantially alleviated by
expansion of residential housing by commercial builders. The
U.S. home ownership rate increased from 44 percent immediately
before World War 1l (1940) to 62 percent in 1960.® Housing
overcrowding dropped from 9 percent in 1940 to 3.6 percent in
1960.%
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New Deal legislation, such as the Housing Act of 1934, the Federal
Housing Administration (FHA) and the creation in 1937 of the
Federal National Mortgage Association, or Fannie Mae, set the
stage for the great housing boom of the late 1940s and 1950s. This
was further augmented by the Gl Bill, which also provided low-
interest loans to returning veterans.

Almost half of suburban housing, notes historian Alan Wolfe,
depended on some form of federal financing.?” The results were
miraculous, with homeownership reaching over 50 percent for
the first time, despite a massive surge in population. Post-war era
America, notes economic historian Benjamin Friedman, achieved
improvements in housing and incomes “to a greater extent than
had ever seemed likely.”?

Efforts to expand housing opportunities commenced again during
the Great Society’s “new towns” effort in the 1960s, but, for the
most part, this effort — opposed by big city mayors and public
housing advocates — largely failed.”® So too, eventually, did the
once ambitious efforts to build subsidized housing, although it
is critical to recall that these efforts did help relieve the intense
shortages that occurred after World War 1.

There has been a federally funded public housing program in
the United States since 1937. The original program was aimed
at working families, whose needs were largely met by federally
assisted private developers. By the 1950s, the focus of public
housing had shifted to lower-income households. Generally,
households with incomes 20 percent or less than the median
income in their communities became eligible.

A 2009 estimate by the Center for Budget and Policy Priorities
placed the number of households receiving federal housing
assistance at approximately 4.8 million, essentially only one in
four eligible households. In fact, the number of households with
severe housing burdens (more than 50 percent of income spent
on housing) is two-thirds higher than the number of households
receiving federal housing assistance.®

Further, there has been considerable resistance to expanding
funding for federal housing programs, particularly given budget
pressures at both the federal and local levels. It is thus clear
that any material improvement in housing affordability for
lower-income households will not come until housing or poverty
becomes a higher political priority.

NATIONAL COMMUNITY RENAISSANCE




The housing crash in 2007 exacerbated
these problems by depressing starts for
single-family and multi-family houses
to near record lows. Despite the uptick
that started in 2012, starts have remained
consistently depressed, even as prices
have risen. Investors moved into the market
to scoop up the once huge inventory of
unsold and foreclosed homes.® Now and
during the bubble era, they have been
particularly drawn to housing markets
with constrained supply. The increase in
investors (also called “speculators” or
“flippers”) drives prices even higher.*?

Contrary to conventional wisdom, dense
urban housing did not escape the impact
of the recession. In Chicago, for example,
at least four in 10 condominium projects
proposed or begun in 2007 remained in
financial distress in late 2012.3 A sample of
eight major metropolitan markets indicated
that median house price declines from
mid-2008 to the beginning of 2010 were
slightly worse in many central areas than
they were in either the inner or outer
suburbs (Figure 11).3* And even as the
market has slowly recovered, very little
of the new construction, particularly in
more expensive areas, is for the use of
working or even middle-class families.
In New York, a city with among the most
serious deficiencies in affordable housing,
the biggest growth has been in the luxury
market.®

Yet even as housing production has
slowed, household formation has begun
to increase. After dropping during the
recession, the number of new households
doubled between 2008 and 2012 to over 1
million. The Harvard housing study expects
this level to increase by between 20 and 40
percent over the decade (Figure 12).

Figure 11 Central Area & Suburban House Prices
(Median Prices: Mid 2008 to Beginning of 2010)
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The growing excess of demand over supply
will be driven in part by the entrance of the
millennial generation into the prime ages
for family formation. This generation has
been slower to get into residences of their
own, in partdue to the effects of the housing
bust and the still weak economic recovery,
as well as the drag of student loans,® notes
a 2012 study by Harvard’s Joint Center
for Housing Studies. In 2006, at the peak
of the housing bubble, ownership among
young households was higher (49 percent)
than in 2000 (47 percent). By 2011, this had
dropped to 42.5 percent, the largest loss in
home ownership of any demographic.¥’

The housing bust was particularly unkind
to younger adults, butitis important to note
that the aspiration for ownership has not
faded. The Harvard Housing Studies report
found attitudes toward home ownership
to be strong in virtually every age group
(Figure 13).%

Indeed, even in the current tentative
housing recovery, the 62 million millennials,
— the generation now aged 17 to 31 years
old — still account for nearly 30 percent of
all recent home purchases, according to
the 2011 National Association of Realtors
Profile of Home Buyers and Sellers. So,
contrary to expectations of an emerging
“generation rent,” millennials can be
expected to exercise great pressure on
housing forthe decade to come, particularly

Figure 13 Expect to Own a Home (By Age)
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as they age and the economy, hopefully,
improves. They will be entering a market
that may be more crowded than that faced
by their parents, three-quarters of whom,
according to AARP, have no intention of
moving from their current residence.®

As generational theorists Morley Winograd
and Mike Hais suggest, millennials, like
their Depression-era grandparents, may
stay at home longer, marry later and have
children later than their boomer or even
X-er forebears, but they will enter the
housing market eventually. Overall, they
note, millennials’ strong “civic” orientation,
and their priority on parenting and home
ownership, shows that they are not so
dissimilar from previous generations.*

The housing bust was particularly unkind to
younger adults, but it is important to note that
the aspiration for ownership has not faded.
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Itis critical to note that the chasm between
housing supply and demand not only
impacts prospective buyers, it winnows its
way through the entire market. Generally
speaking, as prices rise, single-family
homes become scarcer; as buyers are kept
off, rents also rise. Since 1980, the average
house price as reported by the National
Association of Realtors has moved in near-
lockstep with rents, as reported in the
Consumer Price Index, except for the worst
years of the housing bubble. The people
at the bottom, of course, suffer the most,
since the lack of new construction and the
inflated prices for houses also impact the
rental market.



Perhaps nowhere is
the housing crisis more
evident than in the
nation’s most populous
state, California. Why
this has occurred has
been widely debated.
Some ascribe it to

the state’s greater

economic performance,

The Golden State uses policy prescriptions
that have been widely touted in the
planning literature as models for the rest
of the country.*" In the 1950s and 1960s,
Southern California was ground zero for the
“American dream” of owning a house. From
tony Newport and Bel-Air, to the middle-class
suburbs of the San Fernando Valley and
Garden Grove, to working-class Lakewood,
the region created a vast geography of
opportunity for prospective homeowners.

Restrictive land use policies first began
to appear around 1970. Subsequently,
California house prices escalated in

relation to prices in the rest of the nation.*
The policies included housing-construction
moratoria, imposition of urban-growth
boundaries, a much more bureaucratic
approval process, and large impact fees.
The effect has been to constrain the supply
of new housing.

Dartmouth  University economist William
Fischel has detailed the impact of more
restrictive regulations on California’s house
price increases.” Fischel points out that the
demand, as indicated by migration from the
rest of the nation and by overall population
growth, was greater before 1970, when

Figure 14 Median House Price: California & U.S.: 1970-2013

house prices were generally consistent with
the national median multiple—the median
house price divided by median household
income. National Association of Realtors
data indicates that the median house price in
California was 7 percent above the national
average at that time. By 2013, the price
differential had expanded to 109 percent
(Figures 14 and 15). Rents have also increased
to become the third highest in the nation.*

With house prices again skyrocketing,
much of California is morphing into
something that resembles an even greater
geography of inequality than in the past.
Higher incomes do not account for this
gap between California and the rest of the
country. Indeed, even when incomes were

Figure 16 Housing Affordability: California & U.S. (Median Multiple: 3rd Quarter 2012)
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Figure 17 Median House Prices: California & U.S. (Second Quarter 2013)
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been policy choices
that have driven up
land and housing
prices, as well as rents,

to unsustainable levels.

Figure 15 Housing Affordability: 1950-2012
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Diego and San Jose)* have bheen the most
costly inthe nation, both during the housing
bubble and after, in 2012.%

The prices in the Riverside-San-Bernardino
and Sacramento metropolitan areas
were much closer to the national median
price (Figure 17). But both had reached
unprecedented median multiples during
the housing bubble, ranking among the 10
most unaffordable major metropolitan areas
in the nation, which indicates a housing
affordability crisis that could resurface.

Increasingly, even those in the middle
class have been forced either into being

Median House Price (1,000s)

“house poor,” or into being completely shut
out of home ownership. Some may simply
be obliged to leave the area. Even more
troubling, the working class and the poor
suffer from the kind of crowded, overpriced
housing conditions reminiscent of those
experienced during the Depression and
World War 1.

This connection between policy choices
and high housing prices and rents is likely
to worsen in the years ahead. The state’s
climate change legislation—notably Senate

Bill 375, enacted in 2008, and Assembly Bill
32, enacted in 2006 — are creating an anti-
growth or slow-growth policy atmosphere
in California that has done much to hamper
further construction of single-family homes.
Given the rising number of demographic
groups with an interest in household
formation, it is not clear how the housing
industry will respond to their needs. High-
density condominiums cannot be the only
solution. More creative policies than the
simple-minded “cramming” policies being
implemented in California are needed.



The notion that California prices reflect a
stronger economy or higher income growth
is simply wrong. Indeed, the last two
spikes® in housing costs have occurred
as the state’s median income has dropped
(Figure 18).

Nor can we blame a huge surge of new
residents:  California’'s once buoyant
population growth has slowed to levels
similar to those in the rest of the country.”?
Instead, virtually all of the additional cost
of building a house in California is in the
finished land costs, which are estimated
to have risen by $208,300 since 1970
(Figure 19). This is more than nine times
the increase in finished land costs at the
national level, which are estimated at
$22,800. In fact, the estimated finished land
price for the median priced new house
in California is nearly equal to the overall
average cost in the rest of the nation
($242,100).%

The role of land use policies is paramount
here. It is due largely to these policy
constraints that California’s affordability
crisis seems likely to worsen as the
housing market recovers. Given the limits
on new home construction and the results
of ever-tightening regulation, California’s
housing market is particularly vulnerable to
wild swings in prices. The year-over-year
median house price increase to May 2013
was the greatest since 1980, even greater
than in any of the last decade’s “bubble”
years. Overall, state increases were up to
three times that of the rest of the nation
(Figure 20).
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Between 2000 and 2010, the state added
3.4 million new urban residents, while
expanding its urban land area by little more
than 300 square miles. This calculates to
a new development density of 11,100 per
square mile (Figure 21). By comparison,
the density of new development was less
than one-half as great in second-ranking
Oregon, and one-third the California level
in third-ranking Nevada. The density of
California’s urban expansion was more
than five-and-a-half times the national
average of 1,938 per square mile.®

This huge housing affordability chasm
between California and the rest of the U.S.
has little to do with construction costs,
which have not risen as quickly in most of
California as they have elsewhere. In the
last four decades, the construction cost
index in California has risen somewhat less
(4 percent) than it has in the nation as a
whole.® The construction costindex has risen
little above the rate of inflation (Figure 22).

The principal question is, why have
California  housing costs risen so
substantially in relation to both the rest of
the nation and to household incomes? The
pressure on prices comes predominately
fromthe costofland, and fromfees charged
to developers seeking to increase housing
stock, both single-family and multi-family.

The concentration of the house price
increase in finished land is illustrated in
Figure 23. It is estimated that 73 percent of
the cost increase in California was due to
finished land, compared to 22 percent of
the increase in the U.S. construction costs.
The much larger house sizes accounted for
78 percent of the cost increase nationally
and 27 percent in California.
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Besides regulatory restraints, California
housing prices are driven up by the
highest impact fees in the nation. Until
recent decades, the infrastructure for new
housing units was generally paid for out of
taxes or debt financing by the citizens of
local jurisdictions. As financial pressures
have become more intense, many local
jurisdictions have imposed impact fees on
land developers. Development firms prepare
land for home building and sell the land to
home builders or in some cases build the
new housing themselves. Impact fees are
typically charged by the unit — on a single
lot for a single-family house, or on each
apartment unit for a multi-family dwelling.

An annual survey by Duncan and
Associates shows that the average impact
fee in California for single-family residences
is $31,100 per unit (2012). This is nearly 90
percent higher than in the second most
expensive state, Maryland. California’s
average impact fee on single-family
residences is approximately 265 percent
higherthanthe average outside of California,
which is $8,500. California’s impact fees on
single-family residences are considerably
higher than those in other states: Florida (3.4
times), North Carolina (4.4 times), Texas (8.2
times), and Georgia (15.2 times).

These same high fees are also impacting
the cost of multi-family housing. California’s
impact fees on multi-family units averaged
$18,800, which is 290 percent above the
outside-California average of  $4,800.
California’s average was more than double
that of second-ranking Oregon. California’s
impact fees on multi-unit residences are
also considerably higher than those in
states with strong domestic migration, such
as Florida (3.2 times), North Carolina (5.1
times), Texas (10.2 times), and Georgia (12.2
times). The extent of the difference between
impact fees in California jurisdictions and
jurisdictions elsewhere in the nation (many
fast-growing) is illustrated in Figures 24 and
25. According to Duncan and Associates,

most jurisdictions outside California do not
charge any impact fees at all.%

Thereis a perception among some planners
that these charges are paid by developers
out of their profits, but developer return
on investment requirements could not
be met without recovering these costs
from the eventual occupants of the
new housing. A number of studies have
suggested that new development on the
urban fringe is more expensive to service,
justifying large impact fees.” Economist
Claude Gruen, however, notes a number
of difficulties with this idea, such as the
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fact that public service provisions tend
to be less expensive in new suburban
communities, and that infrastructure repair
and upgrading (required when increasing
an area’s density) is most costly in dense,
established communities.®

High impact fees are often associated with
more restrictive land use policies thatresult
in housing stock that is both older and more
expensive . When developers perceive that
they will not be able to recover the impact
fees from builders or tenants, it is likely
that anticipated land development will not
proceed, and housing units will not be built.
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Alternatively, these fees are passed on to
the eventual home owners or apartment
owners who further pass the costs on to
their tenants through higher rents.®

These trends have impacted a wide range
of people, including many with much-
desired skills. Young families in particular
are caught in the crosshairs, since the
overwhelming majority of this group cannot
rely on family wealth for making house
purchases. Some 60 percent of households
nationwide can now afford to buy a house,
according to the National Association
of Home Builders/Wells Fargo Housing
Opportunity Index,®® but that percentage
has dropped even in the Riverside-San
Bernardino and Sacramento metropolitan
areas to about 40 percent and 50 percent,
while San Jose, Los Angeles and San Diego
have percentages in the 20 to 30 percent
range. The lowest percentage is in the San
Francisco metropolitan area, at 17 percent.
We can expectthese numbers to worsen in
the immediate future.

This impacts even highly skilled, educated
workers. According to an analysis for
Orange County, California by National
CORE, a nonprofit housing developer, given
Orange County average salaries, even a
biomedical engineer or a nurse does not
earn enough to buy a house there (Figure
26). As economist and author Claude Gruen
has suggested, more restrictive land use
regulation

“...is to the middle class what the
economic disaster of slum clearance
was to the poor.”

California’s high housing prices also
impose particular burdens on Hispanic and
African-American households, many of
whom are first-time buyers and more often
do not have families with sufficient assets
to help with the down payment. Nationally,
housing is most affordable for Asian and
white-non-Hispanic households, at median
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value multiples® of 2.9 and 3.1 respectively.
In California, the median value multiple
for both Asian and white-non-Hispanics
is 5.5. Among Hispanic households, the
median value multiple is much higher, at
8.6 and even higher for African-American
households at 9.2 (Figure 27). These
higher costs are a significant deterrent to
the aspirations of Hispanic and African-
American households wishing to own their
own homes.®

A report by the Tomas Rivera Institute
notes that restrictive land use policies

I African American
Bl Asian
[ Hispanic

Outside California

are a substantial barrier to Latino and
African-American households in California.
“Whether the Latino homeownership gap
can be closed, or projected demand for
homeownership in 2020 be met,” notes the
Institute,” will depend not only on the growth
of incomes and availability of mortgage
money, but also on how decisively California
moves to dismantle regulatory barriers
that hinder the production of affordable
housing. Far from helping, they are making
it particularly difficult for Latino and African-
American households to own a home.”®

NATIONAL COMMUNITY RENAISSANCE

oe00 4



Urban containment policies impact housing
costs in ways that hit hardest on those with
the lowest incomes, contrary to the claims
made by their advocates in places such as
Portland.* Tragically, the loss of housing
affordability has been greater in the core
area where there is a larger percentage of
lower-income households. Inthe areas with
high poverty (1.5 times the average poverty
rate), housing costs are rising substantially
more than they are in the metropolitan area
in general. Owned-housing costs were up
61 percent relative to incomes between
2000 and 2010, compared to 35 percent for
the metropolitan area. Income-adjusted
rents were up 21 percent in the higher
poverty areas compared to 8 percentin the
metropolitan area.®

The net result is that more Californians are
becoming house or rent poor. According
to American Community Survey data, four
of the six major metropolitan areas with
the largest share of renters spending
over 30 percent of their income on rent —
Riverside-San Bernardino, Los Angeles-
Orange, Sacramento, and San Diego — are
located in the Golden State (Figure 28). This
includes a majority of renter households in
Los Angeles and several nearby smaller
cities.

Even more troubling is a that a growing
portion of working households suffer
severe housing burdens—spending 50
percent or more of theirincome on housing.
California again leads the way, according
to the National Housing Conference with
Los Angeles and San Diego among the top
five problematic major metropolitan areas
(Figure 29).

There has been little outcry that California
now has the highest poverty rate in
the nation of any state (when adjusted
for the cost of housing), largely due to
housing prices (Figure 30). California’s
lack of affordable housing has many other
consequences. In addition to financial
difficulties for households both below and

0 ing fgen 09 ' n

above the poverty level, its housing-driven
higher cost of living reduces the quality of
life for residents, and results in significant
losses to the economy. These higher
costs are eroding California’s competitive
position, leading to a deficit in domestic
migration.
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California’s high cost of housing also
appears to be associated with a higher
than average level of overcrowding.
Perhaps the best measure of overcrowding
is the existence of more than one family
in a household, which is referred to as
“doubling up.”® The practice increased
substantially between 2007 and 2011,
which includes the housing bust and the
Great Recession. Doubling up increased
27 percent, as approximately 800,000
additional households included more
than one family. In 2007, 2.7 percent of
households included families doubling up,
a figure that rose to 3.3 percent in 2011.

On a percentage basis, four of California
major metropolitan areas are in the nation’s
top 10 in households with more than one
family sharing a housing unit (Figure 31).
The top two are Riverside-San Bernardino
and Los Angeles. San Jose is number four,
while San Diego ranks ninth (Figure 32).

For California’s middle- and working-
classes, the housing regulatory regime
serves as a kind of tax—a nearly
confiscatory one—that particularly works
against young families, the poor and those
who come from families without sufficient
assets to help purchase a house. The
result is a California that is increasingly
inconsistent with the dream that has
attracted millions from all over the country.
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Despite the problems

caused by such policies,
Oregon, Washington
and Maryland have

all adopted similar
approaches, with
remarkably similar
results. In the Seattle
area, for example,

a University of
Washington study found
that local regulations,
notably the state’s 1990
Growth Management
Act, have driven prices
for homes at twice the
regulatory impact seen

in other cities.?’

Figure 33 Housing Affordability: Portland in Context (1990-2012)
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Oregon adopted a statewide restrictive
land use policy in the 1970s. In the early
years, house-price hardly
occurred, as authorities provided sufficient
land within the urban growth boundary
to accommodate the demand for single-
family dwellings. Land use regulations
were strengthened in the middle 1990s,
and housing affordability then declined
in Portland® far more than the national
average did, or than the state’s three more
liberally regulated metropolitan areas did.
In 1990, housing affordability as measured
by the median multiple was nearly the
same in Portland, Atlanta, Dallas-Fort
Worth and Houston. At that time, Portland’s
median house price relative to its median
household income was 19 percent below
the national average. By 2000, Portland
was approximately 10 percent more
expensive than the national average by
this measure, and it was nearly 20 percent
more expensive by 2012 (Figure 33). At the
same time, Atlanta, Dallas-Fort Worth and
Houston—which have traditional, liberal

escalation

land use regulation—grew more quickly.

2005 2010

The basic truth is that restrictive land
use policies drive prices up in numerous
ways. This includes the cost of detailed
application and permit requirements,
which make it necessary for developers
and home builders to hire additional
consultants. That cost, of course, is passed
into the home price. In addition, the slower
process often increases carrying costs for
builders and developers, and the result,
again, is higher house prices.

The association between strong land
use regulation and the loss of housing
affordability is broadly supported in
academic research.®’ This is confirmed
even by proponents of restrictive land
use policies, such as University of Utah
scholars Chris Nelson et al, who have said,

“...the housing price effects of growth

management policies depend heavily
on how they are designed and
implemented. If the policies tend to
restrict land supplies then housing
price increases are expected.”’

Nelson notes that this has happened in
California.

Figure 34 Housing Affordability: 1980-2012 (By Regulatory System)
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The rise in finished land prices also seems
likely to be a strong contributor to the cost
of building multi-family and rental housing
units. An analysis by Barton indicates that
between 70 percent and 81 percent of the
excess in the San Francisco Bay Area
median rent above the national median is
the result of higher land prices (2008).72

An analysis of states by Brookings
Institution economist Anthony Downs
shows that the housing affordability
problem is rooted in the failure to maintain
a “competitive land supply.” Downs finds
that policies like urban growth boundaries
can award monopolistic pricing power to
sellers of land if sufficient supply is not
available, which, all things being equal,
is likely to raise the price of land and the
housing that is built on it.”®

Downs further writes: “Higher prices then
reflect a pure social cost because the
efficiency of society’s resource allocations
has decreased.” In simple terms, this
means that if households have to pay more
for their basic living expenses, such as for
housing, they will have a lower standard

1995 2000 2005 2010

of living. Of course, the greatest burden is
shouldered by low-income households.

The impact of such policies extends
beyond the housing industry. Research
also identifies slower than expected
economic growth in metropolitan areas
with urban containment policies, and
(Figure 34) associates the policies with
higher commercial development costs™
and higher retail prices.”

Indeed, Paul Cheshire of the London
School of Economics concluded that
urban containment is incompatible with
housing affordability in his analysis and
compendium of research onthe association
between stronger land use regulation and
higher house prices.”

U.S. Federal Reserve Board economist
Raven Saks found that employment growth
is 20 percent lower than expected in those
U.S. metropolitan areas with strong land
use policies.”

This thesis was also supported in a report
commissioned by Congress following the
collapse of the housing market. A minority

report of the U.S. Financial Crisis Inquiry
Commission presented four possible
causes of the U.S. housing bubble. One
hypothesis involved strong land use
restrictions and its impact on prices.” This
is borne outin the comparison chart above.
Even when California is excluded, it shows
that places where land use controls are
more restrictive, housing prices tend to
be less affordable than in areas following
more liberal, traditional policies.

In contrast, there is evidence that strong
production of new houses also contributes
to the supply for low-income housing, by
making older houses available at lower
prices. Scholars Stephen Malpezzi and
Richard Green found that “to the extent that
a city makes it easy for any type of housing
to be built, it will also enhance the available
stock of low-cost housing.” The research
also suggests that strong regulation
produces the opposite effect: restrictions
that reduced the amount of new housing
also filtered through to reduce the supply
of affordable housing for those with low
incomes, and raises its price.”



How do we develop the sense of

urgency that is necessary to meet
this problem? We need to address
the issue of supply, and the impact
of land regulations, fees and other
impediments. Some method is
needed to help the private sector
create affordable “start-up” middle-
and working-class housing, as
occurred until 2007. Despite the
current recovery, the prospect of
rising housing costs could lead to
a reduced standard of living. The
imperative for generally affordable
housing for all, including lower-
income households, has never

been greater.

1. Reform Land Regulation:

It is time now to moderate the policies that have created the
problem and restore housing affordability. The current planning
regimes in states such as California, Oregon, and Maryland, with
their restrictions on land supply and regulatory and impact fees,
have limited the opportunities to provide housing of all types and
inflated prices.®

To counter the impact of restrictive land use policies, it will be
necessary to restore a competitive market for land that can be
developed on the urban fringe. Reforms that do not address this
issue are likely to result only in marginal improvements in housing
affordability. Land use regulatory reform is likely to encounter
substantial opposition. However, throughout history urban areas
have expanded organically in response to increased population.
Strategies are needed to restore competitive land markets both
inside the cities and beyond the urban fringe. This would also
involve minimizing the regulatory burden—Iengthy delays and
the necessity for expensive consulting engagements by builders
and developers—while preserving adequate environmental
protection.

Avariation on the strategy above would be to putin place virtually
automatic mechanisms to liberalize the urban fringe land supply
based upon housing affordability standards and indicators, such
as the median multiple. Where housing affordability does not meet
the standard, land availability would increase until a competitive
market for land is restored. Once restored, former regulations
could be re-imposed until the housing affordability standard was
not met. Such a strategy would establish maintenance of housing
affordability as a responsibility of local government.

2. Reform and Reduce Impact Fees:

For decades, Texas has permitted the establishment of Municipal
Utility Districts (MUDs) by developers outside of the city limits.
Establishment of the MUDs is under control of the state, which
grants special district status.’’ As many as 2 million Texas
residents live in MUDs.®2 The MUDs have independent bhoards
of directors, which do not include the area’s developers. The
MUDs are permitted to issue tax-exempt municipal debt for the
purpose of developing associated infrastructure. The bonded
debt is serviced by the residents of the MUD through property
tax bills, and is not guaranteed by any government jurisdiction

besides the MUD. This approach makes it possible for suburban
development to proceed without burdening municipalities that
might be concerned about the additional cost of serving the new
development (a concern that is rife in California, evidenced by the
extraordinarily high development impact fees).

The establishment of MUDs would make development impact fees
virtually unnecessary, and could substantially reduce the price of
new houses.

California already has similar jurisdictions, known as Mello-Roos
districts. However, Mello-Roos districts must be established
by cities or counties. There isn't a mechanism for them to be
established by developers. California state government should
investigate the potential for establishing special housing districts,
so that developers could obtain competitively priced land whether
within the structure of the Mello-Roos districts or under other
mechanisms. The result would be an increase in affordable
housing.

3. Establish Special Housing Districts:

A more modest regulatory reform would be to allow the
establishment of special housing districts on or beyond the urban
fringe. These could be sponsored by counties in unincorporated
areas, or could be established as newly incorporated cities. A
competitive market for land would be established in these areas,
resulting in lower house prices.

The government of New Zealand is expected to enact legislation
that would make it possible for the central government to
establish special housing districts in suburban and exurban areas
for the purpose of restoring a competitive land supply market
and increasing housing affordability. The move is being made in
response to New Zealand’s intractably high housing costs (the
national median multiple is 6.7, highest among the six western
nations for which data is available)®, which have resulted from
urban containment policies.

In the U.S., housing affordability could be improved by allowing
homeowners and multi-unit owners to pay impact fees over the life
of the financial infrastructure, rather than force land developers
to make upfront payments, which are inevitably included in the
purchase price of housing. Impact fees should be financed by
longer-term debt, with payment made through the property tax
bills of the new home owners and multi-unit owners. A variation

on this approach is being used in the city of Beaumont in San
Bernardino County, California, which issues citywide Mello-Roos
bonds to pay for new infrastructure, an approach the city credits
with up to 50 percent savings.®

4. Re-use Vacant Commercial and
Industrial Space:

Through the great recession, vacancies increased in office and
retail space. Demand is now recovering, but new construction has
remained anemic. Structural changes in the market are likely to
be responsible. The trend toward working at home continues to
increase, while the amount of office space required per employee
has declined.®

Perhaps as important a factor may be the gradual but powerful
shift towards online retailing. Although vacancy rates for retail
brick-and-mortar space are at historic norms now, the long-term
trend is for demand to be much flatter than in the past . The retail
workforce also remains smaller than it was a decade ago.®

This could open up longer-term opportunities to convert
commercial buildings to residential uses, especially in suburban
areas.”” The provision of additional supply could be expected to
reduce both house prices and rents. In the latter case, this would
begin to address a distortion that “hurts the neediest.”

Perhaps the most logical step would be to enact policies that
discourage fiscal zoning, which favors commercial over residential
development because of its greater revenue contribution. This
is particularly true in California, where municipalities receive
a portion of the sales tax revenues that are generated by retail
businesses within their borders. This gives construction of retail
establishments priority over residential buildings, and increases
the price of housing over time.®

5. Make Government Land
Available for Development
Where Appropriate:

Lower house prices and rents could result from making disused
governmentland — outside of parks, areas with steep slopes, flood
basins, and other important locations — available for residential
development. For example, in the Phoenix and Las Vegas areas,



federal and local governments own much of the developable land
outside the immediate urban fringe, and have been auctioning it
for residential use.

Tothe extentthatgovernmentlandisnotneededforotherpurposes,
including vital open space and habitat protection, federal, state
and local governments should make it available for development.
It would be important to sell such land expeditiously, because the
greater supply would contribute to a more competitive market
for land. This was a failure of the land disposal programs near
Phoenix and Las Vegas during the housing bubble. The demand
for land far exceeded the auction volume. The result was price per
acre increases of six times in Phoenix® and more than ten times
in Las Vegas.® This land shortage fed into excessive house prices
that raised the median multiple by more than 80 percent.

6. Re-Order Local Planning and
Zoning Priorities:

There needs to be a renewed focus on affordability by planning
agencies and local zoning and land use authorities. Housing
affordability needs to be recognized as a principal purpose of
planning, and should be taken into account in the same way that
the environment and social factors are considered.

Jurisdictions could be required to produce and publish an annual
housing affordability report. Indicators such as the median
multiple for owned housing and the percentage of renters
spending 30 percent or more of their gross income on housing
should be examined. Affordability monitoring could increase
public awareness of the housing affordability crisis and generate
support for improvement strategies.

7. Meet Environmental Goals:

Sadly, environmental concerns often provide the rationale for
policies that drive up housing prices. Yet re-ordering housing
policy does not mean sacrificing environmental protection. Much
of the contemporary thinking about “sustainability” overlooks
the changing nature of work and the new possibilities opened by
technological innovation. California’s greenhouse gas emissions
laws, for example, were enacted some time ago and fail to reflect
the substantial opportunities that have already reduced future
greenhouse gas emissions.

Many of the environmental justifications for restrictive land use
policies have evaporated,” as the nation has adopted policies that
will substantially reduce greenhouse gas emissions from cars,
even as driving continues to increase.

The new Obama administration fuel efficiency standards, for
example, have led the U.S. Department of Energy to project that
greenhouse gas emissions from cars will drop substantially (24
percent), even as driving volumes are projected to increase
40 percent between 2010 and 2040 (Figure 35). The decline in
greenhouse gas emissions could be even greater if driving
volumes were to fall below DOE projections.®

The reduction is far greater than, for example, projections in the
recently adopted Bay Area Plan to achieve objectives set by the
California Air Resources Board.® Further, the restrictive land
use strategies proposed in the Bay Area Plan would account for
only 7 percent of the greenhouse gas emission reduction, with
the balance of 93 percent resulting from the plan’s fuel economy
improvement assumptions. In addition, the higher densities sought
by restrictive land use regulation are associated with greater
traffic congestion® and with greater localized air pollution, with
its negative health impacts.®

Regional and urban planning in California and elsewhere needs to
take these important technological developments into account. The
advances have radically improved the prospects for greenhouse
gas emission reduction, and continue to reduce air pollution.

This does not mean that new housing should be built on
excessively large lots, or that new suburbs should revert to their
previous exclusionary and single-use forms. There needs to be
thought as to how to provide housing for people to live near their
workplaces, and how to encourage more people to work at home,
atleast part-time. Technology allows for most jobs to be performed
remotely, which could provide tremendous opportunity for overall
household savings. Long, linear parks—and even some smaller
farms—could provide the critical link to nature and recreation
that many households seek.

Finally, there is a perception that development on the fringe is
materially reducing agricultural acreage, and could, therefore,
threaten food supplies. In fact, in California, agricultural acreage
has been declining for at least 60 years; between 2000 and 2010,
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the state lost 2.6 million acres of agricultural land, while urban
acreage increased by less than 0.2 million acres (Figure 36).
Nationally, thisisalsothe case. Between 1950 and 2010, agricultural
land declined by approximately 25 percent, or approximately 275
million acres. This is the equivalent of the land area of the states
of Texas, California, Maryland, Massachusetts and Connecticut
combined.® Yet, due to greater agricultural productivity—up 159
percent between 1950 and 2011¥—the US is easily able to feed
a still-growing metropolitan population that has increased by
150 million.

F Figure 35 Light Vehicle GHGs: Pr&iéction’s»'(péﬁ@ﬁ; ’

Indeed, due to the reductions in agricultural land, the “human
footprint” on American ground has actually gotten lighter. In 1950,
urban development and agriculture together accounted for 54
percent of the nation’s land area. It declined to 43.8 percent by 2010.

Simply put, urbanization is not consuming net agricultural land.%®
Under the Clinton administration, the U.S. Department of Agriculture
asserted that “our nation’s ability to produce food and fiber is not
threatened” by urbanization (Economic Research Service, 2010).
This is significant because the Clinton administration was largely
supportive of more restrictive land use policy.*
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More than anything, we need to

recognize that our housing crisis

is just in its early stage, and if we

do not address it soon, we will not
create a reasonable future for the
next generation. Rather than aspire
to homeownership, or save money
for family needs such as education,
we are forcing millions of Americans
to use ever more of their income to
pay someone else's mortgage, that
of the landlord. This is the opposite
of the American dream and certainly
does not reflect the future our
parents sought, nor is it one we

should bequeath to our children.

In places where overly restrictive policies are being applied with
a vengeance—for example, in the newly adopted Plan Bay Area
for San Francisco-San Jose—the emphasis is almost entirely
high-density housing, with a virtual prohibition on single-family
housing on the urban fringe. Without single-family homes, much
higher housing prices for owners and renters are inevitable. This
may appeal to some, especially those in what historian Robert
Bruegmann calls “the incumbent’s club”: those who are already
comfortably housed and benefit financially from policy-induced
housing shortages. But for the majority of Americans who prefer
a single-family home, including immigrants, minorities and
Millennials, this is bad news indeed. According to Notre Dame
professor Nicole Stelle Garnett:

“...there is something slightly unseemly about dramatically
curtailing suburban growth at a time when racial minorities
are responsible for most new suburban population gains.
It is difficult to avoid concluding that changing the rules
of the development game at this time is tantamount to
pulling the suburban ladder out from under those who
previously were excluded from suburban life by economic
circumstance, exclusionary zoning, and intentional

discrimination...”®

It is notable that the adoption of these policies was virtually never
accompanied by a serious consideration of housing affordability
or the extent to which they were likely to increase the cost of
living, especially for low- and middle-income households.

That discussionis long overdue. We can begin it by asserting that
the prosperity and well-being of households and the minimization
of poverty should be held as a principal public policy objective.
This requires that household discretionary income be maximized.
Public policies that reduce household discretionary incomes due
to inflated home values and rents should be adopted only when
there is compelling public purpose.

There are those with strong interests—from politically connected
developers, to literally millions of individual home owners—who
profit from higher than necessary housing costs. It will take strong
political will to reset the balance in favor of middle- and low-
income households, renters as well as owners. The issue is not
urban form, but a matter of priorities: the economic well-being of
people in an environment where there is adequate environmental
protection.

Until the considerable barriers to affordable housing are tackled
and removed, there can be no substantial hope of improvement.
Every effort needs to be made to remove those barriers. We
urgently need to provide sufficient affordable housing for the
current generation of Americans and, even more so, for the next.
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