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ABSTRACT

US households face unprecedented challenges related to the high cost of housing. In this paper,
we characterize the affordability crisis, assess the primary drivers of unaffordable housing, and
offer potential policy solutions. We argue that several distinct housing-market challenges—
including financing gaps, local restrictions that make it difficult and or costly to build, and a lack
of an entitlement program—present distinct challenges to both an adequate and an affordable
housing supply. Importantly, though, the impact of these features becomes more dramatic during
economic downturns. Our current national housing challenges are a product of longstanding
structural challenges that were amplified by an unprecedented lack of building after the 2008
financial crisis. As a result, the policy recommendations sit within a broader series of reforms
and policy solutions that ensure that housing supply meets demand, and that affordability is not
compromised, during all periods of the economic cycle.
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Introduction

Housing affordability is a priority for American policymakers at every level of government.
Households currently face some of the highest burdens of housing costs relative to income on
record (JCHS 2024b). For the macroeconomic outlook, shelter costs continue to be a leading
driver of inflation (BLS 2025).

While there are multiple dimensions of affordability challenges, in this paper, we focus on two:
an insufficient housing supply, particularly of housing that is affordable and habitable; and
barriers to homeownership, including high entry costs and interest rate fluctuations, that keep
homeownership out of reach for younger generations and put further pressure on rental markets.
Beyond the gains associated with housing access and affordability, research shows the effects of
expanding access to credit in the mid-twentieth century on population growth (Dettling and
Kearney 2025) and the important role housing supply plays in promoting local and
macroeconomic growth (Duranton and Puga 2023; Hsieh and Moretti 2019). We discuss how
evolving challenges have redefined the need to increase supply and propose ways to address
them across short- and long-term horizons.

Given current supply constraints, policies that support and solely stimulate demand can
exacerbate housing affordability issues, as can policies that artificially increase construction
costs, such as materials tariffs (LaJeunesse 2025), restrictive immigration policies affecting labor
supply (Howard et al. 2024), and excessive regulatory requirements.!

The solution to the current shortage is to build, while ensuring that we also address current and
future affordability needs. The need to build has been embraced by the growing “Yes In My
Backyard” (YIMBY) movement, along with calls by politicians and the popular press to make it
easier to build.? In aggressively expanding housing construction, however, much needs to be
reconsidered about the mechanisms and financing tools used to mitigate that shortage—a scope
that includes how, where, and what we build, and how to ensure we are building affordable units.

To that end, in this paper, we first present a set of illustrative facts regarding rising housing costs
and the challenges both renters and owners face. Next, we describe some key drivers of the
current affordability crisis. We then offer a series of steps that policymakers can take to address
the current and structural problems that impair the ability to build, especially during economic
downturns.

We conclude that the affordability crisis can only be solved through coordinated efforts at the
federal, state, and local levels, including comprehensive zoning reform, expanded financing

! For an overview of these issues, see Baum-Snow and Duranton 2025.
2 See, for instance, Klein and Thompson 2025 and Appelbaum 2025 as prominent examples.



options, and the creation of a true housing safety net. In the longer term, reducing the cyclicality
of housing construction through stable financing sources will make the housing market less
susceptible to future shortfalls. Developing a richer toolkit for addressing housing needs will also
make the market more dynamic and flexible in responding to shocks and changing
demographics.

1. Some facts about affordability

The current housing context is unprecedented across multiple dimensions. The serious lack of
adequate housing supply that has persisted for well over a decade is a product of multiple factors,
including insufficient construction during periods of economic downturn despite household
growth and the barriers that make building difficult even during economically favorable
conditions (Dong and Hansz 2019; Knaap et al. 2007). When we combine that context with other
underlying realities of our housing market, including longstanding underinvestment in some
areas, an aging housing stock and aging households (Myers and Ryu 2008), and a lack of a
comprehensive housing safety net, we end up with a historically and increasingly unaffordable
housing market that is both financially unsustainable and economically inefficient. Some key
examples of these dynamics include:

1.1 The median rent has increased dramatically since 1980, with a wholesale loss of the
nation’s most affordable rental units, as demand pressure incentivizes landlords to raise rents
and reposition units upmarket.

When looking at affordability, it is important to look at the housing stock first and then to focus
on the stock relative to income. Here we look at stock in two ways, first in aggregate and then
focusing specifically on lower price points.

First, using microdata from the US census and the American Community Survey (ACS) from
1980 to 2023, we document the rising cost of rental housing in the US in real dollars (see figure
la). In fact, Americans have seen a |near-d0ubling of median rent in real dollars over the last 43
years, with the median rent in the US increasing (in 2023 dollars) from less than $950 per month
in 1980 to $1,700 per month in 2023.3 Figure 1b shows that these increases have been quite
consistent across age groups, with rising rents across the age distribution.

Next, it is important to narrow down on trends in units with the most affordable rents.
Traditionally, cities rely on lower-cost rental units to serve as affordable-housing options. The
units are often referred to as “naturally occurring” affordable housing because they are owned
and operated by private actors and often lack any form of direct federal or local housing
assistance. Here we focus on rents at or below $1,000 in 1980 (in 2023 dollars), given that the

3 We deflate all nominal series to 2023 dollars using the Consumer Price Index for All Urban Consumers (CPI-U).



median rent was roughly that amount at the time, as well as roughly half the median rent in 1980
($500). Figure 2 shows that in 1980, over 55 percent of the nation’s rental stock rented for less
than $1,000 (not surprising given the median was $950), and over 10 percent rented for less than
$500. Today, just over 20 percent of the nation’s rental stock has rents under $1,000, and less
than 5 percent have rents below $500 (see figure 2). There has been a nearly 45 percent reduction

in units renting below roughly $1,000 since 1980, and a more than 50 percent drop in those
below $500.

Figure 1: Median rent, 1980-2023 (2023 dollars)
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Figure 2: Percentage of monthly rental costs under $500 or under $1,000, 1980-2023 (2023
dollars)
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1.2 Households are spending a higher share of their income on rent than they did in 1980.

While looking at rent levels is important, we know that rent prices are a function of many
factors, including income. Therefore, we must also look at rents relative to income. Figure 3
shows that by 2023, almost 50 percent of all renters were paying more than 30 percent of their
income toward rent, qualifying them as “rent-burdened.” This rent-burdened share is up from 35
percent in 1980. At the same time, almost 25 percent of renters pay more than 50 percent of their
income toward rent, making them “severely rent-burdened” (see figure 3). These burdens are
present across the country (see figure 4). Studies show that households with the lowest incomes
are consistently exposed to both rent burdens and severe rent burdens, though the share of
households facing such burdens has increased across the income spectrum (e.g., JCHS 2024a).
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Figure 3: Percentage of renter households with high rent burdens, 1980-2023
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Figure 4: Geographic distribution of severely rent-burdened US households, 2023
(rent over 50% of income)
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1.3 Homeownership is less attainable now than it was 30 years ago.

The ratio of median sales price to median income increased from 2.4 in 1990 to 5 in 2023,
surpassing the prior high at the peak of the housing boom in the first decade of the 2000s (see
figure 5). Attainability of homeownership depends on both home prices and financing
conditions. In 2020, the median home-sales price was affordable to those at or below the median
income in over two-thirds of the 98 most expensive metro areas in the country (based on
calculations from Zillow comparing income to principal, interest, taxes, and insurance). By 2024,
with the combination of high home prices and 30-year mortgage rates over 7 percent, that was
true for just over 10 percent of those metro areas (see figure 6).

Figure 5: Ratio of median home prices to median incomes in US metro areas, 1990-2023
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Figure 6: Number of cities where the median home is affordable at the median income
(for the 98 largest metro areas)
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Compounding the problem was a COVID-induced boom in local housing markets. COVID-era
remote-work also led to a sharp increase in demand for suburban and rural properties and pulled
many home transactions forward in time as many near-retirees decided to retire and move to
warmer climes. These buyers put sharp upward pressure on house prices in suburban markets
and popular retiree destinations, but broader economic forces created bidding wars in many
markets. Buyers were further supported by the cheapest mortgages in US history, a pause on
student-loan debt payments, and other government income supports to help pandemic-affected
households. The net effect of these factors was a massive demand shock, leading national
average home prices to rise more than 40 percent above their 2020 levels by 2024 (calculated
from the Freddie Mac House Price Index).*

1.4 First-time homebuyers are getting older.

The combined effect of higher house prices and higher interest rates is that homebuyers need
more resources to buy their first house. One way to see this effect is through the trend in the
median age of first-time homeowners. The age of first-time homebuyers has increased from 29 in
1980 to 38 in 2024 (see figure 7), with a sharp uptick since 2020. Importantly, research initially
speculated that lower homeownership rates for younger households reflected their preference for

4 “Freddie Mac House Price Index,” Freddie Mac, accessed September 19, 2025,
https://www.freddiemac.com/research/indices/house-price-index.



renting, while more recent scholarship has highlighted that this trend was in fact always a
function of housing cost and other financial constraints (Choi et al. 2018). Calculating the
prevalence of first-time home buyers as a share of housing transactions suggests a dramatic
reduction in first-time buyer involvement in the market: In 2024, 24 percent of all housing
purchases were made by first-time buyers, down from 50 percent in 2010 (Slok et al. 2025).

Taking an even longer view, there has been a considerable shift in homeownership rates across
age cohorts in the last 55 years (see figure 8). In 1970, households where the head was 45-54
had the highest homeownership rate, followed by those 55-64 and those 35—44. Those age
cohorts remained homeowners as they aged, which means that by 2009, those 65 and over had
the highest homeownership rate, and that rate remains the highest to date. Conversely, the two
youngest brackets, those 25-34 and 3544, have seen their homeownership rates drop
dramatically during the same period. Stated differently, in 1970, households over 65 owned
roughly 23 percent of all the single-family homes in America, and by 2025, they owned roughly
35 percent of the stock. Thus, an increasingly older population remains in homes that may not be
designed or well-suited for their needs as they age.

With mortgage rates hitting historic lows in 2021, buyers and existing homeowners were able to
lock in long-term debt at rates below 3 percent. With many homeowners locked into their
extremely cheap mortgage credit as current rates hover around 7 percent, homeowners are not
moving up the property ladder but are instead staying put. Over half of all outstanding mortgages
are locked below 4 percent, and 70 percent have rates below 5 percent, well below today’s
prevailing rates (FHFA National Mortgage Database 2025). This disconnect between current
rates and locked-in rates has led to a substantial deficit in homes for sale, with the spring selling
season 2025 offering 20 percent fewer listings than the 2017-2019 average, a substantial
improvement from the last few years but still well below pre-pandemic levels (see ICE Mortgage
Monitor 2025). This deficit affects the available stock of purchasable housing both for
households looking to buy a home and for those looking to trade up in housing.

In sum, these pandemic impacts have amplified an underlying housing supply shortage that was
over a decade in the making. In the end, the root of this problem is a lack of housing production
that has fueled dramatic increases in rents and made homeownership unattainable for many.
Therefore, solutions to the affordability crisis need to focus on supply, though in a much more
nuanced way than in the past, first by understanding the critical drivers of undersupply.



Figure 7: Median age of first-time and all buyers, 1981-2024
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Figure 8: Homeownership rate by age group, 1970-2023
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2. Drivers of affordability challenges

In this section, we provide a brief overview of some key drivers of current housing-affordability
challenges identified in existing literature, and thoughts on other areas where scholarship is
needed.’ In general, much of the literature has focused on the challenges developers face with
building, largely through land-use and zoning restrictions; demographic and other factors
affecting access to homeownership; and the ways in which the US housing safety net is
incomplete. Much less research has focused on the challenges both owners and developers face
in accessing financing for the development and rehabilitation of housing, particularly for older
housing and areas experiencing longstanding lack of investment.

2.1 A lack of housing supply

Multiple studies document and estimate the current housing-supply gap, using a variety of
approaches (Matlack and Vigdor 2008). The most basic method for estimating the gap is to
compare the actual number of housing units in the US to a counterfactual based on
demographics, historical rates of household formation, and “natural” rates of housing vacancy.

Regardless of their specific assumptions, all studies concur that a supply gap exists, though the
size of the gap varies based on the specifics of the estimation approach. For example, one
estimate suggests that there are as many as 7.1 million housing units needed in the market (see
Patel et al. 2024), another study reaches a shortage of 3 million (see First American Data and
Analytics 2025), and the median assessment from eight recent estimates is 4.2 million (authors’
calculation). Importantly, though, these estimates are often less specific about what kind of
housing needs to be built (rental or ownership), how many bedrooms per unit are needed, and at
what price points (Tyvimaa and Kamruzzaman 2019). A good example is increasing demand for
housing, and specifically affordable housing, for the elderly, which comes with its own set of
design and location needs (JCHS 2023; Reina and Aiken 2022). While directionally there is a
clear signal to build, these estimates should not be construed as a call to simply build millions of
units of anything anywhere. Instead, they should motivate a deeper analysis of what is and isn’t
working in the housing market, and an eye to meeting housing affordability needs.

2.2 Challenges to building

A broad set of literature focuses on the negative relationship between land use and zoning laws
and housing supply and affordability (Glaeser and Gyourko 2003; Glaeser and Ward 2009;
Green et al. 2005; Landis and Reina 2021; Mayer and Somerville 2000; Pollakowski and
Wachter 1990; Gyourko et al. 2021; Gyourko et al. 2013; Bartik et al. 2025; D’ Amico et al.
2014; Baum-Snow and Duranton 2025). This literature first documents the prevalence of local
land-use and zoning laws that restrict the amount and types of housing that can be built, and the

5 For a full review of key drivers of housing affordability, please see Lee et al. 2022.

11



negative impact such restrictions tend to have on the elasticity of housing supply in response to
housing demand (Saiz 2010; Baum-Snow and Han 2024; Gorback and Keys 2020; Duranton and
Puga 2023; Bertaud and Brueckner 2005). Further recent research finds that even areas that
historically produced a large amount of new housing, such as Sun Belt cities like Atlanta, Dallas,
and Phoenix, have sharply decreased construction (Glaeser and Gyourko 2025). And while land-
use and zoning laws artificially restrict buildable land, many cities have existing structures on
most lots, with some vacant lots poorly configured or in need of remediation. These conditions
further limit, or increase the cost of, buildable land that is accessible to jobs and other amenities
like public transit.

Research has also shown that the process around approvals and permitting for the construction
and completion of housing units creates uncertainty and causes delays in the development
process—both increasing the overall cost of development and sometimes making development
financially unviable (Brysch and Czischke 2021). Greater fixed costs of construction encourage
development of high-end projects, which may lead to further supply constraints in the low end
(Handbury et al. 2025). The net effect of these land-use and zoning laws has been a decrease in
the rate of new housing construction, an increase in housing costs, and a decrease in housing
affordability.

2.3 Barriers to homeownership

One key barrier to homeownership is access to credit. First-time homeowners rely heavily on
high-LTV, fixed-rate, 30-year mortgages, regardless of whether there is a housing supply
constraint or not, and lending standards to obtain these mortgages have increased since the global
financial crisis. For instance, Loewenstein and Meyer (2024) report that average FICO scores for
newly originated purchase mortgages have increased from 705 in 2006 to 740 in 2022. Lenders
also require more income and asset documentation. In addition, mortgage credit is largely
provided by Fannie Mae, Freddie Mac, and the Federal Housing Administration, and these
entities have not been open to the kind of innovation in contract types that might create more
opportunities for affordable credit access, for instance through shared-appreciation mortgages
(e.g., Mian and Sufi 2014) or automatically indexed mortgages (Piskorski and Seru 2018).

Households face well-documented challenges in accessing credit, including the aforementioned
tighter credit standards; student-loan debt levels affecting younger households’ ability to borrow;
racial bias in property appraisals affecting the level of home equity that Black and Brown
households can leverage; and disproportionate mortgage-denial rates for minority households
affecting credit access at all, amongst others. These realities have only been made worse by a
perfect storm of other factors.

Notably, housing demand has increased as a large cohort of millennials has entered the housing
market, while at the same time, household sizes have decreased. For example, household sizes

12



fell from 3.33 in 1960 to 2.55 in 2020 (Myers et al. 2025). Combined, these factors increased the
number of actors looking for housing. Moreover, people are living longer, and older households
have become more likely to remain in their existing homes, which means that fewer existing
homeownership units are entering the sales market.

As previously discussed, because many existing owners were able to access some of the cheapest
interest rates, and because the cost of homes that are on the market is so high, a lock-in effect is
making it more financially rational for owners to remain in their existing unit rather than selling
(Fonseca and Liu 2024). As a result of these demand drivers and limited listings, housing prices
are rising in the absence of sufficient production of new housing units.

That said, other important factors also affect homeownership opportunities. Research has pointed
to the mortgage lock-in effect described above as limiting the number of homes for sale (Fonseca
et al. 2025). Increasing research has focused on the impact that investors’ purchasing single-
family homes and converting them to rental properties has had on homeownership opportunities
and housing stability (e.g., Coven 2025; Hanson 2024; Gorback et al. 2025; Raymond et al.
2016).

While investors are by no means a monolith, some housing markets or submarkets are
asymmetrical such that firms with easy access to financing or sufficient cash on hand can outbid
households looking to purchase homes, forcing those households to then rent the same or
equivalent units rather than purchase them. This imbalance can be further exacerbated by an
aging housing stock, necessitating property repair needs that only people with access to credit
can afford to make.

2.4 A lack of a housing entitlement program

The United States has never had a housing safety net for renters or owners. A primary example
of this point is that for every one household that receives a housing choice voucher, which is the
largest federal rental-assistance program that subsidizes rent payments for low-income
households, as many as four other households are eligible (Reina et al. 2021). Figure 8 presents
the gap between the number of renter households with very low incomes (defined as <50 percent
of area median income) and the number of available housing-choice vouchers (HCVs). This gap
is consistently large across the whole country, though highest in places like Arizona and Kansas
(see figure 9). Beyond this gap, research shows the abundance of administrative barriers
associated with using existing rental assistance programs (Reina et al. 2024; Aiken et al. 2023;
Ellen et al. 2021).

During the pandemic, the federal government took unprecedented steps to stabilize renters

through a host of programs, including the creation of a $46 billion emergency rental-assistance
program (see Aiken et al. 2022) aimed at helping households who owe back rent to avoid
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eviction, but such programs have not existed at scale outside of that setting. This lack of
assistance means there is no consistent source of funding to support low-income renters facing
housing affordability challenges, nor are there programs aimed at ensuring that a systemic or
idiosyncratic housing shock does not force renters into homelessness. Research shows that rental
assistance reduces evictions and exposure to homelessness and can increase housing stability and
the overall economic well-being of households (Reina and Fowle et al, 2025; Pollakowski et al.
2022; Lundberg et al. 2021; Mills et al. 2006).

Figure 9. Share of available housing-choice vouchers relative to the total households with
incomes below 50 percent of state median income who are potentially eligible 2020
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Relatedly, few federal tools are aimed at increasing the overall supply of affordable rental
housing. Public housing is often the most well-known form of government-financed affordable
housing, though this portfolio makes up less than 2 percent of the rental housing units in the
country.’ Currently, the Low Income Housing Tax Credit (LIHTC) program is the largest federal
financing tool aimed at increasing the supply of affordable housing, but even this program only
produces about 110,000 units per year on average.” Also, LIHTC units often have rents
affordable to households making 50 or 60 percent of the area median income, which means that,
on its own, LIHTC is not well structured to assist households below 30 percent of the area
median income. In addition, neither the number of available subsidized housing units nor the
number of housing choice vouchers issued varies with the business cycle or the level of need,
unlike unemployment insurance or SNAP benefits, which adjust based on need. This lack of
cyclicality further exacerbates housing-related distress during economic downturns (Collinson et
al. 2022).

Similarly, during the pandemic, the federal government developed a series of forbearance
policies aimed at keeping owners in their homes. These programs helped minimize foreclosures
and avoid the disruptions to the housing market experienced during the financial crisis
(Goodman and Zhu 2024). While there were programs to support homeowners during the 2008
financial crisis, they were not timely or generous enough to avoid roughly four million
foreclosures nationwide. Beyond these emergency measures that provided much-needed
stability, homeowners generally do not have a safety net that can keep them in their homes when
households face income shocks. Instead, they are dependent on their servicer’s willingness to
privately extend forbearance or other workout options. Thus, both owners and renters face the
risk of housing insecurity during periods of macroeconomic strength, and the magnitude and
nature of policy responses vary during periods of macroeconomic distress.

2.5 Financing construction and repairs

Much less research exists on barriers that developers and owners face when trying to finance
development, which affects the supply of new units being built, and on rehabilitation, affecting
the ability of units to stay in the housing stock. While much research has focused on access to
credit for purchasing a home, much less has focused on credit constraints and equity gaps that
developers face for the acquisition, construction, and ongoing operations of properties.
Moreover, there is limited research on the constraints that landlords of smaller properties and
homeowners face when trying to access credit to repair existing properties. Despite historically

¢ According to HUD’s publicly available data, nearly nine hundred thousand public-housing units are available. Data

can be found at “Assisted Housing: National and Local,” HUD Office of Policy Development and Research,

accessed September 20, 2025, https://www.huduser.gov/portal/datasets/assthsg.html.

7 “Low-Income Housing Tax Credits and Long-Term Affordability,” Bipartisan Policy Center online event, May 19,
2023, https://bipartisanpolicy.org/event/low-income-housing-tax-credits/.

15



low foreclosure rates for both single- and multifamily housing, financial institutions have pointed
to tighter credit standards since 2015 (Board of Governors of the Federal Reserve System
2025c). That credit standards have been tightening since 2015 raises the concern that lending
standards have been too tight for the last ten years, making it difficult to finance new
development and the rehabilitation of existing units, and for people to access credit to purchase
or repair a home.

3. Other important market dynamics

Despite how much we know about housing, little research has focused on key trends around
housing production cycles, though here are few important ones for understanding current
housing needs.

We have a production cycle problem. Historically, housing production has been highly cyclical,
but the depth and duration of the downcycle following the foreclosure crisis exceeded those of
any prior cycle (as shown in figure 10), dramatically exacerbating any existing housing shortfall.
Demographic trends such as the aging of millennials into their home-buying years warranted the
creation of far more units during the post-foreclosure crisis downcycle than were created. The
number of potential households continued to grow after the macroeconomic collapse because of
underlying demographic and household formation trends, which called for a quicker, larger
rebound than there actually was (Myers et al. 2025), thus highlighting a mismatch between the
cyclical stability of housing demand and the highly cyclical market response.

Figure 10: Stages of residential construction, 1959-2024
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Part of the production problem is a permitting one. The most recent peak in housing permits,
which are issued at the local level, was both lower than historic permitting highs and less than
needed, based on the supply shortfall (see figure 10). In 2009, we saw the lowest number of
annual permits since at least the 1960s (Glaeser and Ward 2009). And while permits went on to
reach a peak of 1.7 million in 2021, that peak was 420,000 units fewer than the peak of 2005,
and lower than the three peaks prior to that between 1970 and 2010. In sum, the dips in
permitting decreased to an unprecedented level, and the peaks did not sufficiently correct for
them. This pattern is even more striking when we consider that the US population essentially
doubled since 1960 (179 million then, compared to roughly 340 million today), and a large
millennial cohort came of age for housing consumption post-2010.

We also have a housing completion problem. Permitting is consistently higher than both
construction starts and completions. In figure 11, we plot the difference between the starts and
completions series from the US Census New Residential Construction data shown in figure 10,
shifting starts with a two-year lag. The average gap between units permitted and completed has
been over a hundred thousand since 2000, with two large spikes around the financial crisis and
then recently after COVID. The gap between permits and completions points to challenges in the
construction pipeline after planning, which may include issues related to financing.

Figure 11: Gap between authorized (two-year lag) and started constructions (1961—present)
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8 1t is important to note that 2005 was directly before the 2008 financial crisis, and while homes may have been
temporarily overbuilt at this point, the underlying housing dynamics have changed such that the optimal amount of
housing to keep up with household formation is substantially more than being currently produced. We further note
that the durability of housing means that a future population decline would require actively reducing or right-sizing
the number of units.
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Foreclosure rates have been consistently low since the 2008 financial crisis. Overall,
foreclosure rates for both single-family and multifamily housing have remained low (see figure
12). Since the early 1990s, multifamily loans have generally had low delinquency rates (MBA
n.d.; see figure 13). Similarly, after the financial crisis, the foreclosure rate for single-family
loans has also decreased and remained relatively low. Given that the risk of making loans varies
dramatically across the lending cycles, this period of sustained house-price growth and strong
loan-repayment rates reflects a missed opportunity to lend more during safe times.

Figure 12: Foreclosure rate, 2005-2022 (percentage of all housing units)
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Figure 13: Delinquency rates for single-family and multifamily/commercial mortgages,
1991-2025
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The nation’s housing stock is aging. The median age of a house in the US is now 40 years old,
up from around 30 years old early in the first decade of the 2000s (ACS 2023). Going forward,
the need for investments in existing housing stock is increasing, particularly in segments of the
housing stock that have had more challenging access to financing. In other words, our housing
supply challenges are increasingly about both the development of new units and the preservation
of existing ones that run the risk of exiting the housing stock. This combination of challenges is
particularly acute in cities with an older housing stock, like Philadelphia, Baltimore, and
Cleveland. Importantly, given that many of these older properties need investment, they are often
priced lower, which means that much of the housing stock priced more affordably faces greater
housing-quality challenges and is at a larger risk of exiting the housing stock.

4. Improving housing affordability

Next, we propose four key themes for policy solutions: 1) making it easier to build; 2) ensuring
homeownership is attainable; 3) creating a stronger and more complete housing safety net; and 4)
ensuring financing is available through the cycle.
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4.1 Making it easier to build

The significant housing-supply gap across the nation has wiped out the longstanding stock of
lower-cost rental units and homes for purchase. Barring a supply response that induces a crash in
rents (which we should neither expect nor want to happen), there is substantial need to build
many more units and particularly build more subsidized, affordable units that unsubsidized
builders cannot otherwise produce.

Policymakers at every level of government can take meaningful steps to accelerate production,
reduce barriers, and incentivize smart and sensible additional density in both cities and suburbs
at each stage of the development process.

Development begins with land acquisition and land-use rules and regulations. Local zoning
restrictions that have inhibited development should be reviewed and reformed, with some low-
hanging fruit being to reduce minimum lot size and minimum parking requirements and to allow
accessory dwelling units and denser building opportunities near public transit. States can take a
larger role in encouraging development through carrots and sticks. Some states, like New York
and California, are already pursuing such options.

Given that housing markets are regional, and there are negative financial incentives for one
locality to expand its supply if others are only further constraining it, actions at higher levels of
government are often important for coordinating supply expansion. That said, given these same
nuanced realities, any state or federal response is substantially more complicated. It seems naive
in a world where housing and housing research are underfunded to expect governments to be
able to both establish and adjust in real time, regulations that are reflective of local opportunities
and constraints as well as responsive to local needs.

The federal government can create the conditions for states and localities to be knowledgeable
and responsive in these ways. This goal was pursued through the “carrot” approach during the
Biden-Harris administration, where incentives for land use reform were included in billions of
dollars of competition funding across federal agencies. Some argue, though, that there is a need
for more “sticks”—meaning mandates for such reforms—if a larger state and local response is to
occur. The federal government can influence local policy by attaching restrictions on other
sources of fiscal transfers—through tax policy to incentivize development and through credit
policy to finance more development.

In addition, available land is at a premium. Federal and state public-land disposition should be
conducted on an expedited basis, especially in metro areas with existing unmet demand. What
constitutes viable and efficient land for sale, though, is critical. For example, recent proposals to
sell large swathes of protected land far from urban areas do not address the need to develop
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housing where there is demand. Instead, a more appropriate example would be expanding the
federal pilot leveraging United States Postal Service properties. The land under thousands of
centrally located postal-service properties can be repurposed for housing development either
through direct sale or via a joint venture with the USPS, resulting in the redevelopment of post
offices with housing above or around them or in wholesale conversion to housing. Other federal,
state, or local government—owned properties could be redeveloped and densified, with housing
units added on top of courthouses, schools, libraries, and other public buildings.

Once land is acquired, developers need materials and labor. Tariff policies that raise the cost of
these materials and immigration policies that raise the cost of labor will undoubtedly raise the
cost of housing. Instead, policymakers should incentivize innovative methods and models for
development and seek new ways to drive down the cost of key inputs in the development
process. Additionally, they should expand local expertise and build capacity by supporting trade
schools, apprenticeships, and other training programs to broaden the pool of skilled tradespeople.

Governments have a variety of incentive-based tools through subsidized financing and the tax
code to influence development decisions. A prime example is the Department of Transportation
loan programs, such as those offered through the Transportation Infrastructure Finance and
Innovation Act, which incentivize development through large-scale, low-cost loans. Similarly,
the federal government can create new loan or financing programs, including a supply
accelerator fund. The fund can offer new, federally insured loans at expedited review times.

Given the emergency nature of the growing cost burden, we further recommend learning from
the examples of Operation Warp Speed and the recent rebuilding of 1-95 in Philadelphia, both of
which have demonstrated that building can be quick when red tape is removed. While it is
unclear what form a broader red-tape removal would take, some form of legislation that
temporarily streamlines the process around development seems essential.’

Such a streamlining could include some temporary review acceleration, or exemption from
National Environmental Policy Act reviews, or other forms of regulatory relief for development
projects that add affordable housing and meet other guidelines in terms of location, design, and
target tenant population. One recent example is that the State of California passed a bill saying
that housing built around other housing, known as urban infill development, is now exempt from
California Environmental Quality Act (CEQA) review. This bill will prevent anti-development
groups from leveraging environmental protection policy to stall or block infill development
(Christopher 2025).

In the end, though, the ability to build also relies on the existence of a competitive pool of

? See Liscow 2024 for a discussion of discussion of barriers to developing infrastructure and Shroyer 2025 for a
discussion on ways to address barriers created by the National Environmental Policy Act to increase housing supply.
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developers engaging in the development process. Just as land-use and zoning laws restrict what
can be built, they also limit who can build (see Schmitz 2020 and Quintero 2023 on increased
concentration among homebuilders). As a result, increasing the pool of developers by expanding
investments that train skilled builders and help entrepreneurs get started is important. Ideally,
these developers will work across sectors, including the nonprofit sector, to produce housing
units across the cost spectrum.

One additional opportunity is to support recent efforts by Public Housing Authorities to expand
their housing portfolios. A prime example is in Montgomery County, Maryland, where the
housing authority has created new loan products and is leveraging its land to create new,
affordable mixed-income housing developments. This program includes a $100 million
revolving construction-loan fund that allows the agency to leverage public-private partnerships
while still retaining public ownership of developments.'® Similarly, places like Atlanta have
established public urban-development corporations.!! These public entities present an interesting
model because they can leverage existing public resources, and they can serve as active
developers during periods when the private market is less active despite demand.

Finally, it is important to acknowledge that our current housing-supply problem is not just about
stock; it is also about the affordability of that stock. Thus, it is critical to ensure that the actions
mentioned in this section and the prior one are coupled with strategies and subsidies ensuring
that some of the housing being produced can be offered well below market prices. If land is
being disposed of effectively, reviews are being conducted efficiently, and financing is available
and low-cost, through means discussed here, such a goal seems feasible. Simply put, the private
market does not produce truly affordable housing on its own and never has: affordable units are
produced only through government support during both development (e.g., subsidized financing)
and operations (e.g., rent vouchers). Given the dramatic loss of the lowest-priced units for rentals
and owners across the country, and the long-term and imperfect nature of filtering, the
production of housing units at market-rate prices alone will not adequately address the nation’s
needs.

A natural concern is that zoning reforms could go too far in the other direction and excessively
limit residents’ ability to alter or deter housing development projects that damage the
environment, or that produce other large negative externalities on existing community residents.
We recognize that some development ideas are not appropriate for certain locations and that
certain historic structures and environmentally sensitive areas should be protected. There are
solutions, though, that balance these concerns with the need for all Americans to have affordable
shelter. Clearly, we are currently out of balance on the national scale and must focus on sensible

10 “Housing Production Fund,” Housing Opportunities Commission of Montgomery County, accessed September
20, 2025, https://www.hocmce.org/about-us/innovations/housing-production-fund/.

1 See, for example, “About Us,” Atlanta Urban Development Corporation, accessed September 20, 2025,
https://www.atlurbdevco.com/about.
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reforms that pursue both affordability and those broader goals.
4.2 Addressing barriers to homeownership

The challenge for making homeownership more achievable is that stimulating demand alone may
simply drive up housing costs. Thus, any reforms need to balance this consideration with the
gains for new entrants to the housing market. For instance, an evaluation of the first-time
homebuyer credit issued to new buyers during the Great Recession found that while house prices
rose by 1 percent, home-buying was accelerated for those saving for a down payment by three
years on average. This tradeoff is the key policy parameter, and stimulating housing demand in
different market conditions will lead to different outcomes—this program was notably enacted in
response to the financial crisis, so the market response would be quite different in a booming
housing market (Berger et al. 2020).

One crucial area to focus on to make homeownership more achievable is the tax code. Federal
income taxes provide benefits to homeownership first in the form of the mortgage interest
deduction, which is highly regressive and poorly structured to incentivize homeownership
(Glaeser and Shapiro 2003; Sommer and Sullivan 2018). Reforming the mortgage interest
deduction into a targeted first-time buyer credit would better align incentives to purchase
housing.

A more ambitious tax reform would examine a tax on imputed rent to encourage empty nesters to
downsize their large homes for smaller ones that fit their current needs. Instead, many states are
enacting exemptions on property tax increases for longtime homeowners, in the style of
California’s Proposition 13, which creates a wedge between the tax burdens of current owners
and new prospective buyers. These tax incentives make it more difficult for new buyers to enter
the market. Given the tax benefits accruing to some longtime homeowners and the powerful
effects of mortgage lock-in, it may be desirable to offer tax relief to some home sellers in
addition to first-time homebuyers to increase the inventory of starter homes for sale.

Another approach to addressing lock-in would be to create new financing options that make
existing mortgages assumable or portable, thereby allowing locked-in homeowners to either sell
their cheap mortgage along with the house or take it with them. These features would unlock
homeowners who are attached to their homes through their mortgages. On the other hand,
changing the portability of mortgage credit would have ripple effects through mortgage durations
and the pricing of associated mortgage-backed securities, which would need to be addressed in
any type of reform along these lines.

Investors in the housing market also have numerous tax advantages relative to homeowners.
Investors in income-producing real estate can deduct operating expenses, take depreciation on
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the structure and capital improvements, and adjust their portfolios using tax-free exchanges (e.g.,
1031) in ways that homeowners cannot.!? If policymakers aim to encourage more
homeownership and to transition single-family rental properties back to homeowners, the tax
code could be altered along these margins to make it more generous to individual owner-
occupiers instead of institutional and other real estate investors. Local governments have taken
steps to limit the number of investor-owned properties for rent in various areas, thereby
preserving homeownership. Investors may be more efficient owners of certain types of properties
due to the lower cost of capital and economies of scale in maintenance, negotiating insurance
coverage, and so forth—so tradeoffs in the policy goal of shifting more investor-owned
properties to owner-occupied properties deserve further empirical and theoretical exploration.

New tax-credit programs, such as the Neighborhood Homes Tax Credit, have been proposed and
are worth pursuing. Such programs would subsidize the development of new for-sale housing
opportunities, particularly for first-time homebuyers. This credit could stimulate the development
and redevelopment of properties, increasing ownership options. It would also likely have a much
larger supply impact than other credit programs like Opportunity Zones, which research has
found are often poorly targeted (Green and Shi 2022) and provide tax benefits to investments
that would have largely happened anyway (Corinth and Fieldman 2024). If these programs were
then tied to sensible policies that increase access to credit, like counting timely rental payments
as a part of a person’s credit score, we could see a meaningful increase in access to
homeownership.

We acknowledge the concern that in some markets, investors can play a crucial role in acquiring
and rehabbing properties during the housing bust, bringing communities back faster than if they
were blocked from doing so. However, we reiterate that it is a policy choice what the mix of
investor-owned and owner-occupied units is in a community and across the country more
generally. Therefore, policymakers must acknowledge and address policy decisions that directly,
or inadvertently, crowd out first-time homebuyers or homeowners more generally from the
market and even lock them into paying higher rents for a unit they would have otherwise owned.

4.3 Ensuring we have a stronger and more complete housing safety net

Our final area of policy solutions is to provide a housing safety net that is comparable to the
safety net in place for unemployment insurance or nutrition assistance. Currently, housing
support is rationed despite need, with far fewer rental subsidies available than households
eligible for them. This shortage means that households cannot access housing support when they

12 Homeowners benefit from the mortgage interest deduction, which has become less relevant since the 2017 Tax
Cuts and Jobs Act effectively doubled the standard deduction, and from receiving the first $250k (single)/$500k
(married) of capital gains on the primary residence tax-free. The capital gains considerations may be relevant for
longtime owners who have benefited from substantial appreciation but are unlikely to impact new first-time buyers.
Note that investors also deduct their mortgage interest.
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need it, further hurting their housing and economic outcomes. Further, if someone is fortunate
enough to receive assistance, they risk never getting it again if they leave the program.

All low-income households should be eligible to receive housing assistance in the form of a
voucher or voucher-equivalent rent benefit. This gap in the safety net is straightforward to fix but
requires spending more on helping low-income families afford housing. If operationalized, this
rental assistance can be leveraged to increase housing supply. Separately, if owners know they
can access that rent payment security, they can both develop housing serving low-income
households and invest in existing properties, the latter generating an important supply response
as well.

Importantly, much space exists to broaden the spectrum of the forms of rental assistance,
including providing direct rental assistance and creating tools that increase housing stability,
such as national emergency rental assistance.!? Research has shown that emergency rental
assistance (ERA), which is short-term assistance offered to households who are facing a housing
or economic shock, reduces homelessness (Phillips and Sullivan 2025). During the pandemic, the
federal government funded ERA nationally, though that assistance was for a longer period and
for a much larger sum of money than a traditional ERA program (Reina et al. 2024).

While evidence shows some positive impact of the pandemic federal ERA programs on reducing
rent debt (Collinson et al. 2024; Reina and Lee 2024) and homelessness (Nelson et al. 2024), it
was an imperfect housing solution, partially because ERA is most effective when serving
households facing idiosyncratic shocks. Localities like Philadelphia are testing direct rental-
assistance models, where instead of requiring a tenant to find an owner who will accept
government rental assistance, the tenant is given the assistance directly (Reina et al. 2024). These
models aim to address the administrative burden embedded in rental assistance programs,
affecting tenants, owners, and government agencies and reducing overall access and the potential
positive outcomes associated with the benefit (Aiken et al. 2023; Barnes 2021). Preliminary
findings show that this program reduced forced moves and homelessness and increased access to
higher-quality housing (Reina, Fowle et al. 2025). As a result, we are at a moment where we can
acknowledge that funding longstanding rental-assistance models is still important, but that these
models should not be the only available means of assistance.

4.4 Ensuring financing is available through the cycle
To address the extreme cyclicality of housing shortfalls and the gap between permits and

completions, the federal government can play a pivotal role in providing steadier financing for
the development of housing. The specific design may vary based on institutional capabilities and

13 For a full discussion of such potential policies, see Reina, O’Regan et al. 2025. See also Kearney and Sullivan
2025 for a discussion of financial assistance and poverty alleviation.
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existing efforts, but more aggressively and countercyclically subsidizing the financing of housing
at both the construction phase and the stabilized permanent phase would smooth out the volatile
series of completions shown above. While these challenges in financing development through
the cycle are present for both single-family and multifamily construction, we focus on
multifamily financing needs given the goal of increasing density to address affordability. It is
important to note here that multifamily housing includes more than just rental properties. The
ideas and principles here should be applied to multifamily ownership opportunities, such as
condos and co-ops, as well.

One promising approach, described in the Biden White House Housing Supply Action Plan
(White House 2022), is to expand multifamily financing in a loan system that approximates the
system in place for single-family lending. Fannie Mae and Freddie Mac could be empowered to
insure multifamily construction loans as well as stabilized properties, providing much-needed
countercyclical liquidity to construction financing markets. Furthermore, Fannie and Freddie
should create innovative new financing tools such as mezzanine debt or preferred-equity
arrangements to fill the “equity gap” when first liens are insufficient to cover the high costs of
building affordable housing.!*

These tools should be applied countercyclically to keep the flow of multifamily financing stable
through the business cycle, ideally with automatic stabilizers that increase financing incentives
when construction falls below a certain threshold or when other macroeconomic triggers are
reached. By addressing the cyclicality of financing, multifamily developers and operators would
be able to plan ahead, maintain continuous employment to smooth out the cyclicality of
construction labor, and reduce the overall cyclical risk in the system, keeping it in line with the
single-family market.

One pragmatic concern is when such a stabilizer would kick in. There are points where the
private market can, in fact, overbuild, and this overbuilding could be national or specific to
submarkets. In addition, demographic responses to housing and other costs could have
immediate and lagged effects, meaning that if recent housing-affordability challenges reduce
birth rates, and national policy limits immigration, the US may experience an aggregate
population decline in the coming decades. Given that population trends are dynamic and
responsive, and housing is durable, the discussion of a stabilizer should consider both current and
future housing demand so as not to promote excessive overbuilding.

More generally, the commercial-mortgage financing toolkit can be applied ambitiously to
affordable-housing construction, renovation, and unit retention. Federal, state, and local entities
should explore the use of equity sharing arrangements, land leases, convertible mortgages, and
other financing structures that share risk between lenders and borrowers in different ways and in

14 See Williams 2024 for one thoughtful proposal on this topic.
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different states of the world to achieve lower cost of capital and greater entry into development.
These products can fill an important gap in removing some of the perceived or actual risk of
development. For example, the federal-financing risk share program—which was reinstituted and
extended indefinitely under the Biden-Harris administration—provides mortgage insurance to
state housing-finance agencies, providing financing for the development of multifamily housing,
with states taking on 50 percent of the project risk.!> Multifamily builders and investors would
give up some of the upside in equity appreciation in exchange for lower up-front interest costs—
costs that often dictate whether a project is feasible.

In a world with enormous housing shortfalls and loan delinquency rates below 1 percent, one can
argue that insufficient risk is being taken in the lending market. Some lenders have pointed to
increasingly complex regulation through Dodd-Frank and Basel III that especially targets high-
volatility commercial real-estate loans (see NMHC 2016). Regional banks have historically been
large players in this market but have faced challenges in the wake of the collapse of Silicon
Valley Bank and the broader swing in interest rates. Debt funds and other less conventional
options may have sufficient capital on hand but expect high returns.

If the private market is seeking too high a return on its investment, then the public sector should
expand its risk-return appetite and experiment with more-generous financing options. Interest
rates and terms should still be reflective of risk; at the same time, bringing the same type of
subsidized credit environment from the single-family market to the multifamily market, with the
same standardization in contracts and bundling for the secondary market, will generate
efficiencies.

The government’s multifamily lending market is often an afterthought, with lending caps
imposed year-over-year with no relation to need, and the primary-secondary market
infrastructure treated as temporary, as though the private market will soon return to take back
market share. If anything, the lesson from the last ten years is that affordable-housing
development is increasingly challenging, with greater fixed development costs, and therefore
needs even more consistent public support.

Thus, existing programs that finance both construction and permanent operations of affordable
multifamily housing should be expanded and strengthened, with faster and more generous
financing available, while still delivering an appropriate risk-adjusted return in line with single-
family lending programs. By improving underwriting speed, increasing leverage and generosity
during credit crunches, and innovating on financing design by learning from the private sector,
governments can ensure that multifamily financing is available for construction, purchase, and
refinancing through volatile market conditions.

15 See the National Council of State Housing Agencies for more details: https://www.ncsha.org/advocacy-issues/fha-
hfa-risk-share-program/.
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Two natural concerns are whether more government involvement in multifamily construction
and operations would crowd out private investment, and whether it would potentially set off a
credit bubble that would lead to price appreciation and a boom-bust cycle. Regarding crowd-out,
the presence of a housing shortage suggests that private-sector lending is currently not happening
in sufficient volume, especially when it comes to developing affordable units. Naturally, the
generosity of financing can be reassessed if the private market develops more appetite for
extending credit. Regarding price appreciation and the threat of a price cycle, the extreme
cyclicality of construction suggests the need for countercyclical financing support, which would
not amplify construction during booms when private credit is widely available.

Another key area of opportunity is financing for property and home repair. Owners of small
multifamily properties often face difficulty accessing financing to make repairs, potentially
affecting both the quality and affordability of those units. Local programs like the Rental
Improvement Fund in Philadelphia have provided loan guarantees or subsidies that reduce the
cost of lending to owners of small multifamily properties to make needed repairs. Such programs
have the potential to be scaled at a federal level through existing multifamily loan insurance
programs, such as the 221d3 program at the US Department of Housing and Urban
Development. Further, these programs can be paired with affordability restrictions that ensure
long-term affordability.

Further, localities have initiated a broad set of home repair programs for low-income
homeowners, with one notable example being the Whole Homes Repair program in
Pennsylvania. These programs are similar and provide direct or subsidized loans to owners, and
sometimes additional grants to make home repairs. Creating a similar federal program could
encourage investments that allow homeowners to remain in their homes, while ensuring that
existing ownerships are not simply converted to rental properties by investors benefiting from
credit asymmetry. Supporting repairs would enable further filtering to occur as properties
depreciate over time (see, e.g., Rosenthal 2014; Spader 2024; Mense 2025).

Conclusion

What is creating the housing affordability crisis? In short, an imbalance between supply and
demand. While the clear answer is that we need more housing, we emphasize the need to also
focus on affordability. Fortunately, federal and local governments can make it easier to build,
increase access to homeownership, and address our nation’s lack of a safety net, which,
combined, would address our current housing needs. Regardless, though, the ideas here tie into a
broader theme, which is to ensure that the housing market works across cycles and for everyone,
and to ensure that the market creates the space for innovation.
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