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ONLY IF ITS CAUSES

ARE CORRECTLY UNDERSTOOD.

Some community-based organizations struggle to find affordable housing, or any housing at
all, for low-income residents, while in other communities residents struggle to resist a flood
of investment threatening to displace them all. Meanwhile, government policy-makers try
one program after another in efforts to overcome what they see as, in some places, blighted
neighborhoods with vacant housing, and in other places, a shortage of affordable housing.

Yet the problems persist. Even as one neighborhood is completely rebuilt-some would
say, gentrified-other neighborhoods show new signs of disinvestment. Decay previously
found only in central cities is increasingly found in the suburbs, where large swaths of land
formerly covered by occupied housing now sit vacant. Large new subdivisions continue

to be built-sometimes in central cities, sometimes in far-out suburbs-and at the slightest
hint of an economic slowdown, governments seek new ways to support the construction
industry.

Something is wrong. The disease is not being cured but it's not for lack of trying. This
paper provides a detailed summary of the evidence, beginning with affordable housing
and bringing in other data as necessary, in order to diagnose the U.S. housing and blight
problems.

OUR CONCLUSION

The problem is too much construction. Seen in its broad context, the diagnosis is easy. As
new housing units are built (whether rental or single-family), they are filled by households
moving from elsewhere. The units those people leave become available for others to
occupy. As these others move, their former residences become available, and so forth. At
some point in this chain of moves, one of two things must occur. Either a new household
enters the market, filling a unit without creating a vacancy, or a unit is left vacant with no
one to fill it. Most often, this last vacancy in the chain is a rental unit-a unit from which
someone can easily move without finding a replacement.

Data show that since the 1950s, the pace of new housing construction in the U.S. has

far exceeded the rate of net new household formation plus the demand for second and
vacation homes. Since unneeded housing units cannot be discarded like old clothes,

but rather remain as a blight on their surroundings (even if demolished and becoming
empty lots), the inevitable result is vacant and abandoned buildings in increasingly forlorn
neighborhoods.

Economic policies that promote construction as a means to spur the overall economy
instead wreak havoc in local communities because they rarely, if ever, evaluate whether the
construction is needed and what harm it may do in neighborhoods other than where the
construction actually occurs.

The problem facing U.S. metropolitan areas is too much housing construction. The solution,
therefore, must include reducing construction to a level more nearly matching the level of net new
household formation. Reducing unneeded construction is the only way to begin eliminating
blight and finding real solutions to the so-called affordable housing crisis.




SPECIAL NOTE

AND INVITATION TO THE READERS OF THIS
REPORT:

Properly understanding the problems of neighborhood blight and affordable housing
are critically important public policy challenges. When we wrote this paper in 2003,
the quantitative data were the most recent then available. Although the logic remains
unchanged and we have every reason to believe current data will show continuation of
the trends described, we have not had an opportunity to collect or analyze new data.

We invite you to conduct your own research, updating the data if you can, and ask only
that you share your work with us by using the Contact Us page on our website: https://
cepaunderstands.org/contact.

To facilitate your work, we share our report with you under a Creative Commons
Attribution-NonCommercial 4.0 International License. This allows you to reprint or
modify our report for non-commercial purposes, as long as you credit CEPA and make
your work available to others under the same terms. See https://creativecommons.
org/licenses/by-nc/4.0 for additional details.

Thank you.
ARTHUR LYONS AND JASON HARDY
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Summary

Efforts to meet the demand for affordable housing encounter several vexing questions:

+ Givenevidence thatthe number of new housing units constructed in many metropolitan
areas exceeds the capacity of net population growth to clear all units from the market,
why have housing markets not become saturated-leading to deflationary pressure on
housing prices and better housing at the low end?

Why are many municipalities experiencing an affordable housing crunch at the same
time as inner-city communities and some suburbs are suffering from high vacancy
rates and numerous demolitions?

+ Inshort, what are the processes by which the housing market contributes to shortages
of affordable housing?

Answering these questions requires examining all aspects of the housing market
simultaneously and looking at ideas that, initially, seem to challenge conventional wisdom.
We argue in this paper that the affordable housing problem in America has been and is being
exacerbated by an ongoing excess in housing construction. New construction attempting to
solve the problem will not improve conditions but will instead continue making them worse.

To understand this conclusion, it is helpful to examine explanations for why affordable
housing shortages exist and persist. Much of our paper is a literature review, augmented by
efforts to synthesize elements from different perspectives into a comprehensive explanation
of how housing markets function. For the sake of simplicity, our empirical data reflect only
one market, Chicago's, though housing markets across the country are similar.

Our analysis has four steps:

1. We look at various statements about the affordable housing shortage, examining
how authors measure the problem, what sections of the market they include in their
evaluations, and which elements they may have left out.

2. We outline several characteristics of the housing market. In many respects, housing
functions like any other commodity but in other key respects, it is unique. Though
some analyses attempt to distinguish between private and public housing markets,
the two markets are so intertwined as to make that separation impossible. We focus
instead on unique aspects of the overall public-private market, and explain how these
aspects contribute to affordable housing problems.

3. We summarize past policy efforts to overcome affordable housing problems. These
efforts can generally be divided into “demand-side” and “supply-side” solutions.
The supply side has often been favored, and we look at some of the successes and
failures of such programs, as well as the possible merit of shifting toward demand-side
approaches.

Center for Economic Policy Analysis
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4. Finally, we consider some of the questions raised in our attempt to present an overall
picture of the housing market, and we provide tentative answers.

Finding and answering the right questions is important because a problem whose causes
are incorrectly diagnosed cannot be solved. The persistence, and even worsening, of housing
crises over the last several decades suggests that current diagnoses need to be improved.
We offer this research as a step in that direction, beginning with a description of just what
the symptoms are.

Center for Economic Policy Analysis
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[ SIZE AND SCOPE OF TH!

HOUSING PROBLEM

Numerous authors describe a crisis in affordable housing for low-income households.
They offer many explanations for specific parts of the problem, but explanations often exist
in isolation, not taking into account the entire housing market. As a result, few authors have
successfully analyzed the locus of the affordable housing problem or the market dynamics
behind it.

The first split that most authors introduce is between rental and owner-occupied housing.
Because the rental market is generally considered more appropriate for meeting the housing
needs of low- and even moderate-income households, the authors focus on construction and
occupancy in this segment with little or no discussion of the ownership segment. Conversely,
discussions of the mostly small public and private initiatives to promote home ownership for
lower income families generally focus on the benefits of ownership, with little or no analysis
of the rental segment.

Although it may be true that rental units are the most appropriate for lower income
households, failure to explore the intimate nexus between the rental and ownership
segments makes it impossible to understand the real nature of the housing problem. Before
explaining why this is so, we will summarize some of the existing literature that elaborates the
quantitative extent of the low-income problem. Jason DeParle writes about the nationwide
picture:

To put things in perspective, consider that 15 million households qualify for federal
housing assistance, but only 4.5 million actually get it. (Out of these, about a third live
in government-run developments, and two-thirds [sic] rent from private landlords
with government help.)

Center for Economic Policy Analysis
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Of the 10.5 million that don't get help, the five million that spend at least half their
income on shelter are simply the most desperate. Indeed, the scarcity of housing
assistance offers a preview of how other programs may fare in a post-entitlement,
balanced-budgetworld. Only one eligible family in three receives aid, and the demand
is so great in many cities that even the waiting lists are closed (DeParle 1997: 10).

Jennifer Daskal of the Center on Budget and Policy Priorities analyzes data originally
collected for the U.S. Census Bureau’s American Housing Survey of 1995. She finds 4.4 million
more low-income households than there are low-cost units nationwide (Daskal 1998: 12).

Daskal notes that the 1995 gap is the largest since 1970, when there was no gap but instead
a surplus of approximately 300,000 low-cost units. Daskal explains that the gap grew because
the number of low-income renters rose steadily after 1970, increasing from 6.2 million to
10.5 million. By contrast, the number of low-cost units in 1995 was slightly lower than the
number of such units in 1970 (6.1 million as compared to 6.5 million; Daskal 1998: 11).

Though Daskal does not show how regional housing gaps have changed over time,
she does provide a measure of the affordable housing gap in the Chicago region for the
most recent year of her data. In 1995, there were 245,000 low-income renters-defined as
households with annual incomes of $12,000 or less-and 115,000 low-cost units. This left a
gap of 130,000 units (Daskal 1998: 50).

DeParle, Daskal, and most others define affordable units similarly: units whose combined
rent and utilities cost less than a stated share of household income, usually 30 percent.
Households spending more than this are assumed to be improperly burdened. The authors
further assume-usually implicitly-that the distribution of incomes is to be accepted as it is,
and that housing units should be made available with appropriately low total costs for people
at each income level.

In other words, while many reports mention the problem of housing costs rising faster
than income, their solutions are nearly always to increase available housing rather than to
increase incomes.

Accepting this framework, Daskal finds that 82 percent of poor renters nationwide were
rent-burdened in 1995. The Chicago region is about the same, where she finds that 84 percent
of poor renters paid more than 30 percent of their income for housing, and 64 percent were
paying half or more (Daskal 1998: 49).

A more recent study released by Chicago’s Metropolitan Planning Council (MPC; 1999)
focuses solely on the Chicago region. MPC divides rental households into categories
according to income, and then counts the number of units that have rent levels appropriate
to each income grouping. Although limited data are provided for public housing and the
subsidized portion of the private market, the principal findings and discussion are restricted
to unsubsidized units and tenants: “The reason for looking only at those units and renters
that are not currently being subsidized is to identify what proportion of renters might be
eligible for assistance based on income, and to examine further where there are likely gaps
and overlaps in the supply of unassisted, private market units in different rent ranges” (MPC
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1999: 31).

Some of MPC's data and terminology require explanation to avoid misinterpretation. At
each income level-for example, 30-50 percent of the area median income (AMI)-MPC counts
the number of rental units costing 30 percent of the incomes in that particular range. MPC
describes this number of units as the pool of “affordable” housing for thatincome group (MPC
1999: 31, Fig. 33). However, except for the very lowest income group, the units in that pool are
only some of the units affordable to group members. Households with higher incomes can
also afford all units in lower price ranges.

MPC's presentation is particularly open to misunderstanding for their highest income
category, 80 percent or more of AMI, especially in light of the stated desire “to identify
what proportion of renters might be eligible for assistance based on income.” The report's
summary table identifies 267,300 renter households at this income level, and then says
only 39,800 units are “affordable” to them, leaving a “Supply-Demand Mismatch” of 227,500
units (MPC 1999: 32, Fig. 34). MPC means that there are 39,800 units costing $1,200 or more
per month, because $1,200 is 30 percent of the lowest income in this range. Presumably,
the lack of more high-cost units is not a public policy problem because these middle and
upper income households, if they really wanted to pay this much for rent, could easily induce
building owners to rehab and charge more for their space.

Table 1: Rental households and affordable units in different income categories
(based on MPC 1999: 32)

Up to 30% of | 30 to 50% | 50 to 80% | 80% or More

AMI? of AMI of AMI of AMI
Number of unsubsidized rental 192,000 191,900 245,100 267,300
households in this income range
Number of unsubsidized rental units 38,700 519,100 346,400 39,800
costing about 30% of income in this
range
Cumulative total of units affordable 38,700 557,800 904,200 944,000
to renters in this income range®

(938,0009)

Table notes:

2AMI: Area Median Income, or $63,800 for the Chicago region in 1999.

PEach cumulative total is the sum of the number of units at the indicated rent level plus the
number of units at lower rents, since these, also, are affordable to renters at the indicated income
level.

This is the total as reported by MPC; the sum of the units in the individual cells is 944,000. MPC
does not explain the discrepancy.

Our Table 1 adds a row to the MPC data in order to clarify the meaning. The last row is the
cumulative total of rental units affordable to the households at each income level.

Another limitation in the MPC report arises from the exclusion of public housing. “Public
housing was not included, because while these properties are considered to be part of the
overall rental stock, the rent levels and vacancy rates need to be examined separately, since
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they are determined by factors other than market forces” (MPC 1999:10).

Although true in a limited sense, this statement fails to recognize that the public and
private housing markets cannot be easily or completely separated. People can and do move
back and forth between the two markets, and increased or decreased availability of low-
income housing in the private market either reduces or adds to pressure for public housing.
Similarly, construction or demolition of public housing either reduces or adds to pressure in
the private market. Public housing is an integral part of the larger housing context we will
discuss in Section Il.

In any case, MPC's affordable housing gap for the lowest-income households (153,300)
cannot be compared to Daskal’s (130,000) over time. Both studies define the Chicago region
in the same way, but they use different income limits. Daskal's lowest-income group includes
rental households with incomes up to $12,000 in 1995; this is equivalent to $13,100 in 1999
dollars. MPC, using 1999 income, focuses on renter households making up to $20,000.

MPC'’s higher income limit means it includes a larger number of households in its lowest-
income category. Thus, even though MPC's housing affordability gap for the lowest-income
households is larger than Daskal's, this may not mean that the gap grew from 1995 to 1999.
An indeterminate part of the difference is due to differences in methodology.

Regardless of methodology in these and other studies, it is clear that many renters are
paying more than 30 percent of their income for rent and utilities. MPC, citing the Census
Bureau’s American Housing Survey, estimates that about 37.5 percent of all renters (including
but not limited to low-income) paid more than 30 percent of their income for housing costs
in 1995. MPC further estimates that about one third of these households, or as many as 12.5
percent of all renters, paid more than half of their income for housing (MPC 1999: 10).

The U.S. Department of Housing and Urban Development (HUD) has similar measures
of the affordable housing gap, though HUD's data are older and not as regionally specific
as MPC's and Daskal's. According to a study released in 1993, Midwest central cities had a
combined total of 953,235 families earning less than 30 percent of the median income for
their area, and 618,009 units that were affordable to these families (HUD 1993: 81).

HUD has one interesting piece of data the other studies lack: vacancy rates by rent level.
Despite the apparent affordable housing gap, HUD finds that in Midwest central cities the
vacancy rate for affordable units was 13.6 percent, compared to an overall vacancy rate of
8.7 percent (HUD 1993: 81).

This raises a question beyond simply counting the number of units and matching them to
incomes. If there is so much need for affordable units, why does a disproportionately larger
number of lower-cost units remain vacant? It appears that at least some households may
not be forced, but instead are choosing, to pay a greater portion of their income in rent and
utilities than study authors consider appropriate. Why households might do this and whether
it might be a problem is discussed in subsequent sections.

Findings in the MPC study, although presented differently, are consistent with the HUD
data. MPC calculates the average cost of rent plus utilities for the entire Chicago region, along

Center for Economic Policy Analysis
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with averages for 11 sub-regions. The average cost for the entire Chicago region was $723.
The three sub-regions with the lowest average cost were Chicago-West and Chicago-South,
both at just under $620, and Cook County-South, with an average of $639 (MPC 1999: 14).

Yet despite their below-average housing costs, the Chicago-West and Chicago-South sub-
regions had above-average vacancy rates. For the region as a whole, average vacancy was
4.2 percent. Compared to this, the vacancy rate for Chicago-West was 5.0 percent, and for
Chicago-South it was 6.3 percent, the highest vacancy for any of the sub-regions (MPC 1999:
14). Thus, consistent with HUD, MPC shows that the highest vacancy rates are for the lowest-
cost apartments. Some renters are choosing to live in more expensive areas even though less
expensive housing is available.

Counting the number of low-income units is further complicated by the fact of housing
demolition. The Chicago-South vacancy, even at 6.3 percent, is still only slightly above HUD's
six-percent threshold for a “tight” rental market (MPC 1999: 11). But vacancy rates in this
and other low-rent areas are difficult to interpret. These areas are the same ones that have
experienced and continue to experience the greatest number of demolitions. In many low-
income communities, entire blocks that used to be covered with multi-story apartment
buildings are now only vacant lots.

Whenever apartments that would otherwise contribute to the stock of low-rent housing
are demolished, the observed vacancy rate is reduced-even to the point of looking like a
tight market-but a new question arises. Why are these units, which are thought to be in
such high demand, being demolished, while tenants presumably choose to pay higher rents
elsewhere? Is it because tenants are fleeing poor quality housing? But if this is the case, why
do they find it preferable to flee than to stay and pay for better quality where they currently
live? We will return to these questions later on.

Here, we note that demolitions in the private market generally follow abandonment, first
by tenants and then by building owners. Tenants may leave for many reasons, including
building-specific problems such as poor maintenance and neighborhood problems such as
safety. After a few years of trying to maintain a partially vacant building, even responsible
owners no longer have sufficient income to care for the property and maintenance declines.
Eventually, a municipal authority may cite the owner for code violations, and the owner
chooses abandonment and demolition as the least expensive or most profitable alternative.
If any tenants still remain at that time, they may be left with few options.

There seems to be no good count of the number of tenants displaced by demolition of
private housing, but it may be less than the number displaced by demolition of government-
owned units. Reviewing the redevelopment of Chicago’s Cabrini-Green public housing project,
JerryJ. Salama points out that

The number of public housing units on site will be reduced by 79 percent, which
represents adrop of more than 1,000 units affordable to very low income households.
With a work requirement for at least 50 percent of the new public housing residents,
only 139 of the original 1,324 units will be available for the nonworking poor (Salama
1999: 108).

Center for Economic Policy Analysis
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Even though Chicago has a lack of affordable housing, some units affordable to the
poorest of the poor are being removed because they have been judged to be inappropriate.
Government officials, at least in the last few years, have promoted demolition of existing
concentrations of affordable housing as part of a plan to rebuild the area and reshape it
into a mixed-income community. Some of the demolished units were already vacant and
had been so for many years, apparently because unmaintained and held off the market by
the Chicago Housing Authority. In the private market, some households may reject units
because they consider them to be deteriorated beneath livability standards or they find the
neighborhood undesirable because of high crime, poor schools, and lack of public services.
Overall, it appears that some-and perhaps many-renters, given the option, choose to burden
themselves with rents higher than those considered “affordable,” presumably in order to
obtain better quality housing.

This does not mean, though, that all renters succeed at finding good quality units. Daskal
reports that 14 percent of renters in the Chicago region live in physically deficient housing,
and 19 percent live in overcrowded units (Daskal 1998: 51). She notes that “although housing
quality problems are less widespread than housing affordability problems, high housing
costs lead many poor renters to live in poor quality housing” (Daskal 1998: 21). She does not
note the corollary: that low-quality housing, even if available at low rents, may lead renters to
pay higher portions of their income for housing, in order to obtain higher quality.

MPC data about quality are based on surveys of existing housing using HUD’s Housing
Quality Standards. In the Chicago region, MPC finds that while 82 percent of all housing units
are in “good” condition, a disproportionate number of units in large buildings (those with 10
or more units) are in “poor” condition. Within the city of Chicago, the disparity is even greater
for large buildings. According to MPC, 36 percent of these units are in “poor” condition (MPC
1999: 17).

The preceding pages summarize the symptoms of the housing crisis as it is usually
described: Many households, especially renters, are paying more than 30 percent of their
income for housing. Even so, many households live in units deemed to be of inadequate
quality. In spite of this, a disproportionate number of existing low-rent units are vacant, and
very many more have been demolished so that they are no longer in the housing stock. And
year after year the affordable housing gap seems to grow. To understand why this is, we
need to look in more detail at how urban housing markets function.

Center for Economic Policy Analysis
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[[. THE HOUSING MARKET

The problems described above occur in the context of housing markets. The literature
on these markets describes several relevant factors, though not always in conjunction with
each other. To paint a complete picture, we will summarize these factors and comment on
relationships among them.

A.Housing Is Immobile

Housing markets are intrinsically different from any other market because housing is
immobile. This is important for two reasons. First, it means that a house is more than just the
building and its qualities; it is also the sum of its surroundings. Jerome Rothenberg, in a study
of how urban markets lead to housing deterioration, writes:

Because housing units are spatially fixed, a household establishing itself in one
buys or rents not only the physical structure with its sheltering services, but also
the location-the neighborhood. This comprises the people, with their styles of
life, the other housing structures and lots, the public infrastructure (streets, parks,
lights, sanitation, etc.) and other local public goods (public education, police and fire
protection, etc.), the nearby sellers of public goods, and the physical environment
(Rothenberg 1979: 38).

Second, housing cannot be easily disposed of when it is no longer in use. Vacant and
even demolished housing continues to affect its surrounding community. For decades after
a building is gone, the vacant lot resulting from demolished units may shape the desirability
of nearby occupied housing:

Neighborhoods suffering from high vacancies, vandalism, and demolition by violence
[i.e., arson and extreme vandalism] have considerable wastage of land. . . . But the
land can rarely be used, because so long as remnants of the highly deteriorated
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neighborhood are still present, they cast an environmental pall over prospective
new uses. . . . the land is an economic liability. So it remains wasted (Rothenberg
1979: 62).

Doris B. Holleb describes how abandonments have affected Chicago neighborhoods:

Poverty areas have been emptying out . . . With low expectations about future
property values, with limited access to credit and insurance, and with deteriorating
neighborhood conditions, housing disinvestment has quickened. Abandoned
buildings are prime sites for fires and crimes. After years of neglect, the end of the
line is the empty lot. By 1990, in a city that had been virtually all built up decades ago,
vacant lots dominated the scarred landscape of concentrated poverty areas (Holleb
1992: 65).

Unlike any other product that has outlived its usefulness and that people no longer want,
a vacant or abandoned housing unit cannot simply be tossed in the trash heap or towed
away to a dump. The neighborhood itself becomes the trash heap and dump. Demolition
and the resulting vacant lot is scarcely any better, creating only an illusion that the problem
has been solved. Each individual household fills only one housing unit, except for those few
households who occupy more than one unit through vacation homes and the like. When
there are more total units than people can occupy, the units become abandoned and a blight
on their surroundings.

This effect can be summed up as follows: Mistakes in housing production last longer and
have broader effects than production mistakes in any other industry. It is critically important
that total housing production be matched to the creation of net new households plus demand
for second homes, or abandonment and blight must result somewhere in the market.

B. Housing Markets Interact with Each Other

While it is clear that the various housing markets in a region are connected, the extent of
the interaction is debated. Rothenberg writes that “the housing market for any urban areaisin
reality a complex of related markets for commodities with various degrees of substitutability.
A market analysis of urban housing must take these differing degrees of relatedness into
account” (Rothenberg 1979: 39).

One important interaction is the relationship between growing suburbs and emptying
inner cities. Calvin P. Bradford and Leonard S. Rubinowitz, in one of the earliest efforts
to explain regional housing dynamics, write about what they term the “urban-suburban
investment-disinvestment process.” They outline several factors that contribute to resources
leaving inner cities and going to suburbs. These factors include a trend toward large-scale
developments that need significant amounts of open space and also large investments that
smaller community banks may not be able to handle, redlining practices that prevent new
investment from entering low- and moderate-income communities, highway construction
and other government programs that open up new areas for development and subsidize
development once it occurs, uneven levels of city services in certain neighborhoods (with
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the worst quality usually being in neighborhoods undergoing private disinvestment),
and questionable FHA practices that lead to and even promote foreclosures (Bradford &
Rubinowitz 1975: 80-5).

In the Bradford-Rubinowitz model, neither the suburban investment nor the urban
disinvestment dominates the dynamic; rather, each both influences and is influenced
by the other. For this reason, their model is often referred to as “push-pull”: Some forces
push residents and money from disinvesting areas, while others pull toward areas of new
investment.

Anthony Downs also observes a connection between suburban growth and urban
disinvestment:

[OJur development process . . . concentrates poor households-especially poor
minority households-in certain high-poverty neighborhoods that become sites for
high crime rates, poor-quality public schools, dysfunctional big-city bureaucracies,
and lack of fiscal resources. These poverty-related problems soon spread to inner-
ring suburbs (Downs 1999: 956).

Not every author, however, is convinced that a strong connection exists between
development activities in the cities and suburbs. Ronald D. Utt writes that “the suburbs did not
grow because of the decline of the cities. Moreover, reversing the decline of the cities, however
crucial, will not stop suburban growth” (Utt 2000: 77, emphasis in original). He further states
that:

There is a certain intuitive appeal to treating the diverse elements of contiguous
communities as if they were connected parts of an organic whole, but from any
practical standpoint it is difficult to establish any meaningful relationship between
the emerging inconveniences of suburban living and the deep-seated social and
economic problems that plague older central cities (Utt 2000: 80).

The main evidence cited by Utt is a comparison among metropolitan areas, classified
according to whether their central cities gained or lost population between 1950 and 1998.
Central cities that gained population were located in metropolitan areas that grew faster
than the metropolitan areas of central cities that lost population. He concludes from this that
rapid suburban growth does not result from the decline of inner cities, since the most rapid
suburban growth occurred in areas where the urban center grew as well (Utt 2000: 79).

Utt's conclusions are flawed by his failure to consider intra-regional mobility, the pace and
location of new housing construction relative to household formation, and the empirical facts
of housing abandonment and demolition. The data he presents are easily consistent with the
investment-disinvestment dynamic observed by Bradford, Rubinowitz, and others.

Part of Utt's problem may be that he misstated the implied direction of causality when he
asserted that “the suburbs did not grow because of the decline of the [central] cities” (Utt 2000: 77).
A more correct statement may be that the central cities declined because of the growth of the
suburbs. That is, as new housing units were built in the suburbs in excess of the formation
of net new households in the region, vacancies were necessarily created somewhere. For
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many years, vacancies were concentrated in central cities, creating an impression that the
phenomenon was circumscribed by central-city borders and somehow caused by the cities.
Now, vacancies are increasingly found in inner-ring suburbs and pockets elsewhere in the
metropolis, raising deeper questions about their cause.

C. New Housing Construction Is Generally
Unatfordable to Low-income Individuals

It is not entirely clear why many policy proposals rely on new construction, rather than
existing units, to fill the affordable housing gap. Several authors try to explain why new
construction is a challenging option for affordable housing, usually focusing on the cost.

Anthony Downs and Jerome Rothenberg are among those who point to the standards
required for all new housing as an obstacle to new low-cost housing. Downs writes: “[Public
policy] requires all new housing to meet very high standards-standards too costly for most
poor households to afford. Therefore, most poor households can afford to live in new housing
only if it is somehow subsidized” (Downs 1999: 959). This need for subsidies whenever new
construction is used as the solution is taken for granted by virtually all authors, whether or
not they offer explicit explanations for the need. There seems little reason to belabor the
point here with additional citations.

At the other end of the spectrum from new construction is the cost of maintaining housing
in communities from which people are moving and in which there is abandonment. Pierre
de Vise 25 years ago suggested that lack of demand for housing could make it difficult
for owners of any age construction to preserve affordable rental units. He describes how
buildings deteriorate to the point where they are left vacant:

Price [that is, rent] decreases in certain neighborhoods . . . were so severe that many
owners of rental housing no longer could make ends meet and walked away from
their buildings. First, the owners with their high mortgage indebtedness, and later
other owners, could not collect enough rental income to meet rising costs of taxes,
fuel, maintenance and repairs. Finally, even owners with paid-up mortgages could
no longer afford to maintain their buildings. In other words, increasing operational
costs set a price floor below which landlords could not descend without cash outflows
(de Vise 1976: 10).

An alternate but related response to price decreases is for landlords to become slumlords,
cutting back severely (or entirely) on maintenance while still collecting rents as long as tenants
are willing to pay. Slum landlords may accelerate the course of deterioration, but they still
fit into the general cycle of decreasing rents and declining maintenance. While in de Vise's
scenario buildings are abandoned by landlords who cannot afford maintenance costs, in
this case buildings are abandoned by tenants who can no longer abide the increasingly poor
living conditions. Either way, the end result is an abandoned, deteriorated building.

An important question for public policy, which still remains today, is the source of the shift
in demand that leads to “[p]rice decreases in certain neighborhoods.” Prices neither decrease
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nor increase of their own accord. In neighborhoods where they decrease, is it because the
income of current residents is declining, and residents simply refuse to pay more as housing
costs increase? Or is it because residents are moving out of the neighborhood, and no one
is replacing them, thus reducing demand because there is a surplus of total units? Or is it
something else?

Some neighborhoods not only in the central city, but also increasingly in certain suburbs,
are undeniably experiencing price stagnation and price decreases-abandoned and near-
abandoned housing whose prices and rents are close to zero-but explanations for this
phenomenon remain elusive. More attention seems to be focused on neighborhoods at the
other end of the market, those with price increases.

A second policy question is posed by de Vise's “price floor.” If he is correct, there is a simple
explanation for the lack of affordable housing: in current economic conditions, it may not be
financially feasible for landlords to keep rents affordable while also performing an acceptable
amount of maintenance. While we did not find any Chicago-area research about whether
there is a rent floor-the minimum rent a property owner must charge in order to perform all
necessary maintenance-society must take the possibility of such a floor into account when
designing housing solutions.

D. Suburban Housing, Especially New
Construction, Is Often Inaccessible to Lower-
Income Households

Several factors combine to keep many suburbs inaccessible to lower-income households,
thereby concentrating poverty in inner cities and other suburbs. One factor is simply that the
suburbs are where land is available, so that is where new construction takes place. But as
discussed above, most new construction is unaffordable to low-income households.

However, some studies point to government policies that contribute to the trend of
unaffordable housing being builtin the suburbs.“[O]ne policy that generates core-area poverty
zones combines fragmented control over land uses in many small outlying municipalities
with their adoption of exclusionary zoning and other policies designed to raise local housing
costs and keep poor people out” (Downs 1999: 959-60).

Utt, on the other hand, de-emphasizes any public role leading to the growth and shape of
the suburbs. For him, the suburbs are the way they are because that is the way people want
them to be:

Although many new urbanists and growth-control advocates blame government
policies, such as federal mortgage insurance and highway funding, as important
factors contributing to the suburbanization of America, data indicate that population
shifts from rural to urban areas-as well as the natural growth through births and
immigration that added 119 million more Americans since 1950-account for the
lion’s share of the forces that have shaped America’s metro areas and their suburbs
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(Utt 2000: 81).

Peter Gordon and Harry Richardson agree with Utt that the effect of local land policies on
housing has been limited: “poor people are excluded from buying into expensive residential
neighborhoods not because of exclusionary zoning, but in the same way that they are
excluded from buying Lexus or Mercedes automobiles; they cannot afford them” (Gordon
and Richardson 1997: 102).

Jonathan Levine replies that this argument “might be more apt if some level of government
were limiting production of Geo Metros” (Levine 1998: 135). He goes on to say:

Land use controls enforcing low-density, large-lot, automobile-dependent
development styles are a subsidy for those who choose to and can afford to live in
the housing thus produced; by reducing the prevalence of other forms of residential
development, they increase the supply of the standardized product (Levine 1998:
145).

Downs agrees:

No metropolitan area has anything remotely approaching a free land use market
because of local regulations adopted for parochial political, social, and fiscal
purposes. Most suburban land use markets are dominated by local zoning and other
regulations that are aimed at excluding low-income households and that distort
what would occur in a truly free market (Downs 1999: 963).

An earlier but more thorough discussion of regulatory obstacles is contained in a 1990
report entitled Not in My Back Yard (Advisory Commission on Regulatory Barriers to Affordable
Housing 1990).

Tracy L. Kaufman points out that other public policies besides local land-use decisions
influence the housing landscape:

[H]lousing subsidies for home owners-through mortgage interest, property tax, and
capital gains deductions-are increasing. These subsidies are expected to cost the
treasury almost $100 billion in lost tax revenue next year, with the majority of those
dollars benefiting upper-income people. These subsidies, however, are not available
for renters, and generally are not available to lower-income people-even if they are
home owners (Kaufman 1997: 28).

Kaufman's general point is correct that many policies other than land-use affect housing
markets, even though she misstates some of the examples. The mortgage interest and
property tax deductions are not available to renters on their personal income tax forms, but
these deductions are available to the owners of rental buildings. In addition, rental building
owners benefit from depreciation deductions that are generally not available to home owners.
These benefits to owners of rental buildings reduce the cost of maintaining such buildings
and are reflected in rent levels. To the extent that renters are “lower-income people,” the tax
benefits do in fact reach low-income households.

More appropriate examples of public subsidies for development are state-funded
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construction of new schools in rapidly growing areas; federally and state-funded extensions,
new construction, and widening of roadways; regulated utility rates that permit or encourage
shifting the cost of extending new service to rate-payers in previously developed areas; and
other programs that reduce the cost of local services in developing areas by using tax revenue
collected in developed areas. This may mean that providing affordable housing is more a
matter of removing inappropriate subsidies and obstacles than creating new programs to
build housing.

E. Negative Social Policies Have Shaped Urban
Housing Markets

Social forces such as racism or redlining, often found in various sections of the real estate
industry, can also affect where people live. Bradford and Rubinowitz provide an early analysis
of such forces. Although some of the institutional players to which they refer may have
changed, the core of their analysis remains true:

[O]lder neighborhoods are at a serious financial disadvantage compared to newly
developing suburban areas. Older communities are without major institutional
investments to help increase, or even to maintain, their desirability and value.
Local lenders, as well, have tended to choose to invest in suburban areas, forsaking
the communities from which they receive a large share of their deposits. The
neighborhoods are then left in the hands of mortgage bankers and other lenders
who use FHA mortgage insurance programs. The result is the concentration of
foreclosures and abandonments, which dot these communities and blight the area
(Bradford & Rubinowitz 1975: 84).

In some cases, the newly developing areas are no longer exclusively suburban, but parts
of the central city previously left abandoned by investors and dominated by vacant lots. In
1985, Brian J.L. Berry referred to these areas as “islands of renewal within seas of decay”
(Berry 1985: 71). By 1999, Elvin K. Wyly and Daniel J. Hammel felt that “[w]hen viewed at the
level of the inner city, Berry's islands of renewal in seas of decay have been transformed into
islands of decay in seas of renewal” (Wyly and Hammel 1999: 715); in a reply, Berry asserts
their conclusions are over-enthusiastic (Berry 1999: 786). Either way, there is no longer a clear
distinction between the central city and the suburbs on this point. Parts of central cities are
witnessing extensive new construction, while parts of the suburbs are experiencing extensive
abandonment.

Many authors emphasize racial discrimination as a factor in creating and promoting decay.
According to Anthony Downs:

The fourth cause of inner-core concentration of poverty is racial segregation in
housing markets. Racial discrimination by owners, real estate agents, and lenders is
still widespread. And the unwillingness of most whites to move into neighborhoods
where more than about 25 to 33 percent of households are African American is
a key factor. Reducing residential racial segregation is hard, because even if both
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whites and African Americans desire integrated living, the different ways they define
it cause almost total segregation to emerge from free choices (Downs 1999: 960).

While acknowledging that social forces and institutional practices shape housing markets,
Pierre de Vise argues that “the casting of real estate institutions as the principal villains
in neighborhood decay relieves us of the necessity to consider and to deal with the more
complex social realities of racism, poverty, crime, slum schools, delinquency and vandalism”
(de Vise 1976: 7).

The practice of which [the] real estate industry is guilty is the maximization of its
profits, which follows the cherished American tradition of capitalistic free enterprise.
In the Chicago area, this means that home builders, home lenders, and real estate
brokers have catered to a market of preference rather than to a market of need (de
Vise 1976: 8).

Despite its elements of validity, this argument only partially absolves the real estate
industry, since several studies have shown that some of the “preferences” that the industry
caters to are motivated by racism (see Urban Institute 1999 and Yinger 1995).

F Many Jobs Have Moved from the City to the
Suburbs

John Kain (1968) may have been the first to propose in writing what is now called the
spatial mismatch hypothesis. This hypothesis states that jobs have been shifting from urban
to suburban locations (or, in recent years, from inner-ring suburbs and urban locations to
outer-ring suburbs), and that a lack of affordable housing prevents lower-income households
from moving to where these jobs are. This makes the jobs difficult for lower-income individuals
to access. More recently, HUD described the problem as follows:

Aggravating the urban employment situation-and the great need for people coming
off the welfare rolls to find entry level and low-skill jobs-is a mismatch between the
urban workforce and the jobs that are being created in cities. For example, in the
early 1990s, 87 percent of the new jobs in the lower-paying and lower-skilled service
and retail trade sectors were created in the suburbs. Compounding that situation,
large numbers of low-skilled jobs that can serve as a first step in breaking the cycle
of poverty lie in the suburbs and are often inaccessible using public transportation-
the only method of transport available to many of the city’'s most needy residents
(HUD 1997: 32).

A recent review of studies evaluating the spatial mismatch hypothesis concluded that
there may now be enough evidence to remove the “hypothesis” tag: “In areas with high levels
of housing segregation and poor transportation for reverse commuters, mismatch may play
a much more dominant role in explaining the labor market problems of the inner-city poor”
(Ihlanfeldt and Sjoquist 1998: 880-1).

Elvin K. Wyly, Norman J. Glickman, and Michael L. Lahr documented the shift of jobs from
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central cities to suburbs in several metropolitan areas including Chicago. From 1970 to 1990,
Chicago's central city lost 0.4 percent of its jobs, while jobs in the entire metropolitan area
increased by 1.3 percent (Wyly et al. 1998: 12).

Virtually all reports mentioning spatial mismatch assume that the solution is either
better transportation for reverse commuting, new low-cost housing in the suburbs, or some
combination of the two. Left unexamined, at least in the housing mismatch literature, is the
question of whether employment might be generated in job-poor neighborhoods through
the encouragement of local entrepreneurial activity. A different group of authors, focusing
on community development, have investigated why businesses might choose to locate in
the suburbs rather than the city and others write about the roles of microenterprise and
microlending for community regeneration, but this work seems not to have penetrated the
affordable housing field.

G. The Primary Method for Creating Unsubsidized
Affordable Housing Has Been “Filtering’

The relationship among different housing markets is important because it has become the
chief mechanism for allocating what affordable housing there is. A name frequently given to
this relationship is the “filtering effect.” Rothenberg describes it as follows: “How are the low-
quality units demanded by low-income households supplied? ... In U.S. cities . . . they are
supplied almost entirely by downward stock modification of old housing units originally built
at much higher levels” (Rothenberg 1979: 51).

For filtering to work, vacancies must be created into which low-income households can
move. Anthony Downs outlines how the process is assumed to work, including an explanation
of why it fails to provide quality affordable housing:

Existing housing units are vacated by households with rising incomes who move
to more modern and hence more desirable new units. These new units are out of
the reach of low income households. . . . Relatively lower income families unable to
afford the increasing costs of maintaining the older units replace the higher income
groups who have moved out. Over time, as successively lower income groups come
to occupy the structures, the buildings fall into disrepair and deterioration sets in
(Downs 1973: 2-6).

De Vise offers a stronger critique of filtering:

There is a rather fuzzy and unsubstantiated concept called the “filtering down” or
“trickling down" process which gives credence to some of the benefits claimed by
these supporters of a high level of housing production. As some housing economists
have described it, this process is beneficial to all because of lower prices and the
upgrading or elimination of substandard units (de Vise 1976: 8-9).

But de Vise is not convinced of filtering’s merits. He points out how inner city housing has
deteriorated past usefulness and been demolished, rather than becoming affordable:

Center for Economic Policy Analysis
22



This massive housing deterioration was not anticipated by proponents of the filtering
process. They were not prepared for the fact that the price decline in the inner city,
resulting from the housing surplus created by housing construction in the suburbs,
led to under-maintenance and abandonment (de Vise 1976: 9-10).

This is one of the clearest early recognitions that low-cost housing becomes available to
but not occupied by low-income households. Instead, because of surplus construction, it
becomes abandoned and soon demolished.

H. Filtering Requires Many People in Many
Neighborhoods To Change Their Housing Location
and Costs

The most visible effects of filtering are seen in neighborhoods at either end of the process:
newly built-up, usually higher-income neighborhoods receive new construction and rapid
population growth, while lower-income neighborhoods experience greater abandonment,
demolition, and concentrated poverty as people leave. The first people to leave a low-income
neighborhood at the back end of the process are those with the most resources; theirincomes
might be low by absolute standards but relatively high compared to their neighbors’ income.
As they depart and the community becomes more disinvested, households with ever-lower
incomes move to escape the blight. They choose to pay higher rents elsewhere in the hope
of finding a neighborhood whose quality matches what their old neighborhood used to offer.

The two ends, however, are not the only places where filtering affects housing quality and
cost. The process affects many areas in between. This is due to an essential characteristic of
filtering: in order for it to work, people must move. That is to say, one group of people must
move into the new construction, then another group must move into the housing left by
the first group, and so on down through many neighborhoods and income categories, until
the last move-out occurs from a unit that has no one to fill it. This shuffling of households
changes the internal dynamic of communities all along the way, and it can have a significant
effect on housing affordability in some communities.

Aslightly differentbutrelated process occursin previously disinvested neighborhoodswhen
large amounts of outside money suddenly flow in. Chicago’s Bronzeville community serves as
an example. It is experiencing new construction as public housing units are demolished and
replaced by mixed-income developments assisted by various government programs. Even
though the new developments are not yet complete, the rest of the neighborhood is already
being affected.

Brian J. Rogel finds that the number of property sales (which is equivalent to the number
of purchases) in Bronzeville dramatically increased in recent years. In the late 1980s, very few
properties in the area were sold; this increased to 24 sales per year from 1991-1996, then
more than doubled to 55 per year from 1997-1999 (Rogel 2000: 4).

Accompanying the increase in sales was an increase in real estate prices. The average
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price in 1995 was $61,087 ($66,779 in 1999 dollars), more than doubling in real terms to
$154,063 for properties sold in 1999 (Rogel 2000: 2).

Rapid increases in housing prices can both prevent lower-income households from
moving into the neighborhood and push other households to move out. Current renters are
pushed out as landlords raise rents in response to new residents’ willingness to pay more
(independently of any change in landlords’ costs). Low-income owners are encouraged to
sell by the thought of capital gains far in excess of anything they ever imagined or forced to
sell by rising property taxes from reassessments based on new home values in the area. As
communities change, people throughout the income spectrum find that the quality of their
neighborhood is altered and housing costs in the vicinity can go up or down dramatically.

At first glance, this problem may not seem as significant as the problem of simply not
having enough housing. However, filtering also influences the type of community relationships
household members enter into, since moving people away from their community forces them
to sever local ties. If the housing market prevents these relationships from forming, or breaks
up many existing relationships, then the quality of communities deteriorates.

Arthur Lyons' 1990 survey of residents of subsidized rental housing illustrates the extent
and importance of community relationships. The survey looked at a wide range of activities-
including grocery shopping, doctor visits, visits to friends and families, and volunteering in
social, political, and neighborhood organizations-and found that, not surprisingly, more
residents engaged in most of these activities within their own community than without. The
report discusses the problems of relocating such residents and breaking their relationships:

Even if displaced tenants are given handsome relocation fees, how can their ties
to the community ever be recreated-either for them or for the churches, medical
institutions, and social and neighborhood organizations they would leave behind?
What will happen to the people who now depend on their volunteer activities? How
can the elderly or infirm who now rely on informal community relationships re-
establish those associations in a suddenly unfamiliar setting? (Lyons 1990: 27)

Other housing analysts have also begun to recognize the importance of relationships
among community residents. A study of healthy diverse communities in nine cities identified
several characteristics these communities share, and one of them is “social seams.” “Social
seams’ are those points in a community where interaction between different ethnic and
racial groups is ‘sewn’ together in some way” (Nyden, et al., 1997: 507). One of the identified
flaws in some public housing developments is that even the architecture isolated residents
from their surrounding community and prevented these seams from ever being created, so
public housing residents and people in the surrounding community had difficulty forming
relationships with each other. Without social seams, it is very easy for feelings of isolation
and even distrust to develop-on both sides.

The filtering process itself disrupts and prevents relationships across income groups,
since it promotes frequent moving and tends to keep higher-income people and lower-
income people away from each other. As Anthony Downs notes, the filtering effect is a major
contributor to economic segregation in American cities: “the particular form our peripheral
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growth has taken has resulted in an intensive concentration of very poor households,
especially minorities, in the older, more central portions of our metropolitan areas” (Downs
1999: 959). Conversely, filtering also creates concentrations of higher-income households in
outer suburbs and new central-city planned unit developments.

This constant shifting of households makes it difficult to maintain communities of any
type, especially mixed-income communities. Affordable housing for many lower-income
households is that which is left behind as certain neighborhoods empty out. People remaining
in the neighborhood await their turn to leave and housing costs drop because few others
want to move in. Aggregate data seem to show sufficient housing units for all households
but they are in locations few people want. Filtering makes it difficult for many households
to remain living where they want and strips them of the relationships they have established.

[. Household Incomes Have Not Increased as
Rapidly as Housing Costs

From 1975 to 1998, real median income of renters decreased by 3.2 percent. At the
same time rents increased by nearly 6 percent (Joint Center for Housing Studies 2000: 30).
Reasons for the decrease in renters’ income are not entirely clear. Certainly one factor is the
proliferation of programs to provide home ownership options, which skim out of the rental
market households toward the upper end of the low- and moderate-income range. Another
explanation is the conversion of many buildings that provided luxury rental units in 1970
into high-end condominiums by 1994. This removes many high-income households from the
group of renters and causes the median income for remaining renters to drop. Nevertheless:

Millions of families across the country, living in metropolitan areas in every state,
cannot find a decent, affordable place to live. Even with a steadily growing economy,
low unemployment levels and expanding home ownership opportunities, many
renters still find the cost of housing out of reach.

While the minimum wage has been increased and more people are working now
than at any time in the recent past, large portions of workers remain in precarious
living conditions. The reason for the current situation is simple: the incomes of many
renter families have not kept up with, or ever caught up with, rents (Kaufman 1997:
25).

J. What the Housing Market Factors Mean

Taken together, what do all these characteristics of the housing market mean? First, it is
impossible to talk of a completely private housing market. Public programs-local zoning laws,
federal mortgage insurance, state cost-sharing for schools and sewers in new subdivisions,
and subsidized housing construction-either directly or indirectly impact everyone looking for
housing, both owners and renters, regardless of income.

Second, high levels of housing production have not closed the affordable housing gap.
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In fact, as several authors have observed and we will discuss in more detail below, housing
production can and does exacerbate rather than solve housing problems.

Finally, there are two ways to talk about the housing problem. One is to say that housing
is too expensive, while the other is to say that people’s incomes are too low. These views
suggest two very different approaches to solving what is called the housing problem but
what is, under the second view, an income problem.
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[II.PREVIOUS GOVERNMENT
EFFORTS TO PROVIDE
AFFORDABLE HOUSING
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Efforts to address affordable housing shortfalls can be classified as either demand-side
programs, which are targeted at helping tenants to afford a broader range of housing, or
supply-side programs, which are targeted at increasing the supply of low-cost housing.

Initial housing programs in the United States fall squarely into the supply-side category.
Charles Orlebeke, in his history of public housing programs, refers to the first public housing
program in 1937 as “a way to house the temporarily unemployed and, not incidentally, to
create jobs for the building trades” (Orlebeke 2000: 492).

Louis Winnick states the case even more forcefully: “It was public housing, not as shelter
or community but as a gigantic public work, that marshalled the margin of victory [in 1937]"
(Winnick 1995: 102).

Housing measures passed in 1949 continued the emphasis on production. This is
characteristic of many early housing programs-in order to gain approval, they had to be
seen as more than just housing for low-income families. By including significant money for
construction, the government portrayed these programs as providing an economic stimulus
through employment not only for builders but also for many other sectors of the economy
that produce lumber, hardware, furniture, and other components of new housing, as well as
in the service sectors of construction planning, finance, and marketing the finished product.

The idea that housing production is always a desirable economic good led to increased
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production subsidies until, as Utt notes, “these generous subsidies for low- to moderate-
income housing stimulated the building industry to achieve record levels (from 1971 to 1973)
of new housing and apartment construction that have yet to be surpassed” (Utt 2000: 85). Utt
misstates the locus of many subsidies, since most new units cannot be characterized as “low-
to moderate-income housing,” but he is correct that construction subsidies have led to a
mismatch between newly constructed units and newly formed households to fill those units.

As housing production escalated, in the early 1970s the federal government began to
experiment with demand-side subsidies in the shape of rent vouchers. The initial experiments
led to the Section 8 program in 1973. According to Winnick, the shift to demand-side subsidies
was based on realizations about the nature of housing problems:

The redirection of aid from building to tenant was forcefully dictated by old, failing
programs and by a realization that the root problem of the housing disadvantaged
was the unacceptably high rent burden, not the substandard or overcrowded
dwellings posing hazards to health and decency that had been the mainspring of
historical housing reform. Increasingly, it was the tenant who was disabled, not the
dwelling. The nature of the housing problem having shifted, so too must its solution
(Winnick 1995: 111).

Margery Austin Turner and Veronica Reed agree about the importance of demand-side
solutions: “Demand-side subsidies make the most sense when affordability is the greatest
housing problem to be resolved. And the evidence is convincing that this is indeed the case-
in most housing markets and for most types of units” (Turner and Reed 1990: 7).

Winnick evaluates supply-side programs solely by asking whether they created quality
affordable housing. Since the answer is often “no,” he judges the programs to be a failure.
He does not address the issue of whether these programs had unintended effects beyond
the housing they directly paid for, and in particular, whether these unintended effects might
have further exacerbated the housing problem rather than simply leaving it unsolved.

Orlebeke notes some of the unintended consequences:

[Bly the early 1970s, one of the critical underpinnings of the quantified goal was
looking increasingly shaky: the notion of a desperate physical shortage of shelter
that could be addressed only by a huge production effort. Housing, including
much in reasonably sound condition, was being abandoned in the cities as entire
neighborhoods seemed to be emptying out. The middle-class exodus to the suburbs
was clearly connected in some way to abandonment (Orlebeke 2000: 496-7).

However, the early-1970s shift to demand-side programs did not last long. The late "70s
saw a resurgence in production programs, including an alteration of Section 8: “major chunks
of Section 8 [were tied] to new buildings by long-term contract (up to 40 years) as a lifeline for
the rent roll and hence the mortgage” (Winnick 1995: 111). Then the pendulum swung back
again:

By 1986, 140,000 Section 8 vouchers had been issued. Moreover, then and since,
Section 8 has been progressively retargeted from thinly disguised production

Center for Economic Policy Analysis
28



subsidies to a true tenant-based allowance by drastically truncating its term (with
exceptions) to 5 years, adding portability, and focusing more subsidy on the very-
low-income family (Winnick 1995: 111).

More recently, the usefulness to tenants of Section 8 has been hampered by failure of the
program to recognize how high rents are in communities where most tenants want to live
and by failure to authorize enough funds for all income-eligible households. Ironically, one of
the biggest uses of Section 8 in Chicago is to provide a form of compensation to tenants being
displaced from demolished Chicago Housing Authority buildings.

The 1970s also saw the development of another new funding source for housing,
Community Development Block Grants (CDBG). “CDBG virtually eliminated federal funding
discretion by providing automatic, formula-based annual grants to all cities with populations
of more than 50,000, to urban counties, and to states for distribution to nonmetropolitan
areas” (Orlebeke 2000: 508).

Unlike practically all housing programs enacted to that point, CDBG lacked a component
earmarked for new construction. Rehabilitation was an allowable use of grant funds, but new
construction was not. Still unmet were the needs of households struggling to make ends
meet in apartment units that did not require or qualify for significant rehabilitation. In the
end, CDBG was for capital projects, not operating assistance.

Still, between CDBG and the shift of Section 8 away from production subsidies, direct
government support of affordable housing production had become weak by the mid-1980s.
Winnick believes thatwas notan entirely positive development, saying that housing allowances
cannot and should not totally replace production subsidies: “Urban America-its thousands
of cities, its scores of thousands of neighborhoods and communities-is too diverse to rely on
any single instrument of subsidy” (Winnick 1995: 117).

Probably the most prominent current program for building new affordable housing, the
Low-Income Housing Tax Credit (LIHTC), began in 1986. LIHTC allows investors to purchase
reductions in their federal tax liability-that is, to obtain tax credits-by investing in approved
low-income projects. The investment is typically made in a lump sum prior to project
construction, while the tax credits are redeemed over the following 10 years.

Though it started slow, use of LIHTC has grown until it has become a significant producer
of housing. According to one estimate, about 550,000-600,000 units have been built using
LIHTC (Cummings and DiPasquale 1999: 303). Bob Arcand estimates an even larger effect:
“Today the LIHTC accounts for nearly every new apartment created for low-income renters.
Since its inception in 1986, LIHTC investments have helped finance more than 900,000 new
and rehabilitated apartments” (Arcand 1997: 6).

In addition to federal government programs, some state and local programs focusing on
housing affordability bear mentioning. Only a few of the many in lllinois or Chicago are listed
here, and most other states and large cities have similar programs:

The lllinois Affordable Housing Trust Fund has paid for new development of both rental
and homeowner units across the state. Since its inception, it has paid to develop 1,615
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homeowner units and 8,631 rental units in the Chicago region.

The Illinois Circuit Breaker program provides property tax and rent relief to low-
income seniors (but not younger households) and people with disabilities, based on
their income and housing expenses.

The Chicago-based Center for Neighborhood Technology is working with area banks
to create Location Efficient Mortgages (LEM). The theory behind LEM is that some
locations allow home owners to reduce certain expenses, thereby permitting them to
spend a larger percentage of theirincome on housing. For example, a home near public
transportation permits the owner to save money on automobile-related expenses (car
payments, parking, gas, insurance). The thesis is that lenders should allow borrowers
to pay a higher fraction of their income toward housing costs than the standard ratios
normally used in loan underwriting.

This is an interesting approach, not least of all because it runs counter to the traditional
thesis that housing costs are always burdensome if they exceed a certain percentage
of income. In the LEM analysis, housing costs can properly absorb a higher percentage
of income as long as other expenses are lower. LEM itself neither supplements
income nor reduces housing costs, but rather justifies a higher debt-to-income ratio
than mortgage lenders would otherwise find acceptable. Whether this is a benefit to
moderate-income buyers or primarily a mechanism to drive up the price of location-
efficient housing is unclear.

The City of Chicago has instituted a policy that 20 percent of the housing units
subsidized through tax increment financing (TIF) should be affordable, meaning that
rental units should be affordable to people making no more than 80 percent of the
area median income and ownership units should be affordable to people making no
more than 120 percent of area median income. This paper is not the place to discuss
all the ramifications of using TIF for affordable housing, but a thorough treatment
of this and other TIF matters can be found in Developing Neighborhood Alternatives
(2003).
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[V. REMAINING QUESTIONS
(AND SOME ANSWERS)
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Though the existing literature covers many aspects of the housing market, it still leaves
many questions. We will look at some of these, and provide some possible answers.

DO PRODUCTION SUBSIDIES CONTRIBUTE TO A SURPLUS OF
HOUSING?

While none of the studies we reviewed discuss this in detail, several refer to the fact that
production subsidies may create excess housing. In reflecting on circumstances that led to
the Section 8 program, Winnick presents the view of landlords and realtors:

They pleaded the case for using rent certificates as added housing purchasing
power. Certificates would make affordable, at a fraction of the subsidy for public
housing, the huge reservoir of vacancies in every local market and forestall the
evictions or moveouts of hard-pressed tenants, all without bureaucratic regulation
and administrative override. Why build more when there was already an oversupply?
(Winnick 1995: 101)

Unfortunately, Winnick does not pursue the issue any further, nor does he explore the
nexus between low- and high-cost housing production in an already oversupplied market.

Orlebeke mentions one possible effect of surplus construction, but again does not explore
its full ramifications:
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In the 1980s version of this story, Congress reacted to bottom-scraping housing
production-fewer than a million units in 1981-by shortening depreciation schedules
for multi-family construction, which was especially depressed, at only 319,000 units
nationwide. The stimulus had the desired effect, and more: Apartment construction
more than doubled by 1985, causing a glut of over-building in many markets that
would shortly contribute to the S&L debacle of the late 1980s (Orlebeke 2000: 511).

The glut of over-building referred to by Orlebeke and others is both of a large magnitude
and long-standing in time. Since the mid-1950s, both nationwide and in the Chicago area,
approximately 100 new vacancies have been created for every 300 units of new construction,
as Table 2 shows. Most of these vacancies do not appear in housing analyses that report a
snapshot of existing units at a given point in time because vacant units are demolished and
removed from the countable stock. Had there not been so much new construction, there
would not have been so much demolition. Were there not so much demolition, vacancy rates
would be astronomical.

The first data column of Table 2 shows that in the United States in 1950, there were 46
million housing units. Between then and 1960, almost 16 million units were added. During
that same period, the second column shows that only 11 million units were absorbed by
net household formation plus demand for vacation and other “second” homes. Similar
mismatches occurred in every decade since. By 2000, 96 million units had been built but only
65 million absorbed by the market. The extent of the glut is obscured only by the fact that 26
million units were demolished.
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Table 2: Approximately one vacancy is created for every three new housing units built

United States

Chicago-Gary-Lake County, Illinois-Indiana-Wisconsin CMSA

Units Claimed by | Vacancies Demolitions Units Claimed by | Vacancies Created Demolitions
Households Created Households

1950 Total 46,137,076 | 44,147,633 1,717,897 1,685,255
New 1950-60 | 15,973,226 | 10,635,835 5,337,391 3,783,945 529,710 435,056 94,654 34,772
New 1960-70 | 16,824,779 | 8,989,784 7,834,995 | 7,254,528 536,716 306,310 230,406 205,939
New 1970-80 | 22,413,449 | 17,430,435 4,983,014 | 2,988,650 551,142 355,680 195,462 154,474
New 1980-90 | 20,786,946 | 12,702,921 8,084,025 | 7,126,654 360,621 137,107 223,514 194,982
New 1990-00 | 19,701,058 | 15,149,110 4,551,948 | 4,778,116
2000 Total 115,904,641 | 109,055,718
New 1950-00 | 95,699,458 | 64,908,085 30,791,373 | 25,931,893
1990 Total 3,105,919 2,919,408
New 1950-90 1,978,189 1,234,153 744,036 590,167

Source: Computations based on U.S. Census reports from indicated years. Beginning and ending totals are the Census counts. New
units for intervening decades are units reported as having been built in the previous 10 years. The Census' use of occupant-reported
unit ages may overestimate the amount of recent construction, but the authors cited throughout this report and other data make it
abundantly clear that whatever the exact numbers are, the direction remains unchanged: the surplus of new over claimed units is
persistent and severe. Units claimed by households are occupied units plus those held vacant for seasonal, migratory, or occasional
use. Vacancies created is the difference between units built and claimed. Demolitions is the previous Census’ total units plus new units

minus the current Census'’ total units. Lack of 2000 data for the Chicago area is explained in the text.




The Chicago metropolitan area shows a similar pattern, with nearly 2.0 million units built
between 1950 and 1990, but only 1.2 million absorbed. Nearly 600,000 units were demolished.
The 2000 data, when added, will show a continuation of the same trend. The numbers are not
reported here because the Census changed the definition of the Chicago area CMSA for 2000.
For consistency, this requires an adjustment in data from the previous decades, and we have
not yet had time to make all the necessary changes.

IF MORE UNITS ARE BEING BUILT THAN ARE NEEDED BY NEW
HOUSEHOLDS, WHY ARE UNITS NOT FILTERING DOWN AND
FILLING THE DEMAND FOR AFFORDABLE HOUSING?

Anthony Downs, in more than one work, discusses how the filtering process concentrates
poverty in inner cities. He also concludes that the concentration of poverty will continue to be
a side effect of growth as long as market conditions remain unchanged.

Downs’ conclusions are based on the assumption that new construction occurs to meet
expanding demand. Brian J.L. Berry takes a different approach. Recognizing that the housing
industry “has consistently constructed many more housing units than the growth in numbers
of households appeared to warrant” (Berry 1985: 69), he goes on to connect this surplus
construction to the filtering process:

Any excess of new construction . .. is transferred down the housing chain; “filtering”
takes place as households climb the commodity chain and as older housing moves
down the social scale. The final resting place of any excess supply is in the least
attractive locations. If excess supplies are large, removal of the unwanted units can
empty these locations of their structures (Berry 1985: 70).

Exhibit 1: Conventional wisdom is that new housing units, such as these three new developments on

previously unused land near Chicago’s downtown, are good for the city and the region.
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Although noticing surplus construction and some of its effects, Berry does not address its
causes. We think much of the surplus construction is driven by supply-side subsidies of many
types. As more and more excess units are constructed, inner cities and inner-ring suburbs
will continue to see the decay and abandonment that are the final results of this process.

The problem will become even worse if net household formation is slowed by a reduction
in foreign immigration due to tightened U.S. restrictions since 2001. Communities that have
served as ports of entry will no longer find replacement residents when previous immigrants
continue to move out.

Therelationship betweenfiltering, decay, and abandonmentis summarized by Rothenberg:

Overall, the pattern is a widespread move by households into better neighborhoods.
At high quality levels, increasing percentages of shifts are into new units. Since more
total units now exist with an increase in number of households only via a higher
income-induced splitting of households, net vacancies will be created as a result
of the musical chairs shifting. These vacancies are clustered at the lowest quality
levels-the poorest neighborhoods. So while each neighborhood experiences high
turnover, . . . higher vacancy rates-at least a trigger for deterioration, as we shall
note below-afflict already low quality neighborhoods (Rothenberg 1979: 50).

Filtering, which was supposed to provide affordable housing, instead creates vacant
buildings that have a blighting effect on their community. Demolition follows, and because
of housing’s immobility and the negative impacts of vacant lots, the community and its
remaining housing become less desirable.

Exhibit 2: The truth is that the new construction shown in Exh. 1, when combined with the surplus of other
building elsewhere in the region, will continue to create new blight, such as these Chicago blocks previously
covered with structures and teeming with life-but now abandoned for many years because of prior surplus

construction.
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Families who did not leave when the first opportunity arose are now almost forced by
encroaching blight to look for alternatives. Anyone who can afford to move does so as
soon as the next wave of construction-induced moves opens up a unit for them in a nearby
community that, even if it is more costly, seems to be a step up. The construction that begins
this cycle may be in a nearby central-city gentrifying neighborhood or dozens of miles away in
a town the family will never see, but it soon results in a unit becoming available which-if they
stretch their income just a little bit further-they will consider an improvement over current
conditions.

Such households move to escape the blight created around them by excessive construction
elsewhere. For them, the unit to which they move, although taking more than 30 percent of
their income, is “affordable.” The unit they leave becomes abandoned, and they become a
statistic in the affordable housing merry-go-round.

Is it thinkable that the solution might be not more housing production, but less?

WHEN, IF EVER, IS IT APPROPRIATE TO SUBSIDIZE HOUSING
PRODUCTION WHEN THERE IS ALREADY SURPLUS
CONSTRUCTION?

This is difficult to answer without further research. Winnick seems to be correct when
he says it is impossible to impose a single housing solution on the nation’s many varied
communities. Additionally, we face the real estate mantra that the three most important
qualities of any building are location, location, and location. While there may be a surplus of
housing in the aggregate, some units are undesirable because already surrounded by blight.

This is especially true of units that remain in disinvested communities suffering from
abandonment caused by decades of surplus construction elsewhere. In these communities,
new construction seems warranted. However, unless the volume of total construction is
simultaneously reduced to a level more nearly matching the ability of households to absorb
new units, the net effect of any new construction will continue to be another set of vacancies
somewhere in the region’s interrelated housing markets.

Moreover, the nature of the problem may be not so much a lack of adequate housing as
people’s lack of income to afford housing already in existence. If this is the case, it is entirely
appropriate to re-emphasize and expand demand-side solutions. Some of the more widely
discussed programs in this category include:

Establishing refundable income-tax credits for lower-income households-or a
guaranteed annual income for everyone.

Expanding property tax circuit breaker programs to make income, rather than age
or disability, the sole factor determining eligibility. Circuit breaker grant levels can
be increased to put more money directly into low-income homeowners’ and renters’
pockets.
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Instituting living-wage ordinances to increase individual incomes.

Encouraging the creation and growth of locally-owned businesses in distressed
communities. This can have the dual effect of increasing individuals’ income so they
can afford better quality housing while also bringing employment into the inner city to
reduce the jobs mismatch and rejuvenating the local building stock.

As important as any of these policy recommendations is, our key point is that future
discussions of housing production must include an analysis of housing surpluses and
how the proposed production might affect both this surplus and the overall sequence of
moves within the region. Such an expanded discussion must move beyond consideration of
affordable housing programs, considered in isolation, to include any program that subsidizes
or encourages housing construction, at any income level and anywhere in the region.

A significant part of solving the affordable housing problem is interrupting the sequence
of unoccupied units, demolished buildings, and vacant lots-factors that make nearby units
undesirable and may push people to move into housing elsewhere thatthey cannotreasonably
afford. Interrupting the sequence requires stopping the creation of new vacancies caused by
surplus construction. It requires reducing construction, unthinkable as that might be in U.S.
policy-making circles.

In short, one reason the housing problem has been so hard to solve is that it has lacked a
diagnosis that adequately accounts for all the symptoms. A misdiagnosed illness cannot be
cured. As long as the housing problem is defined as an insufficient number of adequate units,
the solution will always include more new construction.

Yet, having combined and carefully evaluated the observations of multiple authors on
affordable housing, we are forced to conclude that more new construction is not the solution,
but instead that too much construction is itself the problem. Successful solutions-whether
they emphasize the supply side, in a limited way in certain neighborhoods, or the demand
side-must also include the goal of reducing the total amount of new housing construction.
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