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INnfroduction

In a world of limited public funding, how can the United States substantially increase the
number of households benefiting from stable, affordable housing?

Given the diverse array of housing needs and the multilayered complexity of federal, state,
and local housing policy, there is no single answer to this question. But it is clear there are
innovative policy approaches that could help the nation house more people within current
funding levels. This is not to say that housing subsidy programs could not serve even more
households if they had more funding. Of course they could. But under any realistic funding
scenario, there will remain large numbers of households with unmet housing needs. To
meet these pressing needs, the nation must deepen its commitment to identifying and
developing innovative approaches that increase the number of households served within a
limited budget.

One way to make progress toward this goal is to move from a static, transaction-focused
housing policy to one that focuses on a broader time horizon and considers how things
change over time at the property, household, and neighborhood levels. Specifically, in order
to identify opportunities that reduce the cost of providing affordable housing over the long
term, practitioners and policymakers should ask:

¢ How can the affordability of properties be secured over their full lifecycles?
¢ How can housing strategies respond to the changing needs of households over time?

¢ How can housing strategies respond to and take advantage of the dynamics of
neighborhood change?

This paper describes an initial set of dynamic housing strategies that address these
questions, underscoring their ability to serve more households at a lower cost—and in some
respects, more effectively—than a housing strategy focused on individual transactions or
narrower time periods. Future work might focus on other benefits of a dynamic approach to
housing policy, such as the benefits of universal design policies in facilitating aging in place
and the possibility of portable mortgages that make it easier for homeowners to build
wealth over time.

Much work will be needed to refine the housing strategies discussed here and overcome
obstacles to their implementation. This work will be challenging and will require some initial
commitment of resources to the policy development process. (If it were easy, it would have
been done already.) But given the sophistication and experience of practitioners in the
housing field, these goals are achievable, allowing the nation to house potentially hundreds
of thousands of additional families within current funding levels.
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Shifting the Focus from
Transactions to Litecycles

Most housing policy is transaction-oriented: States and cities fund the construction of new
affordable housing developments; public housing agencies provide applicants with housing
vouchers; nonprofit service providers provide shelter to individuals who are homeless.
These are all essential activities that meet important needs.

Under a dynamic approach to housing policy, these transactions will still take place, but
they will occur within a broader framework designed to maximize the benefits of limited
resources over the full lifecycle of a building, household, or neighborhood. By extending the
time horizon of interest from a single point in time to a full lifecycle, opportunities for cost-
savings arise that if capitalized upon could help us serve more people more effectively
within current resources.

To illustrate this approach, it is helpful to consider a number of housing strategies that have
gained popularity in recent years that reflect a similar lifecycle approach. One example is
permanent supportive housing, which is geared toward individuals with severe mental
illness who are frequent users of emergency rooms, prisons, and other social and safety-net
services. Historically, the approach to meeting the needs of these individuals in the U.S. has
been transaction-oriented; government agencies and service providers serve these
individuals as they present themselves within the various social and safety-net systems.
But, it turns out—at least among frequent users of these services in communities with a
strong safety net—that this approach costs the same or more than placing the individuals
into permanently supportive housing, which sharply reduces their dependence on these
other, expensive services.! It may cost more up front to fund the development of a
permanent supportive housing facility. But in the long run—a portion of the lifecycle of the
individual—it may cost less, or at a minimum, provide much better care at roughly the same
cost.

A second example is energy-efficient construction practices. Traditionally, buildings are built
using the construction methods that lead to the lowest initial costs that meet the quality
standards specified—essentially, a transaction-oriented approach. In many cases, however,
a focus on reducing initial costs can lead to higher long-term costs for operating the building
due to missed opportunities for improving the building’s energy efficiency. To ensure the
lowest costs over the long run, one needs to weigh the higher initial costs of energy-
efficient construction against the savings that accrue from lower utility costs over the course
of the building’s lifecycle and choose the approach that lowers the combined costs over
time.?3 This lifecycle approach leads to a different calculus that will not only save money,
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but also lead to environmental benefits from reduced energy use and emissions of
greenhouse gases.

Notably, both of these approaches were motivated initially by a desire to advance other
social goals, rather than by a desire to save money. In the case of permanent supportive
housing, the goals were to improve the individual’s quality of life and mental health
outcomes, and in the case of energy-efficient construction, the goals were to reduce energy
use and emissions of greenhouse gases. Nearly all of the dynamic housing strategies
covered in this paper exhibit a similar overlap with other social-policy goals. A focus on
lifecycles rather than on transactions facilitates the advancement of a number of broader
social-policy goals in addition to the important goal of housing more people within current
subsidy levels.

While there is still much that could be done to further the implementation of these two
strategies, both have entered the mainstream of housing policy and are well supported by
intermediaries, funders, and others. For this reason, this paper focuses principally on other
approaches that have not yet gained similar traction but merit consideration for heightened
investment.

The examples above illustrate the benefits of focusing on lifecycles rather than on
transactions. But they actually each focus on a different lifecycle. Permanent supportive
housing meets the needs of a particular household type over time—individuals with severe
mental illness—while energy-efficient construction techniques focus on generating benefits
over the lifecycle of a building. Neighborhoods also have lifecycles, providing a third context
for the development of a dynamic housing policy.

Each of these three contexts gives rise to a core question that can help identify promising
approaches for serving more households within current resources. These questions are:

e How can the affordability of properties be secured over their full lifecycles?
¢ How can housing strategies respond to the changing needs of households over time?

¢ How can housing strategies respond to and take advantage of the dynamics of
neighborhood change?

The pages that follow highlight specific strategies that respond to each of these three
questions. While these strategies cover a diverse array of topics, they share a number of
core characteristics. One common characteristic, of course, is their focus on lifecycles. A
second, related characteristic is their shared focus on anticipating change and establishing a
framework to preemptively address it. For example, a newly developed affordable housing
property is generally financed to provide 15 to 20 years of viability, after which a new
infusion of capital is needed to ensure the property can be maintained in good condition.
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Because of the high transactional costs associated with recapitalization transactions, an
approach that assumes the need for a second transaction is inevitably less efficient than one
that anticipates this problem and provides a framework to address it from the outset.

The focus on anticipating and preemptively responding to change makes these dynamic
strategies promising vehicles for improving efficiency. At the same time, this feature often
adds a level of complexity that can make them more challenging to implement than
traditional transaction-focused housing strategies. The added complexities obviously need to
be factored in to determine whether they are truly more efficient. In many cases, however,
these complexities do not actually add to the costs of administering the strategy but rather
pose policy-development challenges that need to be addressed through investments in
analysis, research, rules development, and technical assistance. These initial investments
are likely to be modest in size compared with the savings these strategies promise, which
will then enable the nation to house more people within current resources.

This section describes two approaches for maximizing the impact of limited subsidy dollars
by extending the duration of affordability secured through an initial program subsidy to
cover a property’s full lifecycle:

e Shared-equity homeownership is a mechanism for ensuring that an initial subsidy
used to reduce the purchase price of a home creates a lasting asset that can help
one generation of homebuyers after another. It is an alternative to down-payment
assistance grants (or forgivable loans that convert to grants), in which a subsidy is
permanently transferred to a single household, providing little or no assistance to
future homebuyers.

e Lifecycle-underwriting is an approach that ensures an affordable multifamily rental
development has the resources needed to meet expected capital needs over a full
50-year lifecycle without the costly recapitalizations that are often required of
assisted properties after 15 to 20 years. While it will sometimes increase initial
development costs, lifecycle-underwriting will save money over a property’s 50-year
lifecycle, allowing existing funding to serve more households.

Other approaches for reducing costs by focusing on a property’s full lifecycle include energy-
efficient construction (see prior section) and universal design (see final section).

SHARED-EQUITY HOMEOWNERSHIP?
How does it work?
Shared-equity homeownership is a term used to describe a range of housing policies that

seek to expand homeownership opportunities for low- and moderate-income households
while balancing two competing goals: (a) preserving the long-term affordability of homes
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originally made affordable through a public subsidy and (b) providing homebuyers with a
significant opportunity to build wealth. The main mechanisms for implementing shared-
equity homeownership are community land trusts, deed restrictions, and limited-equity
cooperatives.®

Under a traditional down-payment assistance program, the program sponsor provides a
subsidy to the homebuyer in the form of a grant or a “forgivable loan” that converts to a
grant over a period of time (generally between five and 15 years). This approach makes
homeownership affordable to the initial homebuyer, but provides no lasting benefit to the
community to assist future homebuyers in need.

Under shared-equity homeownership, by contrast, the public subsidy is retained as a
community asset so that it can help both the initial buyer and subsequent buyers. When a
buyer purchases a home through shared-equity homeownership, a subsidy is used to reduce
the purchase price of the home and then stays “with” the unit, so that the home remains
affordable over time to future buyers.® When the owner sells the home, a formula is applied
to determine the sales price. Typically, the sales price is calculated in a way that ensures
the home is affordable to the next purchaser while also allowing the original homebuyer to
receive a healthy return on his or her initial investment. Different programs use different
formulas, reflecting different balances between the competing goals of preserving
affordability for future homebuyers and facilitating the accumulation of wealth by assisted
homebuyers.

For example, assume a homebuyer can afford to pay $140,000 for a home, but the market
value of a decent-quality home is $175,000. Under a shared-equity homeownership
program, the buyer would purchase the home for $140,000—essentially receiving a $35,000
subsidy—but agree to sell it to the next buyer for an affordable price as determined by the
program’s resale formula. Let’s say that, after seven years, the buyer decides to sell the
home, at which point the home has a market value of $215,000. If the shared-equity
program allows the homebuyer to keep 25 percent of the home’s price appreciation, the
homebuyer would keep $10,000 of the $40,000 appreciation, and would thus be allowed to
sell the home for $150,000. The departing homeowner would walk away with $10,000 in
home price appreciation, plus his or her original down payment and the benefit of the
principal paid down on the first mortgage, for a total of around $32,500 under the
assumptions described in the footnote’—more than four times the homebuyer’s initial
investment.®

How many more households could be served?

One way to expand the number of people able to purchase homes with a fixed amount of
subsidy is to make shared-equity homeownership the default approach whenever large
amounts of down-payment assistance are provided to a single household. Currently, there
are thousands of down-payment assistance programs across the country. Many provide
amounts of funding that are so small as to make shared-equity homeownership impractical.
But others provide large amounts of assistance (e.g., $20,000 or even $40,000 or more)
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that would make them suitable for a shared-equity approach. Homes made affordable
through inclusionary zoning could also be kept affordable over time through a shared-equity
approach.’®

Over 30 years, shared-equity homeownership could help about two to three times as many
homeowners as the same amount of down-payment assistance provided as grants to
individual homeowners. Over 50 years, shared-equity homeownership could help three to
five times as many homeowners. The outcomes for forgivable loans fall somewhere in
between the outcomes for grants and shared-equity homeownership and will depend on how
they are structured.

These statistics are based on modeling that assumes a set amount of new funding is
allocated each year to fund homebuyer assistance through either a grant or a shared-equity
model. At the outset, the two approaches serve the same number of homeowners, but as
the original homebuyers sell their homes, the shared-equity models re-use the existing
subsidies to serve new households, leading to gains in the number of households served.
The size of the increase in the number of households assisted will vary depending on how
long the shared-equity homeowners stay in their homes. The range specified above
assumes homeowners stay in their homes between six and 12 years.°

What other social-policy goals does it help achieve?

Among other benefits, shared-equity homeownership substantially expands asset-building
opportunities for low- and moderate-income households. Traditional down-payment
assistance has the effect of transferring large amounts of wealth to a small number of
beneficiaries; by contrast, shared-equity homeownership transfers smaller (but still sizable)
opportunities to build wealth to a larger number of households by offering beneficiaries both
a share of home price appreciation and the opportunity to build wealth through the forced
savings of a fixed-rate mortgage.!!

Relative to unsubsidized homeownership, shared-equity homeownership also reduces the
risks associated with a housing-market decline. Because buyers purchase their homes at
levels that are well below market levels, they can avoid losses—and sometimes experience
gains—even if home prices decline modestly. While shared-equity arrangements do not
insulate buyers entirely from risks, they do mitigate risks substantially, leading to more
predictable levels of asset accumulation.

Shared-equity homeownership can also be used to help ensure that neighborhoods
experiencing sharp increases in rents and home prices retain housing options affordable to
low- and moderate-income households. Once a home enters a shared-equity program, it
remains affordable over time, notwithstanding increases in surrounding home values.

What evidence is available on the program'’s effects?

A study by the Urban Institute of seven shared-equity homeownership programs found that
they achieved their core goals of helping low- and moderate-income households to purchase
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homes while keeping the homes affordable over time to subsequent homebuyers. For all but
one of the programs, the return on investment of the homebuyer’s initial down payment
exceeded that of the S&P 500, in most cases by a substantial amount.?

There is also evidence that at least some shared-equity homeownership programs had much
lower foreclosure rates than traditional homeownership during the foreclosure crisis.'® It is
not clear to what extent this outcome is related to the structure of the program, the fact
that a program sponsor was monitoring the initial home purchase to ensure it was
affordable, or the presence of a program sponsor to intervene to help homeowners who may
be in trouble.

What are the principal obstacles to its expanded use (aside from more funding)?

One important challenge to expanding shared-equity homeownership is the difficulty of
accessing conventional mortgage channels for first mortgages of homes purchased through
a community land trust or other shared-equity mechanism. The community land trust
movement has negotiated an agreement with Fannie Mae to address concerns and allow
mortgages of homes bought through a community land trust to be sold to Fannie Mae.*
Today, however, it is much more difficult for low- and moderate-income buyers to qualify
for Fannie Mae financing and so buyers have turned to the Federal Housing Administration
(FHA). While FHA is studying the issue, it has yet to definitively indicate that it will insure
mortgages on homes purchased through community land trusts or other shared-equity
mechanisms.

Other challenges include:

¢ Lack of awareness and understanding of shared-equity homeownership among
program Sponsors.

¢ The administrative complexity and expense of monitoring the ongoing affordability of
a stock of owner-occupied homes. Among other challenges, practitioners report
difficulty using federal housing funding streams, such as HOME, to cover the costs
associated with preserving the long-term affordability of shared-equity homes.

¢ A lack of standardization as well as multiple shared-equity models and formulas
make it harder for national banks and other national players to be involved.

¢ Consumer confusion in light of the model’s complexities.

e Local political opposition, in some cases motivated by a concern that shared-equity
homeownership is a form of “second-class citizenship” relative to traditional
homeownership.*®

What are the most important next steps for developing or supporting this policy?

These four steps would encourage the greater use of shared-equity homeownership:
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1. Authorization to use FHA insurance—as well as financing from Fannie Mae and
Freddie Mac—in connection with the first mortgages for homes purchased through
community land trusts and other shared-equity mechanisms.

2. The development of a supportive regulatory framework by the U.S. Department of
Housing and Urban Development (HUD) and by state and local funders that
facilitates the use of existing housing subsidies for shared-equity homeownership
and ensures that program sponsors have the ability to cover the reasonable
stewardship costs of maintaining an inventory of shared-equity homes.

3. Guidance from HUD encouraging the use of shared-equity homeownership
mechanisms to preserve long-term affordability whenever a jurisdiction uses HUD
funding to invest more than a threshold amount of funds in affordable
homeownership. Currently, HOME program rules require that affordability be
maintained for five to 15 years (depending on the size of the investment) and permit
funds to be forgiven proportionally each year.

4. The development and use of performance standards that recognize the value of long-
term affordability by measuring the number of unit-years of affordability created
(rather than simply a count of the number of affordable units developed).

LIFECYCLE-UNDERWRITING

How does it work?

Lifecycle-underwriting is an approach to structuring the finances of a multifamily property
that focuses on the capacity of the property to finance the replacement of building systems
(e.g., the roof, the heating system, etc.) as they age over the course of the property’s
expected lifecycle. The duration of the lifecycle used in the underwriting process can vary
based on the interests and expectations of the property’s owners and funders. This
discussion focuses on a 50-year lifecycle, but a similar approach could be used to examine a
property’s ability to finance a 40- or 60-year lifecycle.'®

Under a lifecycle-underwriting approach, the underwriter—which could be a bank that is
extending a loan or a government sponsor that is awarding a subsidy, such as Low-Income
Housing Tax Credits (LIHTC)—models the projected finances of a property to determine if
the property appears likely to have sufficient resources (from reserves, cash flow, or the
proceeds of a mortgage-refinancing) to finance the replacement of aging building systems
over its full lifecycle. If the analysis indicates the property will not have sufficient resources,
the underwriter requires a change in the property’s financial structure to make it more likely
that this outcome can be achieved. This can be done by increasing the size of the initial
deposit into the property’s reserves or by restructuring the finances in another way to
increase the projected size of the annual reserve deposit.

In the context of financing an affordable multifamily development, the important outcome of
this process is that the development begins its life with an expectation that it will have
sufficient funding to remain in decent physical condition over the course of the full lifecycle
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without the need to inject additional equity or subsidy midway through the project’s
lifecycle. This substantially reduces the likelihood that an additional recapitalization of the
property through a new LIHTC transaction will be needed, freeing up LIHTC funds to go
toward the development of additional LIHTC units.”

By contrast, under the traditional approach to underwriting multifamily affordable rental
housing, the focus is generally on ensuring a property can meet its repair and replacement
needs during the initial 15-year period during which LIHTCs can be recaptured if not
properly used, with an expectation that the property will be recapitalized after around 15 to
20 years. This recapitalization is typically accomplished through a new LIHTC transaction.
While the recapitalization will often use 4 percent LIHTCs, which are less costly to the
federal government than the 9 percent credits generally used for the initial development,
they nevertheless consume substantial resources both for the credits themselves and for the
fees for attorneys, accountants, financial institutions, consultants, and others needed to
complete the transaction.

During a 50-year lifecycle, a property may be recapitalized two or even three times, utilizing
resources on each occasion that could be targeted instead toward the development of
additional affordable rental units. By avoiding these recapitalization costs, a lifecycle-
underwriting approach frees up funds to develop additional affordable rental units.

How many more households could be served?

A conservative estimate suggests that lifecycle-underwriting could increase the number of
multifamily affordable rental housing units produced each year by about 10 percent.® This
increase will begin once newly underwritten properties reach year 15 and no longer need to
consume resources for recapitalization. During the initial 15 years, some additional
resources will be needed to increase the size of initial reserve deposits to ensure the
properties can finance replacement needs over a full lifecycle, reducing production levels in
initial years by perhaps 2 to 5 percent annually. So the ultimate payoff is over the long run,
once the higher production levels are reached and offset the somewhat diminished
production levels from the initial years.

There are a number of reasons to believe this estimate understates the impact of lifecycle-
underwriting on production levels of affordable housing. First and foremost, the estimate
assumes that transactions to preserve the affordability of existing multifamily rental units
will account for about one-third of LIHTC transactions throughout the analysis period, rather
than rising over time as would be expected as more and more previously developed
properties reach year 15. Assuming the share of properties in need of preservation through
recapitalization will rise over time, the estimated benefits of lifecycle-underwriting in
boosting production levels would increase accordingly.

If the share of LIHTC units in need of preservation does not rise over time, this would
suggest the loss of existing LIHTC units through some other mechanism—such as owners
choosing to take their properties to market levels after initial required affordability periods
end—a problem that could be avoided by combining lifecycle-underwriting with
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requirements that LIHTC properties remain affordable over their full lifecycles. The ability to
reduce leakage out of the affordable housing inventory by imposing and enforcing these
long-term affordability requirements is another mechanism through which lifecycle-
underwriting can help boost the supply of affordable rental housing.

At present, some states impose long-term affordability requirements through the Qualified
Allocation Plans that govern the allocation of LIHTCs without using lifecycle-underwriting to
extend projects’ financial viability beyond year 15, leading to what is essentially an
unfunded mandate. The implicit but generally unstated assumption is that, once a property
subject to the mandate is ready to be recapitalized, the state will assist by facilitating a new
LIHTC transaction. Without the ability to recapitalize, the project’s owners will argue they
have no way of keeping their promise to maintain long-term affordability.

What other social-policy goals does it help achieve?

At present, the preservation of existing affordable rental housing is an all-consuming
passion for many developers and regulators. Apart from the financial resources dedicated to
preservation transactions, there is a considerable amount of time and energy devoted to
tracking projects that are in need of preservation, assembling the resources needed to
consummate these transactions, and obtaining control of properties in need of preservation.

If lifecycle-underwriting were combined with long-term affordability covenants, this energy
could be devoted to other goals, including the development of new affordable housing units
as well as efforts to help residents of the properties achieve other life goals, such as making
progress toward economic security (for non-elderly households) or living more
independently (for older adults).

Reducing or eliminating the situation in which affordable properties run out of funding for
replacing aging building systems could also lead to improved housing quality for residents
who might otherwise suffer the consequences of aging roofs, boilers, or sidewalks, pending
the closing of a recapitalization transaction to meet the backlog of accumulated repair and
replacement needs.

What evidence is available on the program'’s effects?

An analysis of the finances of 269 affordable multifamily properties found that 47 percent of
them would need an increase in their initial project reserves to permit them to have
sufficient resources to replace aging building systems during a 50-year lifecycle. Among
those that needed to boost their initial reserves, the median amount of that increase was
$5,412 per unit, about 4 percent of the average initial costs to develop a unit. This increase
amounts to about $2,544 per unit across the full sample (including those that did and did
not need an adjustment), a bit less than 2 percent of the initial development costs.*®

These properties represent a convenience sample and are not necessarily representative of
the full universe of LIHTC transactions. Nevertheless, this analysis suggests that the
conventional assumption that multifamily affordable properties need to be recapitalized at
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year 15 or 20 may be misplaced, as a substantial number of properties appeared to have
sufficient financing to avoid this expense. The analysis also suggests the cost of putting
properties in a financial position to avoid recapitalizations during their full lifecycle is fairly
small compared with both the initial total development costs and the public funds saved by
reducing the need for recapitalization. Among the properties examined for the study, 4
percent LIHTC transactions consumed an average of $63,985 per unit in LIHTC equity and
other public funds, which provides a rough estimate for the savings of public funds from
each recapitalization transaction avoided.?°

What are the principal obstacles to its expanded use (aside from more funding)?

Perhaps the two biggest obstacles to the increased use of lifecycle-underwriting are its
novelty and how fundamentally it proposes to change the status quo. There is no formal
obstacle to a housing finance agency deciding to implement lifecycle-underwriting
tomorrow, and in fact, some agencies already require increased reserve deposits. However,
there are a host of practices and expectations that have grown up around the current
underwriting approach that will need to be revisited. For one, it is often expected that some
of the cash flow that an affordable property may generate be used to pay deferred
developer fees; in addition, property owners may not have full access to the cash flow
under the financing agreements. Under a lifecycle-underwriting approach, by contrast, it is
expected that cash flow will be used on occasion to help meet a property’s replacement
needs. Lifecycle-underwriting also assumes the proceeds of mortgage refinancing would be
available to meet replacement needs, but current practice may place limitations on the use
of these funds for this purpose.

A second set of issues relates to the need to develop mechanisms to repurpose the full
value of savings from lifecycle-underwriting to expand the number of affordable units
developed. A substantial reduction in the need for recapitalization transactions to preserve
existing affordable multifamily properties would free up HOME and other “gap” financing
resources to fund new development. However, existing law does not allow states to take the
4 percent LIHTCs that would have been used for the preservation transactions and convert
them to the 9 percent credits often needed for new development. This prohibition applies
even if the conversion would result in no additional cost to the federal government. While
some projects can be developed initially with 4 percent credits, many will require 9 percent
credits.

What are the most important next steps for developing or supporting this policy?

The initial work of developing a lifecycle-underwriting model—building a model, testing it
with a sample of properties, and considering the ensuing policy implications—has already
been done. The results of this work, including an online calculator to allow practitioners to
apply the lifecycle-underwriting model to their specific projects, are available online.?! The
next logical step would be to assemble a working group that is tasked with identifying the
specific policy changes that would be needed to implement the model at the state level. It
would also be useful to identify one or more states willing to try out the model to determine
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how best to incorporate it into their standard practice. The working group could be focused
on a single state with an interest in applying the model or focused on representatives from
multiple states interested in investigating how the model could be applied to expand the
number of properties assisted.

Just as properties have lifecycles, so do people. Over the course of an individual’s lifecycle,
his or her needs may change. A dynamic approach to housing policy encourages strategies
that respond to these changing needs over time. The result is a more efficient system that
is able to help more people within current funding levels.

This section describes two approaches for strengthening housing policy to better respond to
the changing needs of households over time:

e Family Self-Sufficiency—This policy focuses on helping households living in
subsidized rental housing to take advantage of the stability that housing assistance
provides to make progress toward economic security by taking steps to boost their
earnings and assets and strengthen their financial capability.

e Eviction-Prevention—Eviction-prevention strategies focus on improving the ability of
households to weather short-term crises that jeopardize their ability to maintain
residential stability.

Universal design (see final section) is another approach for ensuring that a single housing
unit can meet the changing needs of households over time.

FAMILY SELF-SUFFICIENCY

How does it work?

Family Self-Sufficiency (FSS) is the name of a specific program administered by HUD that
aims to boost earnings and assets of individuals who have housing vouchers or live in public
housing. But as used here, the term is broader, referring to the full spectrum of programs
for helping residents of subsidized housing increase their earnings, build assets, and
improve their financial capability. Because it is already authorized by Congress and in
operation across the country, FSS is an important vehicle for advancing this goal, but it is
also important to explore other approaches, including the “saturation” approach pioneered
by Jobs Plus and variations on FSS that may be more easily scaled.

The context for these programs is the limited availability of rental subsidies, which currently
serve only a portion of those in need. With prospects dim for dramatically expanding
funding for rental assistance, attention naturally turns to whether it is possible to help some
of the existing beneficiaries of rental assistance increase their earnings so as to free up
subsidy dollars to help additional households—either by reaching a position in which they no
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longer need their rental assistance or by reducing their subsidy needs by being able to
afford to pay a larger share of their rent on their own. Other reasons to be interested in
housing-based self-sufficiency initiatives range from a belief that recipients of government
assistance have a responsibility to do their part to reduce the government’s expense to a
desire to help individuals more holistically than simply by reducing their monthly rent.

Given this alignment of interests, there has been a longstanding focus on helping
households in subsidized housing to increase their earnings. A series of demonstrations
during the 1980s paved the way for enactment of FSS in 1990. Based on a proposal by
President George H.W. Bush, FSS combines three components thought to be important for
helping households increase their earnings: (a) stable, affordable housing through a housing
voucher or public housing; (b) a financial incentive for increased earnings in the form of an
escrow account that grows as participants’ earnings grow;?? and (c) case management or
coaching to help participants access services that may be needed to help them overcome
barriers to increased work. FSS currently serves more than 69,000 households, mostly in
the housing-voucher program.

While the importance of asset-building in supporting the well-being of low-income
households was not widely recognized until well after FSS was adopted, FSS incorporated an
asset-building component from its inception in the form of the FSS escrow account. Even
though FSS serves fewer than 5 percent of the non-elderly non-disabled households in
federally subsidized housing, it is likely the largest program in the United States focused
specifically on helping poor and near-poor households to build wealth. This makes FSS
simultaneously a very small program by HUD standards but of substantial size from the
perspective of the asset-building field.

FSS is not the only effort underway to increase the earnings of participants in subsidized
housing. An initiative known as Jobs Plus utilizes an alternative approach focused on
reaching out to every adult in a particular public-housing development, seeking to achieve a
“saturation” effect that adjusts expectations for everyone in a development. Like FSS, Jobs
Plus provides both a financial incentive for increased earnings and some level of one-on-one
support; but it does not include an asset-building component. Jobs Plus was administered
on a demonstration basis in the early 2000s, and $15 million was appropriated by Congress
for FY 2015 to fund replication.

A third set of efforts has been undertaken through the Moving to Work Demonstration,
which vests participating public-housing authorities with the legal authority to adjust
traditional HUD rules to achieve a range of objectives, including promoting economic self-
sufficiency. Moving to Work agencies have adopted a wide array of different strategies to
advance this goal,?? including moving to a less frequent schedule for recertifying income
(which is thought to reduce disincentives for increased work by delaying rent increases
associated with increased earnings),?*?° substantially increasing the minimum rent, and
adopting variations of FSS intended to facilitate efforts to take it to scale. In Portland,
Oregon, for example, participants only earn escrow once their income-based rent passes a
minimum “strike point” of $350 per month, while in Cambridge, Massachusetts, participants
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receive half of the traditional escrow account. There is reason to believe that both of these
modified escrow incentives may be more cost-effective than the standard FSS incentive
(and may even be cost-neutral),?®?” allowing the agencies to substantially expand
participation. The Cambridge program—a partnership between the Cambridge Housing
Authority and the nonprofit organization, Compass Working Capital—also incorporates a
specific focus on helping individuals to build financial capability, pay down debt, and
increase their credit scores.

How many more households could be served?

There are two general approaches to expanding participation in these types of programs.
Under the incremental approach, current programs such as FSS or Jobs Plus would be
increased through improved outreach to residents, by leveraging local funding and
partnerships to provide the needed services, and by expanding eligibility for FSS to
residents of project-based Section 8.?% A back-of-the-envelope estimate would suggest that
an incremental approach could boost participation by perhaps 20,000 to 40,000 households.

A second approach—which could be used in conjunction with the first—would develop a
model for FSS that could be incorporated into the very fabric of housing assistance and
offered to ALL households living in subsidized housing. The financial incentives offered
through FSS variations being utilized in Portland and Cambridge are examples of models
that could potentially be incorporated into the basic bundle of rental assistance at little or no
additional cost due to the use of incentives designed to be cost-neutral or close to cost-
neutral. Roughly two million of the five million households living in subsidized rental housing
are families with children,?® providing a rough estimate of the upper limits of potential
impact of such an approach. Realistically, a low-touch intervention that relies solely or
primarily on financial incentives will not be sufficient to help all or even most of these
households. But even if the program were to help only one in five families with children,
that’s still 400,000 households, with the potential for a deeper impact if complementary
services to promote work and financial capability could be added by leveraging local
partnerships.°

As existing residents increase their earnings and transition off of assistance, new
households can take their places. To the extent participants do not give up their assistance,
but subsidy needs decrease due to residents paying a higher share of their own rent, a new
policy mechanism will be needed to give housing agencies the ability to use these savings to
assist new households.

What other social-policy goals does it help achieve?

Households that experience earnings gains will have more money available for nutritious
food, work-related expenses such as transportation and child care, and health expenses.
The FSS escrow account also provides an opportunity to build assets that program
graduates can use to advance key life goals such as purchasing a home, starting a business,
investing in their education or the education of their children, and saving for retirement.
Households that experience gains in financial capability will experience substantial gains to
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their household balance sheets from increased savings, reduced credit-card debt, lower
borrowing costs (due to increased credit scores), and improved budgeting.

What evidence is available on the program’s effects?

Available research indicates that subsidized housing does not, in and of itself, boost or lower
earnings over the long term, with the weight of the evidence suggesting there is a short-
term negative impact on earnings caused by the initial receipt of assistance, which fades to
insignificance within a few years.3! However, an evaluation of the Jobs Plus demonstration
provides support for the proposition that, when well executed, a self-sufficiency initiative
can materially boost the earnings of residents of subsidized housing. In the three sites that
most completely implemented the demonstration and sustained it over time, Jobs Plus
caused the average annual earnings among non-disabled working-age residents of the
targeted public-housing developments to increase by 16 percent (an average gain of
$1,300) during the seven-year study period, which included three years of follow-up after
the initiative ended.*

A national evaluation of FSS using random assignment is currently underway so results are
not yet available. HUD’s most recent national study of FSS tracked 170 families in the
housing-voucher program who enrolled in FSS at 13 housing authorities over a four-year
period.>? After four years:

¢ About one-quarter (41) of the families had graduated from FSS. Their annual
earnings had increased from an average of $19,902 in 2006 to $33,390 in 2009 (all
in 2009 dollars). Thirty-five had positive balances in their FSS escrow accounts,
which averaged $5,294 per family.

e Forty-three were still enrolled in FSS and mostly employed during the study period.
Their average hourly wages had increased from $11.84 to $13.61 (again, in 2009
dollars) and their average weekly hours of employment had risen from 29.4 to 34.9.
The overwhelming majority had positive escrow balances, averaging in the range of
$3,500.

Of the remaining families, 63 were no longer in the FSS program, which includes families
who gave up or lost their housing vouchers, and 23 were still in FSS but not making
progress. Unfortunately, there was no control group to provide a benchmark for gauging
these results.

There have been a number of evaluations of individual local FSS programs. The most
rigorous of these evaluations found mixed results during the early years of an experimental
FSS program in New York City with moderately significant gains reported for some
subgroups (those not working at entry and those on food stamps at entry) but not for other
subgroups or for the sample as a whole.?*3®
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What are the principal obstacles to its expanded use (aside from more funding)?

The single biggest obstacle to the success of local FSS programs is the lack of centralized
support for program operations, such as guidance and training on how to run an excellent
FSS program, the identification and sharing of best practices across FSS programs, and the
networking of FSS practitioners to facilitate peer-to-peer learning. The field also lacks
benchmarks against which to evaluate progress and data systems to help practitioners
understand the extent to which their programs are succeeding. Other challenges include a
lack of evidence on which approaches are most effective for which clients and under which
circumstances, a lack of clear guidance on the importance of financial capability as a core
programmatic outcome of family self-sufficiency initiatives, a lack of funding stability for the
coordinators who run the program, the isolation of FSS coordinators within larger
bureaucracies that do not always share their mission and passion, and the increasingly
common practice of asking FSS coordinators to assist with administrative work not related
to FSS due to decreases in housing authority administrative fees. More broadly, it is also
unclear to what extent there is a shared vision across the field for using subsidized housing
as a platform for economic mobility—an issue that may make it difficult to secure the
investments these programs need to succeed.>®

What are the most important next steps for developing or supporting this policy?

The launch of the national evaluation of FSS and the rent-reform demonstration are
important steps in the direction of building the field's knowledge base. The following are
four additional steps that would help the field move forward:

1. Convene a community of practice of leading FSS coordinators together with experts
in workforce development and financial capability as well as representatives of key
partners for local FSS programs (e.g., Temporary Assistance for Needy Families
agencies and Workforce Investment Boards) to develop guidelines on what
constitutes an excellent FSS program, the performance measures and benchmarks
that FSS practitioners should use to assess the strength of their programs, and what
centralized support the field needs to encourage excellence.

2. Provide ongoing technical assistance to local FSS programs to boost their skills,
facilitate peer-to-peer learning and the dissemination and adoption of best practices,
and ensure data are being collected and analyzed to inform program-monitoring and
support.

3. Allow residents in the project-based Section 8 program to participate in FSS.

4. Continue to experiment with new approaches to taking family self-sufficiency to scale
in a cost-effective manner through rigorously evaluating models that are currently
underway as well as new models that build on learning from earlier ones. Ideally,
this work would eventually lead to the incorporation of family self-sufficiency
features into the basic delivery model of subsidized rental housing for all
participants. Progress is being made on this front, but there is a need to pick up the
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pace of learning, conducting multiple activities simultaneously and sharing
information liberally among innovators.

EVICTION-PREVENTION

How does it work?

Under current housing policy, households with incomes up to 80 percent of the area median
income (AMI) are eligible for federal rental assistance, but the supply of rental assistance
falls far short of the demand, leading to lengthy waiting lists and lotteries in which rental
assistance is awarded to households selected at random. The BPC Housing Commission
recommended a reformed voucher program that over time would limit eligibility to
households with incomes at or below 30 percent of AMI—on a national basis, close to the
federal poverty line—while ensuring that all eligible households requesting assistance would
be served.?’

This raises the question of how to help renters with incomes above 30 percent of AMI that
face housing challenges. One potential solution, included in the Housing Commission’s
report, is to establish an eviction-prevention system that helps renters weather short-term
crises, such as a pending eviction due to the loss of a job or an unexpected medical bill or
the imminent shut-off of utilities due to nonpayment.® This system could be structured in a
number of ways. One approach would be to provide a sliding scale of assistance, with
households at the higher end of the income spectrum eligible to borrow funds from a
revolving loan fund at low interest rates with patient repayment terms, while households
with incomes closer to 30 percent of AMI would receive one-time grants. Services could be
added for households at the low end of the spectrum, if needed and desired by the
applicants, to help them build financial capability and develop and adhere to budgets. The
system could be funded by reallocating some of the federal assistance for which these
households would no longer be eligible, by treating it as a form of insurance in which
renters pay a premium each month for the opportunity to access the fund when needed,*
or through some other funding source.*°

This type of eviction-prevention system would be quite different from the traditional rental
assistance for which these households are currently eligible, though rarely receive, due to
limited funding and a required preference for households with incomes below 30 percent of
AMI. Instead of receiving a large income-based subsidy that continues month after month,
so long as these households meet the eligibility requirements, they would receive assistance
on a one-time basis, when needed to weather a short-term crisis. In essence, this approach
utilizes a risk and resilience framework, creating a system that boosts people’s resilience to
crises by providing them with access to resources to help them manage crisis situations to
avert destabilizing outcomes. While eviction-prevention programs do not work as well as
rental-assistance programs in helping to close systemic gaps between income and
expenses, they are actually superior to traditional rental-assistance programs in helping
households meet imminent crises because they can be made available with little or no

Housing More People More Effectively through a Dynamic Housing Policy
20



delay. By contrast, to receive rental assistance in most parts of the country today, you
either need to wait on a list for years or win a periodic housing lottery.

The eviction-prevention programs described here have more in common with an approach
currently being used to prevent homelessness, which relies on a combination of one-time
grants, shallow time-limited rental subsidies, counseling, and other services to help
individuals and families in imminent danger of becoming homeless. In essence, these
homelessness-prevention programs represent the extreme end of the continuum of eviction-
prevention programs. The difference is that the eviction-prevention programs are aimed at
a higher-income cohort that is more likely to be able to achieve long-term residential
stability once their immediate crisis is addressed. Another difference is that these eviction-
prevention programs would be set up to have clearly transparent terms with minimal case-
manager discretion. They would be more like insurance programs than diversion programs
intended to reduce the use of more expensive services, such as homeless shelters or TANF.

How many more households could be served?

It is difficult to say with certainty. On a per-household basis, it seems likely that eviction-
prevention is more cost-effective than a long-term rental subsidy, even if the one-time
eviction-prevention payment were made as a grant (and especially if some were
administered as a revolving loan fund and/or funded through insurance premiums). Exactly
how much would be saved cannot be determined without further study.

The number of beneficiaries will also depend on how many jurisdictions adopt this policy. At
least at first, the policy would likely be adopted by individual states, cities, or public-housing
authorities, rather than nationally. However, if proven to be successful in certain
communities, it could be replicated in others.

What other social-policy goals does it help achieve?

The chief goal advanced by eviction-prevention programs is residential stability. Residential
stability is considered important for a range of individual and family outcomes, such as
improving adult mental health by reducing stress and helping children progress in school by
minimizing disruptions associated with unplanned moves. Researchers have struggled to
disentangle the effects of residential stability from those of housing affordability and
instability of the household roster. A new study being launched by the MacArthur Research
Network on How Housing Matters for Children and Families hopes to unpack these
intertwined components to separately estimate the effects on children and their parents of
each dimension of housing.

What evidence is available on the program'’s effects?

There does not appear to be any formal evidence available about the efficacy of one-time
payments or loans to help residents with moderate incomes to overcome short-term crises
and maintain residential stability. This is partly because efforts to use one-time payments to
promote residential stability have been focused primarily on a lower-income population, as
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part of broader strategies to prevent imminent homelessness or divert households from
applying for TANF cash assistance. Practitioners report that most individuals in this situation
need more than simply a one-time cash transfer to remain stably housed, and much of the
rigorous research in this area has focused on the impacts of providing shallow time-limited
subsidies through rapid rehousing. Fortunately, there is at least preliminary evidence
suggesting that evictions can be reduced among this harder-to-serve population; Matthew
Desmond estimates that the Homelessness Prevention and Rapid Rehousing Program
reduced evictions by 15 percent in Milwaukee, Wisconsin.*!

In the absence of experimental evidence of the impacts of eviction-prevention programs on
moderate-income households, it would be useful to examine research on the extent to
which unassisted renters with these incomes manage to maintain residential stability and
what types of circumstances jeopardize it. Unfortunately, there is a gap in the research
literature here as well. Despite the fact that the overwhelming majority of low-income
renters are unassisted, we know very little about how they manage their housing situations
over time.*?

What are the principal obstacles to its expanded use (aside from more funding)?

In addition to the lack of evidence about whether and under what circumstances eviction-
prevention works, a key challenge is the fact that this activity falls between the crevices of
the housing bureaucracy. Housing authorities and private owners of multifamily affordable
rental properties focus on managing their housing-subsidy programs, which consist of
specific subsidized-housing developments and (for housing authorities) vouchers that people
use to rent housing on the private market. The homelessness system, by contrast, focuses
primarily on helping individuals and families who have already become homeless to regain
some measure of housing stability and secondarily on preventing homelessness. But no
agency has clear responsibility for ensuring residential stability for lower-income households
who lack rental assistance and are not in imminent danger of becoming homeless.

What are the most important next steps for developing or supporting this policy?
The following are three steps that could materially advance the field in this area:

1. The “lowest hanging fruit” is to thoroughly document what can be learned from the
various programs undertaken to date that are similar, if not identical. This would
include homelessness-prevention programs funded through the Homeless Prevention
and Rapid Rehousing demonstration and other funding sources, including more
recent efforts like those of the Siemer Institute for Family Stability and its associated
United Way partners; emergency programs that fund back rent and utility payments
through TANF; and the experience of housing authorities with Moving to Work status,
such as King County, Washington, that are experimenting with eviction-prevention
programs. A key focus of this review would be to document the experience of
practitioners in working with households in different situations to better understand
the types of households or situations that could benefit from a one-time cash
transfer and the types that require more intensive intervention.
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2. A second step is to design and execute a research demonstration to test one or more
approaches to promoting residential stability for moderate-income households
through a rigorous experimental or quasi-experimental methodology. Among other
strategies to consider is a revolving loan fund and a rental-insurance program, or a
combination of both. Public-housing authorities with Moving to Work authority are
natural candidates to administer these programs. The Siemer Institute could be
another potential partner, to the extent that one or more of their partner United Way
agencies are interested in expanding their services to households beyond those in
imminent danger of becoming homeless.

3. Finally, the nation should establish a broad long-term research goal to better
understand how unassisted renter households at different income levels maintain
residential stability, what factors jeopardize their stability, and what impact the loss
of residential stability has on the well-being of both adults and children. A clearer
understanding of the nature of the problem would help us craft more effective
solutions.

A third dimension of change to consider in developing a dynamic housing policy is at the
neighborhood level. This section will address one particular type of neighborhood change—
an influx of higher-income households driving up rents and home prices—where the timing
of the community’s response plays an important part in both the cost and feasibility of
implementing an effective solution. Future analyses may wish to examine other dimensions
of neighborhood change from a lifecycle perspective.*®

PRESERVING AND EXPANDING AFFORDABLE HOUSING IN AREAS
EXPERIENCING AN INFLUX OF HIGHER-INCOME HOUSEHOLDS

How does it work?

A growing interest in urban living among relatively higher-income households is increasing
demand for housing in many urban neighborhoods, leading to higher rents and home prices
that are hard for low- and moderate-income households to afford. This issue is most
pronounced in high-cost cities such as Boston, New York, San Francisco, Seattle, and
Washington, DC. However, there is preliminary evidence that similar trends are becoming
apparent in particular neighborhoods in cities like Denver and Minneapolis and even
Cincinnati, St. Louis, and Tampa, suggesting this issue may not be limited to high-cost
cities.***

In some ways, the renewed interest in urban living is good for cities, leading to increased
development, a larger tax base, and the enhanced ability of cities to provide the amenities
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and deliver the services that improve residents’ quality of life. At the same time, to the
extent that the supply of housing in popular neighborhoods does not keep pace with
increased demand, rents and home prices inevitably rise, raising the question of whether
low- and moderate-income households will be priced out of these neighborhoods (or be
forced to pay exceedingly high shares of their income for housing).

Ensuring the continued availability of housing affordable to low- and moderate-income
households in high-demand urban neighborhoods in the face of this growing demand is
arguably one of the signature equity issues of our day. There is no magic formula for doing
so, but there is a cluster of local housing strategies that cities can use to respond to this
challenge, which fall generally into the six categories identified below. A comprehensive and
effective strategy will likely need to include at least one policy in each of these categories,
and possibly more, requiring a high degree of coordination across local government
agencies. The following are illustrative examples of policies within each category:*®

1. Preservation—preserve existing affordable rental units. Examples include: tax
incentives and capital subsidies to encourage the preservation of subsidized rental
units; policies that provide local housing agencies, nonprofits, or residents with a
right of first refusal to match offers to sell a previously subsidized property; and
preservation catalogs that track properties at risk of loss from the subsidized
inventory.

2. Protection—help long-time residents have greater choice over whether and
under what circumstances they wish to move.*’ Examples include: rent-
stabilization policies that limit the rate of increase of rents of existing residents;
policies that require owners to demonstrate “good cause” to evict a resident;
property-tax circuit-breakers that limit the rate of increase of property taxes for
long-time homeowners with low incomes; and protection for renters living in units
that owners wish to convert to condos.*®

3. Inclusion—ensure that a share of new development is affordable. Examples
include: mandatory inclusionary zoning and voluntary inclusionary policies, such as
density bonuses. These policies either require or create incentives for developers to
include affordable units within newly developed properties.

4. Revenue Generation—harness growth to expand financial resources for
affordable housing. Examples include: tax-increment financing with a mandatory
set-aside for affordable housing; housing trust funds; and linkage fees that assess a
charge (generally on a per-square-foot basis) for non-residential development to
help pay for affordable housing.

5. Incentives—create incentives for the development of affordable housing. In
addition to density bonuses (cited above), examples include: tax abatements,
parking incentives, and expedited permitting policies.
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6. Land Acquisition—facilitate the acquisition of land for affordable housing.
Examples include: property acquisition funds to help nonprofit developers compete
with private developers and the use of publicly owned land for affordable housing.

In addition to these six categories of policies, communities will also need to find a way to
build public support for affordable housing, ensure that affordable units remain affordable
for the longest possible times, increase maximum densities to accommodate the new
demand, and find a way to reduce barriers to new development to allow supply to keep
pace with demand.*

These steps are not easy, and they also can be expensive. But as a general rule, these
policies are likely to be less expensive and more effective if adopted earlier in the lifecycle of
neighborhood change. Policies that build affordability into new development (such as
inclusionary zoning) as well as policies that capitalize on new development to generate
revenue for affordable housing (such as linkage fees) are arguably self-financing strategies
that do not require the appropriation of funds; they only generate affordable units and
funding for affordable units while growth is taking place. They are thus most effective when
adopted before the bulk of new development has occurred. Similarly, policies that rest on
the acquisition of parcels to preserve existing affordable rental housing or to create new
affordable housing will be substantially less expensive if implemented before land prices
increase sharply.

To take advantage of the dynamics of neighborhood change to build affordability into new
development, two things are necessary: the right set of policies as well as the right timing
in the neighborhood’s lifecycle.’® With these two things in place, communities can use
market-rate development to generate affordable units and funding for affordable housing,
while minimizing the costs of property acquisition to support a broader affordable housing
strategy.

How many more households could be served?

It is hard to say for sure, but it is certainly a very large number. One study found that
inclusionary zoning produced an estimated 29,281 affordable units in California between
1999 and 2006.°! Another analysis estimates that taking a broad approach to mandatory
inclusionary zoning could create up to 32,000 affordable units in New York City alone over
the next ten years.>® And this is just one tool in the policy toolbox. The extent of affordable
housing produced through the broad set of policies described here will depend on the
breadth and depth of the strategies that cities adopt, the timing and location of their
implementation, and the extent to which they are paired with policies to expand density to
accommodate increased demand.

What other social-policy goals does it help achieve?

Policies that ensure the availability of housing affordable to low- and moderate-income
people in urban neighborhoods experiencing rising rents and home prices advance a number
of goals beyond housing affordability, including:
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e Equity and Diversity goals—ensuring that low- and moderate-income households and
racial and ethnic minorities have equitable access to mixed-income neighborhoods
and the amenities they provide (such as improving schools), while enhancing the
diversity and vitality of the community.

¢« Environmental goals—by increasing the share of low- and moderate-income
households that can afford to live in these neighborhoods, these policies maximize
opportunities to accommodate the U.S. population within urban neighborhoods and
reduce the share of low- and moderate-income households that need to leapfrog out
to outer-ring suburbs and exurbs to afford their housing costs. > This will lead to less
driving and fewer greenhouse-gas emissions.>*

¢ Public transit—increases in the number of low-income households living in urban
neighborhoods generate greater ridership for public transit, both through increased
population and because low-income households are more likely than higher-income
households to use public transit.

¢ Child and family well-being—families forced to relocate far from employment centers
to afford their housing costs will often experience higher transportation costs,
reducing the residual income available for nutritious food, health care, and other
essential expenses. Policies that provide affordable housing in locations near transit
and/or job centers help families lower their combined costs for housing and
transportation.

What evidence is available on the program'’s effects?

For the most part, the evidence of the effectiveness of these policies comes from local
practitioners who are using them in different situations to preserve and expand affordable
housing in high-demand neighborhoods. The principal question for research in this context
is not whether these strategies produce affordable housing units dedicated to low-income
households—they clearly do—but whether any particular strategy or combination of
strategies is the most efficient way to do so. In other contexts, there are legitimate
questions about whether the development of affordable housing crowds out market-rate
development and whether lower-income segments could be served by older housing that
filters down in price. But in the context of neighborhoods where the demand among higher-
income households greatly exceeds the available supply of housing, the private market has
a strong incentive to focus on meeting the demand of the higher-income segments, often by
upgrading the older developments that would otherwise serve lower-income residents.

What are the principal obstacles to its expanded use (aside from more funding)?

Key obstacles include: the complexity of the policy framework needed to address the
challenges; the fragmentation of responsibility for these policies, which cut across housing,
planning, zoning, tax, permitting, and other departments and agencies; the lack of strong
regional planning focused on ensuring that the region can accommodate households of all
incomes; local Not In My Backyard (NIMBY) sentiment; and an overall lack of political will.
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Another challenge is the lack of a normative framework that would help local policymakers
and practitioners understand whether they have a comprehensive and effective local
housing policy in place to address these issues, and if not, how they might develop one.

What are the most important next steps for developing or supporting this policy?

One way to move policy forward in this area is to convene a national community of practice
tasked with developing a roadmap and guidelines for local policy officials to use in
developing a comprehensive local housing strategy to meet these and other locally identified
housing challenges in high-cost cities. This community of practice would bring together
leading practitioners, thought leaders, and representatives of key constituencies whose
support is needed to encourage adoption of the roadmap and guidelines produced through
this process. The consensus generated through this process would create the normative
framework needed for high-cost cities (and those on their way to becoming high-cost)>® to
develop an assessment tool to help measure the strength of local housing policies and a
training curriculum and system of technical assistance for local officials and practitioners on
how to develop effective local housing strategies. This process would also identify best
practices that could be shared with practitioners and policymakers interested in adapting
them for their communities.>®

A shift in thinking from transactions to lifecycles can also help to advance a range of goals
beyond efficiency. The following are brief overviews of two other applications of this
principle:

1. Universal design—an approach to producing housing that is versatile enough to serve
households of all ages and abilities, reducing the need for retrofits at later stages
and maximizing the integration of people with disabilities into the broader
community.

2. Portable mortgages—an idea for boosting the potential of homeownership to
substantially increase household wealth by eliminating the resetting of the clock that
occurs every time a household moves.

UNIVERSAL DESIGN

As applied to housing, the principle of universal design focuses on ensuring that residential
development is fully accessible and usable by people of all ages and abilities, including older
adults and people with disabilities. Examples of universal design features include: no-step
entries; wide doorways and hallways to allow people in wheelchairs to get around easily;
floors and bathtubs with no slip surfaces and grab bars to reduce falls; and door handles
that are easy for everyone to use, including people with poor hand strength.>” Multifamily
buildings that incorporate universal design also ensure that residents of different abilities
can safely navigate the halls and elevators inside the building and pathways and sidewalks
outside.”®
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Housing that adheres to universal design principles can help older adults age in place and
increase opportunities for independent living by people with disabilities. More broadly,
universal design aims to reduce the isolation and segregation of people with disabilities by
ensuring they have opportunities to live throughout the community. Indeed, if universal
design were actually applied universally, people with disabilities would be able to live in
virtually any housing unit, maximizing their housing choices and reducing their isolation. A
related set of principles seeks to further reduce the isolation of people with disabilities by
promoting the “visitability” of all residences. “A visitable home has a main level that is easy
to enter and exit. The three key features are at least one zero-step entrance; wide interior
doors; and at least a half bathroom on a home’s main level.”*®

While universal design is not generally promoted because of its cost, an argument can be
made that it saves money in the long run. The integration of universal design features into a
home as it is built will eliminate the need to retrofit the home later to accommodate the
needs of aging adults while increasing the potential universe of households that may be
interested in renting or purchasing it. Incorporating these features at the outset will
certainly be less expensive and more effective than having to go back and redo features and
replace appliances, sinks, etc., at a later date.®® Over time, as universal design becomes
more widely accepted, even the up-front costs are expected to diminish as developers
become more adept at building in this manner and suppliers become accustomed to
providing the necessary appliances and fixtures.®!

While one does not need to embrace a lifecycle approach to housing to care about universal
design, a lifecycle perspective provides helpful context as it emphasizes the importance of
considering both the needs of current residents as they change over time as well as the
needs of future residents who may live in the unit. With the population of older adults
expected to rise dramatically in the coming decades,®? it is important to get ahead of the
curve and start building to meet their needs today.

Proponents have developed a range of policy recommendations for encouraging the greater
use of universal design and visitability features in housing, including the adoption of local or
state policies to require or create incentives for the use of universal design and/or
visitability in the construction of new housing units as well as certification programs to
promote greater awareness of these approaches and encourage the market to value them.®®

PORTABLE MORTGAGES

Portable mortgages are not generally available in the United States,®* but their wider use
should be considered. Portable mortgages could substantially increase the amount of assets
that households accumulate over their lifetimes by reducing the requirement that the
mortgage clock reset each time a household moves to a new home. Because payments are
weighted heavily toward interest in the initial years of a mortgage, the resetting of the clock
upon the sale of one home and the purchase of another leads to a substantial reduction in
the amount of wealth a homeowner may accumulate through the payment of principal.
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To illustrate the potential of this innovation, consider a household that takes out a 30-year
fixed-rate mortgage for $300,000 at 4.5 percent interest. If they have a portable mortgage
and do not refinance, they will accumulate $300,000 in equity due to the repayment of their
principal balance over a 30-year period, not counting any increase in home price due to
appreciation. By contrast, a household that moves to a new home every 7.5 years during
the same 30-year period would still owe $164,000 on that original $300,000 after 30 years,
thus accumulating only $136,000 in equity through the repayment of principal—Iless than
half the amount they would gain through a portable mortgage.®® The relative advantage of
the portable mortgage is even greater for homeowners who move more often or buy at
higher interest rates.®®

There is a growing body of research on the importance of asset accumulation in helping
individuals and families to meet key objectives in their lives, including paying for school and
retirement, starting a small business, and paying for their children’s education.®” Few
policies would promote asset-building more effectively than a portable mortgage, providing
a mechanism for a broad share of America’s households to build wealth over their lifetimes,
which they could use or pass onto their children.

Of course, there are humerous obstacles that would need to be overcome, including how to
finance the mortgages, the need to account for differences in the purchase price of
subsequent homes,®® and the desire by some residents to refinance their mortgages if rates
go down or they need to access some of their equity. These and other obstacles should be
surfaced and addressed to determine the feasibility of a portable mortgage and how it could
be delivered. It would also be useful to consider the extent to which this innovation could be
utilized in conjunction with mortgages with shorter duration, such as 15-year fixed-rate
mortgages, to further accelerate opportunities to build wealth through the pay-down of
mortgage principal.®® The use of the related concept of an assumable mortgage should also
be considered as this could likewise advance the goal of increasing the share of a
household’s monthly payment going toward paying down the principal balance of a
mortgage.

For this policy, the next step is conceptual and requires fleshing out the potential and
limitations of portable mortgages as well as considering how to overcome potential
obstacles.
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Conclusion

This paper describes a range of strategies for housing additional people more effectively
within current funding levels. While there is no grand theory that knits all of them together
into a single whole, they do share a number of key characteristics that outline a framework
that may be of value for further policy development efforts. They all achieve, or seek to
achieve, their impact by focusing on a longer time horizon than traditional housing policy by
shifting the focus from transactions to lifecycles. Second, they all require the establishment
of frameworks that are flexible enough to accommodate change. These include changes in
what individuals need over time, changes in the ownership or occupancy of a housing unit,
the changing repair and replacement needs of a building over its lifecycle, and the changes
in the economic and demographic life of neighborhoods. Finally, they all advance social
goals that extend beyond housing affordability, such as asset development, financial
capability, increased earnings, child well-being, reduced energy use and greenhouse gas
emissions, and the improved ability of older adults and people with disabilities to live
independently.

These policies are at different stages of development. Some are already being implemented
at modest scale while others represent an extension of current practice, and still others
remain at the conceptual level. In each case, however, there is a logical next step for
advancing the policy development process. By taking these steps, we can accelerate the
policy development process in each of these areas to maximize opportunities for housing
more people more effectively.
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communities might develop policies aimed at retaining middle-income and high-income households in the face of
an influx of low-income households so as to achieve or preserve a diverse mix of incomes, races, and ethnicities.
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After. Research Note. Cleveland: Federal Reserve Bank of Cleveland.
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neighborhoods experiencing housing cost pressures.

¢ This policy framework is based on a forthcoming paper from ChangelLab Solutions, co-authored by Jeffrey Lubell.
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this type of pressure (but don’t know exactly when it will occur) to act preemptively to put the right set of policies
in place so that they are ready when the demand comes.
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density to increase to accommodate more households and (b) ensure that housing options are available for
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same tools at the neighborhood level.

* A concept paper for such a community of practice is presently under development by Mark Willis and Ingrid Ellen
of the Furman Center and Jeffrey Lubell of Abt Associates.
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reduces the need for more expensive retrofits later.

51 As with energy efficiency, the key to efficiently and effectively incorporating universal design into construction is
not to think about “add-ons” to existing designs but rather to think comprehensively and holistically about how to
incorporate universal design principles into the basic design for the property. This will require broader experience
with universal design principles among architects and builders.

52 Lipman, Barbara, Jeffrey Lubell, and Emily Salomon. Housing an Aging America: Are We Prepared? Washington:
Center for Housing Policy. Available at:

83 See: Salomon, supra.

54 Preliminary research by Christopher Mayer has identified two examples of portable mortgages in the United
States: a moveable mortgage offered by Provident Credit Union in California and a product formerly offered by E-
Trade Financial Services. Mayer says portable mortgages are more common overseas, but generally with shorter
durations than the mortgages commonly issued in the United States. E-mail correspondence with author on
December 15, 2013.

5 Here are the calculations: After 7.5 years, a household with a 30-year fixed-rate mortgage of $300,000 at 4.5
percent interest would have reduced its principal outstanding balance to $257,802.21. If the household took out a
new 30-year fixed-rate mortgage for $257,802.21 at the same interest rate, it would have a principal balance of
$221,539.93 after another 7.5 years. Following the same process, the household would have a principal
outstanding balance of $190,378.28 after the third 7.5-year period, and a final outstanding balance of $163,599.80
after the last 7.5 years.

56 With interest rates of 7.5 percent, the homeowner moving every 7.5 years would pay down only $94,000 of the
$300,000 original principal balance over 30 years. The benefits of a portable mortgage would be even greater if it
allowed for a reduction in transaction costs associated with taking out a new mortgage each time a household
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57 See, e.g.: McKernan, Signe-Mary, and Michael Sherraden. 2008. Asset Building and Low-Income Families.
Washington: Urban Institute Press.

%8 One approach would be to layer the original permanent mortgage with a conventional fixed-rate mortgage for
the difference, using the shortest duration the homeowner could afford.

% Shorter-term mortgages like 15 or 20 years have the potential to accelerate the accumulation of assets even
without portability due to the fact that a greater share of each monthly payment goes toward principal than would
be the case in a 30-year mortgage. While the shorter terms will not work for everyone or in every market, in
general, it would be helpful to encourage broader use of these shorter-term products to facilitate asset-building.
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