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Chapter 4

Increasing the Supply of Affordable 
Housing: Economic Insights and 

Federal Policy Solutions

The Biden-Harris Administration believes that every American should have 

access to safe and affordable housing (White House 2023a). Where people 

live determines their available housing quality and amenities, such as labor 

market access, transportation options, schools, protection from crime, envi-

ronmental quality, and social networks—all of which affect their quality of 

life and intergenerational economic mobility (Chetty and Hendren 2018). 

However, the housing supply has failed to keep up with demand over the 

last several decades, leading to a nationwide shortage of 1.5 to 3.8 million 

homes and driving up the cost of housing (Calanog, Metcalfe, and Fagan 

2023; Khater, Kiefer, and Yanamandra 2021; Lee, Kemp, and Reina 2022). 

As a result, 45 percent of renters are now cost-burdened, meaning that they 

spend 30 percent or more of their family income on rent, more than twice the 

share who were cost-burdened in 1960 (Ruggles et al. 2023). 

Economic analyses of housing markets identify at least two frictions restrict-

ing supply: (1) land-use regulations and zoning restrictions that limit what 

can be built, and (2) rising input costs associated with construction (Khater, 

Keifer, and Yanamandra 2021). While some land-use regulations can be a 

reasonable part of community planning—for example, keeping factories 

away from schools or ensuring that parks are situated near residential 

areas—many other building regulations—for example, limiting housing 

density and building heights, or imposing minimum lot sizes or parking 

requirements—can create artificial barriers that hinder growth and drive 

https://www.whitehouse.gov/briefing-room/statements-releases/2023/07/27/biden-harris-administration-announces-actions-to-lower-housing-costs-and-boost-supply/
https://academic.oup.com/qje/article/133/3/1107/4850660?login=true
https://cre.moodysanalytics.com/insights/research/q42022-the-outlook-for-the-housing-market/
https://cre.moodysanalytics.com/insights/research/q42022-the-outlook-for-the-housing-market/
https://www.freddiemac.com/research/insight/20210507-housing-supply
https://www.tandfonline.com/doi/full/10.1080/02673037.2022.2123623
https://usa.ipums.org/usa/
https://www.freddiemac.com/research/insight/20210507-housing-supply
https://www.freddiemac.com/research/insight/20210507-housing-supply
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up the cost of housing. These policies arise naturally from a local decision-

making process that is influenced by homeowners, who prefer higher home 

prices, and account for the local costs of increased housing, such as more 

congestion, but they fail to account for any regional or national benefits. 

This classic market failure negatively affects individuals in neighboring 

communities and potential new residents. 

The costs of these housing restrictions reach across neighborhoods. Housing 

shortages can lead to inefficiently low levels of labor mobility and human 

capital investment, affecting both individual well-being and the macro-

economy. Research shows that relaxing local land-use regulations increases 

migration, allowing workers to relocate from low- to high-productivity 

regions, and boosts aggregate output (Peri 2012; Moretti 2012). Moreover, 

homeownership is a wealth-building tool with a long tradition in the United 

States, and restrictive housing policies are an important factor explaining 

class and racial gaps in wealth and economic outcomes (Rothstein 2017). 

Increasing the housing supply, especially when combined with policies that 

directly support the production of affordable rental and ownership units, can 

increase access and equity for groups with few financial resources, increase 

overall wealth, and reduce disparities across groups (Carroll and Cohen-

Kristiansen 2021).

This chapter focuses on the major causes and consequences of the United 

States’ long-standing shortage of housing—and especially affordable hous-

ing—as well as Federal policy’s ability to alleviate these issues. While there 

are policy levers at all levels of government, this chapter focuses on Federal 

policy. For example, public funds could be tied to zoning reforms and used 

to reduce financing constraints for affordable housing developments, and 

workforce training could increase the supply of labor used to construct 

housing. The first section illustrates the magnitude and trends in the housing 

supply shortage over the last six decades. The second and third sections 

discuss the causes and consequences of housing shortages. The fourth 

https://www.jstor.org/stable/41349180
https://books.google.com/books/about/The_New_Geography_of_Jobs.html?id=br0S54w0u_sC
https://www.epi.org/publication/the-color-of-law-a-forgotten-history-of-how-our-government-segregated-america/
https://www.clevelandfed.org/publications/economic-commentary/2021/ec-202122-evaluating-homeownership-as-the-solution-to-wealth-inequality
https://www.clevelandfed.org/publications/economic-commentary/2021/ec-202122-evaluating-homeownership-as-the-solution-to-wealth-inequality
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section highlights several areas where Federal policy can equitably boost the 

housing supply and alleviate rising housing unaffordability.

Magnitude and Trends

Housing costs are demanding a growing share of household budgets in the 
United States. At the same time, the U.S. housing market faces a long-run 
supply shortage.

Unaffordable Housing
Figure 4-1 shows that housing price increases have outpaced wage growth in 
the last 20 years. Between 2000 and the early 2020s, housing prices tripled 
while household income doubled; in other words, the price of housing rose 
by 50 percent more than household income in the last 20 years.1 Of course, 
increased spending on housing could be a rational consumption choice. 
Some people will choose to spend more on housing in exchange for lower 
nonhousing consumption because they prefer better housing amenities, like 

1 Figure 4-1 reports changes in the housing price index. To provide additional context for the level of 
rental expenses during this period: the median rent in 1960, 1980, 2000, and 2020 was, respectively, 
$544, $692, $867, and $1,086, measured in 2022 dollars; and the 25th percentile of rent in 1960, 
1980, 2000, and 2020 was $445, $479, $595, and $735. 
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Figure 4-1. Housing Price Index versus Wage Index, 1975–2023
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a nicer location or a newer structure. But the steadily rising financial burden 
of housing over many decades suggests that for many families, expensive 
housing is not a proactive choice but rather a trend they are increasingly 
forced to accept. 

The share of households burdened by housing expenses has risen 
steadily over the last 60 years. A common benchmark for describing 
rent-burdened households is the income share spent on housing (i.e., rent/
mortgage, utilities, and other housing needs) (Cromwell 2022).2 The U.S. 
Department of Housing and Urban Development defines families as rent-
burdened if this share exceeds 30 percent;3 and severely rent-burdened if 
households spend more than half their income on housing. Figure 4-2 shows 
the share of renter households that spend more than 30 percent, 40 percent, 
and 50 percent of their income on rent. For each measure, the share has 
more than doubled since the 1960s. Today, nearly 45 percent of renters are 
rent-burdened and nearly 24 percent of renters are severely rent-burdened. 

2 Owners are typically excluded from the cost-burdened analysis because monthly mortgage 
payments that reduce the principal are a transfer to savings. 
3 This benchmark is based on public housing rent limits, which originated with the Brooke 
Amendment in 1969 and were last updated in the 1980s.
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https://www.census.gov/library/stories/2022/12/housing-costs-burden.html
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The financial burden of housing can also be illustrated by the number 
of work hours required to pay for housing. Figure 4-3 reports the minimum 
monthly work hours required to pay for monthly median rental rate housing 
in 2002, 2012, and 2022. Estimates are shown separately for households 
earning the median wage, the Federal minimum wage, and the wages that 
put someone at 100 percent of the Federal poverty level for single-adult 
households with no children.4 Median wage earners had to work nearly 55 
hours to pay for monthly housing costs in 2002, or more than one week per 
month based on a 40-hour work week; this number grew to more than 70 
hours in 2022, or slightly less than two weeks of work. Households earn-
ing the Federal minimum wage had to work 110 hours to pay for housing 
in 2002, or nearly three quarters of the monthly hours worked by full-time 
workers. This number increased to 180 hours in 2022, suggesting that more 
than a full month of minimum-wage work is now required to pay for median 
rental-rate housing. In other words, median rental-rate housing has become 
increasingly out-of-reach for low-wage workers, and even median-wage 

4 The minimum number of hours of work required to pay for median monthly rent is calculated as 
median monthly rent divided by hourly wage for workers that earn the median monthly earnings, the 
Federal minimum wage, or 100 percent of the Federal poverty level. For workers earning the median 
monthly earnings or 100 percent of the Federal poverty level, monthly earnings are converted to 
hourly earnings by assuming a that an employee works 160 hours per month, a typical full-time 
schedule. 
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Figure 4-3. Minimum Monthly Hours of Work Needed to Pay for Median 
Monthly Rent
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workers must devote a considerable share of their monthly earnings toward 
housing expenses. Many households have little disposable income after 
paying for housing. 

Figure 4-4 reports the share of rent-burdened households by age, race 
and ethnicity, marital status, and income in 2022. Younger households are 
more likely to be rent-burdened than older households, Hispanic house-
holds are more likely to be rent-burdened than non-Hispanic households, 
single households are almost twice as likely to be rent-burdened as married 
households, and 74 percent of households in the bottom quintile of the 
income distribution are rent burdened. Additionally, figure 4-5 reports the 
share of rent-burdened households by geographic region and population 
density, as well as for households in the largest U.S. cities. While some 
variation emerges based on demographic and geographic characteristics, 
a large fraction of households across the entire country are rent burdened. 
Rent-burdened households are not just located in urban centers or in coastal 
States: 45 percent of rural households are rent-burdened, as are 44 and 40 
percent of households in the South and Midwest, respectively.

The Housing Supply Shortage
Years of insufficient new construction relative to household formation have 
led to a housing supply shortage (Khater, Keifer, and Yanamandra 2021). 
Estimates of the stock of the total housing shortage range from 1.5 million 
(Calanog, Metcalfe, and Fagan 2023) to 3.8 million (Khater, Keifer, and 
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Figure 4-4. Share of Households That Are Rent-Burdened by Household Head 
Characteristics, 2022
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Council of Economic Advisers
Sources: Census Bureau (American Community Survey); CEA calculations.
Note: A household is defined as rent burdened if the share of family income spent on rent is more than 30 percent.
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https://cre.moodysanalytics.com/insights/research/q42022-the-outlook-for-the-housing-market/
https://cre.moodysanalytics.com/insights/research/q42022-the-outlook-for-the-housing-market/
https://cre.moodysanalytics.com/insights/research/q42022-the-outlook-for-the-housing-market/
https://www.freddiemac.com/research/insight/20210507-housing-supply
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Yanamandra 2021), and the annual flow of the shortage of units under 
construction is estimated to be 100,000 (Parrott and Zandi 2021). 

Increased housing demand is driven by a growing economy and a 
growing population. In recent decades, however, housing production has 
fallen dramatically. As figure 4-6 shows, quarterly housing starts per 1,000 
people (shown in navy blue) fell from 22–40 units between 1963 and 1980 
to 15–21 units between 1990 and 2005. Figure 4-6 also shows quarterly 
single-family housing starts in light blue. Single-family housing starts were 
relatively flat between 1963 and 2005 (averaging 10–18 units per 1,000 
people). All types of housing starts fell sharply after the global financial 
crisis and have not yet recovered to pre-2007 levels. 

A decline in new housing construction has been concurrent with the 
reduced availability of relatively small “starter homes” and low-cost rental 
units. As illustrated in figure 4-7, the fraction of all new single-family homes 
under 1,400 square feet declined from nearly 40 percent in the early 1970s 
to about 7 percent in the early 2020s. Moreover, the supply of low-cost 
rental units, measured as the share of rental units with contract rent below 
the maximum amount affordable for households in the lowest quintile of the 
income distribution, fell from 26.7 percent in 2011 to 17.1 percent in 2021 
after adjusting for inflation. This is equivalent to the loss of 3.9 million 
affordable units in the last decade (Joint Center for Housing Studies 2023). 
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Figure 4-5. Share of Households That Are Rent-Burdened by Geography, 2022
Percent

Council of Economic Advisers
Sources: Census Bureau (American Community Survey); CEA calculations.
Note: A household is defined as rent-burdened if the share of family income spent on rent is more than 30 percent. The cities chosen for 
the graph are among the largest six cities in the U.S. by population as of 2022. Houston is not shown here as it is not recorded in the 
2022 American Community Survey data. 
2024 Economic Report of the President

https://www.freddiemac.com/research/insight/20210507-housing-supply
https://www.urban.org/sites/default/files/publication/103940/overcoming-the-nations-daunting-housing-supply-shortage_0.pdf
https://www.jchs.harvard.edu/sites/default/files/reports/files/Harvard_JCHS_The_State_of_the_Nations_Housing_2023.pdf
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Causes of Housing Supply Shortages

The incentives of several key stakeholders inform economic models of hous-
ing markets that predict a constrained housing supply. First, homeowners 
typically seek to maximize their home’s value. Second, local governments 
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have an incentive to raise public funds to maximize the welfare of their 
constituents—among other things—which is generally linked to land 
value through property taxation. Third, developers and landowners seek to 
maximize their profit from economic development of residential and com-
mercial real estate. These incentives jointly determine land value within a 
community through zoning and land-use regulations, which generally enrich 
insiders (i.e., existing property owners) at the expense of outsiders (i.e., 
renters and would-be property owners) (Fischel 2001).

Economic models make several predictions about how stakeholder 
incentives influence changes to land-use regulations, the housing supply, 
and housing prices (Ortalo-Magne and Prat 2014; Hilber and Robert-Nicoud 
2013; Glaeser, Gyourko, and Saks 2005). Locations with more homeowners 
than renters have stricter housing supply regulations than their counterparts, 
and the regulations tighten as homeowners’ political influence grows (Fang, 
Stewart, and Tyndall 2023). Regulations reduce the price elasticity of the 
housing supply; in other words, the supply of housing is less responsive to 
market prices in markets with more regulation.

Research consistently finds that increasingly stringent zoning restric-
tions lead to lower housing construction and a lower price elasticity of the 
housing supply, while decreasingly stringent zoning restrictions lead to 
higher housing construction costs and a higher price elasticity of the housing 
supply (Baum-Snow 2023; Gyourko and Molloy 2015; Stacy et al. 2023; 
Landis and Reina 2021). The relationship between zoning restrictiveness 
and housing prices is more nuanced: tighter zoning restrictions lead to more 
expensive housing, often by requiring new homes to be larger and occupy 
larger lots (Gyourko and McCulloch 2023). More relaxed zoning restrictions 
lead to a higher supply of smaller, lower-cost housing, and, in at least some 
instances, can lead to lower prices and rents or slower growth in rents among 
existing housing (Crump et al. 2020; Been, Ellen, and O’Regan 2023; 
Baum-Snow 2023; Greenaway-McGrevy 2023). 

Broadly, local decision-making processes lead to at least two cascad-
ing housing market failures. The first is of negative externalities, which 
predict too much land-use regulation relative to the social optimum because 
homeowners, developers, and local governments do not account for the 
welfare cost of these regulations for individuals in neighboring communi-
ties or would-be residents. The excessive regulations lead to an incomplete 
housing market, where the private sector does not create enough supply to 
meet demand. Corrective policy at the State or Federal level can help bridge 
the gap between housing supply and demand.

https://www.hup.harvard.edu/catalog.php?isbn=9780674015951
https://www.jstor.org/stable/43189657
https://www.sciencedirect.com/science/article/abs/pii/S0094119012000666
https://www.sciencedirect.com/science/article/abs/pii/S0094119012000666
https://www.aeaweb.org/articles?id=10.1257/000282805774669961
https://www.sciencedirect.com/science/article/abs/pii/S0094119023000785
https://www.sciencedirect.com/science/article/abs/pii/S0094119023000785
https://www.aeaweb.org/articles?id=10.1257/jep.37.2.53
https://www.sciencedirect.com/science/article/abs/pii/B9780444595317000193
https://www.urban.org/research/publication/land-use-reforms-and-housing-costs
https://journals.sagepub.com/doi/abs/10.1177/08912424211043500
https://www.nber.org/system/files/working_papers/w31710/w31710.pdf
https://www.brookings.edu/articles/fixing-greater-bostons-housing-crisis-starts-with-legalizing-apartments-near-transit/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4629628
https://www.aeaweb.org/articles?id=10.1257/jep.37.2.53&ArticleSearch%5Bwithin%5D%5Barticletitle%5D=1&ArticleSearch%5Bwithin%5D%5Barticleabstract%5D=1&ArticleSearch%5Bwithin%5D%5Bauthorlast%5D=1&ArticleSearch%5Bq%5D=&JelClass%5Bvalue%5D=R3&journal=3&from=j
https://cdn.auckland.ac.nz/assets/business/about/our-research/research-institutes-and-centres/Economic-Policy-Centre--EPC-/WP016%203.pdf
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The Wedge Between Price and Construction Cost: Land Value
The causes and consequences of housing supply shortages in the United 
States can be understood within the context of the housing market’s pric-
ing efficiency, or the relationship between price and cost. As shown in 
figure 4-8, physical construction costs have quadrupled since the 1980s, 
accelerated by an increase in labor and material costs (Khater, Keifer, and 
Yanamandra 2021; CBRE 2022), while construction sector productivity 
has fallen (Goolsbee and Syverson 2023). Also seen in figure 4-8, housing 
prices have increased more quickly than construction costs. Between 1980 
and the early 2020s, housing prices grew by over sixfold, or about 50 percent 
more than the fourfold increase in construction costs. Economists attribute 
the growing gap between housing prices and physical construction costs in 
the U.S. housing market to land prices, which largely reflect the impact of 
restrictive land-use regulations (Gyourko and Molloy 2015).

Zoning and Land-Use Regulations: Effects on the Housing Supply
Exclusionary zoning policies are a subset of local land-use regulations that 
can constrain the housing supply and thus decrease affordability. Examples 
include prohibitions on multifamily homes, height limits, minimum lot 
sizes, square footage minimums, and parking requirements—each of which 
functions to constrain housing and population density. Researchers estimate 
that loosening land-use restrictions would lead to a small but significant 
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increase in the metropolitan housing supply over the next decade (Stacy et 
al. 2023).

Some zoning laws date back to the late 1800s, when city planners were 
concerned about fire hazards, access to light and outdoor air, or proxim-
ity to industry (Fischel 2004). While some zoning laws were intended to 
improve the quality of life for poor and vulnerable families, others were 
designed to discriminate against minority groups and raise property prices 
in suburban and urban neighborhoods (Rigsby 2016; Mangin 2014). Some 
of the first zoning laws appeared in about 1917, when the Supreme Court 
banned explicit race-based segregation in zoning ordinances in Buchanan v. 
Warley (Rothstein 2017). Scholars have shown that certain zoning practices 
enabled cities to continue race-based segregation (Gray 2022; Kahlenberg 
2023). Box 4-1 provides additional detail on the history of zoning laws and 
their effects on racial and ethnic minorities. 

Single-family zoning is imposed on most residentially zoned land 
across the country and constitutes 70 percent of all U.S. residential zoning 
(Frank 2021). Minimum lot size requirements force developers to build 
homes on larger lots than the market would otherwise provide (Gyourko, 
Hartley, and Krimmel 2019; Furth and Gray 2019). For example, 81 per-
cent of Connecticut land requires a minimum of 1 acre lots (Bronin 2023). 
Research finds that doubling minimum lot sizes increases sale prices by 
14 percent and rents by 6 percent, while intensifying residential segrega-
tion (Song 2021). Recent zoning changes allowing multifamily housing 
in Boston and Minneapolis–Saint Paul has led to increased housing sup-
ply, desegregation, and increased shares of Black and Hispanic residents 
(Resseger 2022; Furth and Webster 2022). 

Another important land-use regulation concerns minimum parking 
requirements, which dictate a minimum number of off-street spaces per 
housing unit or business. However, studies have shown the requirements 
often exceed what is needed to meet demand, leading to large shares of 
land devoted to parking lots. For example, 30 percent of downtown Detroit 
is dedicated to parking, compared with 12 percent in Los Angeles and 4 
percent in Chicago (Sorens 2023; Chester et al. 2015; Kaufmann 2023). 
Parking requirements impose space requirements beyond lot sizes, reducing 
the housing supply and increasing the cost of housing (WGI 2021). Research 
has found that parking requirements in Los Angeles reduce the number of 
units in apartment buildings by 13 percent (Shoup 2014). A Seattle reform 
that reduced parking requirements was found to be associated with develop-
ers building 40 percent less parking than would have been required before 
the reform, resulting in 18,000 fewer parking spaces and saving an estimated 
$537 million in construction costs, ultimately leading to lower-priced hous-
ing (Gabbe, Pierce, and Clowers 2020).  

https://www.urban.org/research/publication/land-use-reforms-and-housing-costs
https://www.urban.org/research/publication/land-use-reforms-and-housing-costs
https://journals.sagepub.com/doi/abs/10.1080/0042098032000165271
https://tcf.org/content/facts/understanding-exclusionary-zoning-impact-concentrated-poverty/?agreed=1
https://law.stanford.edu/wp-content/uploads/2018/03/mangin_25_stan._l._poly_rev_91.pdf
https://www.epi.org/publication/the-color-of-law-a-forgotten-history-of-how-our-government-segregated-america/
https://islandpress.org/books/arbitrary-lines
https://www.hachettebookgroup.com/titles/richard-d-kahlenberg/excluded/9781541701465/?lens=publicaffairs
https://www.hachettebookgroup.com/titles/richard-d-kahlenberg/excluded/9781541701465/?lens=publicaffairs
https://www.sierraclub.org/san-francisco-bay/blog/2021/06/end-single-family-zoning-berkeley-forces-us-reflect-our-past
https://www.nber.org/papers/w26573
https://www.nber.org/papers/w26573
https://www.mercatus.org/research/research-papers/do-minimum-lot-size-regulations-limit-housing-supply-texas
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3792544
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3996483
https://www.mercatus.org/research/working-papers/impact-land-use-regulation-racial-segregation-evidence-massachusetts-zoning
https://www.mercatus.org/research/working-papers/single-family-zoning-and-race-evidence-twin-cities
https://www.aier.org/article/abolish-parking-minimums-yes-all-of-them/
https://www.tandfonline.com/doi/full/10.1080/01944363.2015.1092879
https://www.axios.com/local/chicago/2023/04/21/chicago-downtown-parking
https://publications.wginc.com/parking-structure-construction-cost-outlook-2021
https://www.emerald.com/insight/content/doi/10.1108/S2044-994120140000005011./full/html
https://www.sciencedirect.com/science/article/abs/pii/S0264837718312870?via%3Dihub
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Box 4-1. A Brief History of Exclusionary 
Zoning Laws in the United States

Some of the earliest zoning ordinances were enacted in the mid to late 
1800s to isolate nuisance land use, such as by slaughterhouses, from 
residential areas. Under the guise of further resident protection, how-
ever, other ordinances were implemented that isolated racial and ethnic 
minorities. For example, the historic “Chinese laundry” regulations 
allowed many white proprietors to be licensed while excluding Chinese 
business owners (Howells 2022). 

In 1910, Baltimore enacted one of the first zoning laws that 
explicitly segregated neighborhoods by suggesting that the ordinances 
protected the public. The Supreme Court’s 1917 Buchanan v. Warley 
decision struck down explicitly racist zoning laws (Howells 2022). 

In the wake of Buchanan v. Warley, communities began implicitly 
segregating by race with new forms of zoning. Single-family zoning in 
Berkeley, California, in early 1910s attempted to prohibit “Negroes and 
Asiatics” from living in certain areas, and the strategy began to spread 
across the country (Barber 2019). Single-family zoning also prohibited 
apartment buildings and other types of affordable housing, leading to 
increased class segregation (Gray 2022). Saint Louis introduced zoning 
designed to preserve homes in areas unaffordable to most Black families 
in 1919, and the city often changed areas’ zoning designations from resi-
dential to industrial once numerous Black families moved in (Rothstein 
2014). Similarly, Seattle’s 1923 zoning laws changed many areas with a 
large number of Black or Chinese American families from residential to 
commercial (Twinam 2018). The Supreme Court upheld various zoning 
restrictions, including against multifamily housing, in Euclid v. Ambler 
(Supreme Court 1926), furthering class-based discrimination. The new 
zoning rules restricted new housing levels and made prices unaffordable 
for low income and most nonwhite households (CEA 2021). 

In the 1920s, the Secretary of Commerce, Herbert Hoover, pub-
lished “A Zoning Primer,” which encouraged States to allow municipali-
ties to adopt exclusionary zoning (Gries 1922). The 1923 Standard State 
Zoning Enabling Act provided model legislation that States could pass 
to give municipalities zoning power; eventually, all States gave munici-
palities the right to determine local zoning regulations (Flint 2022). 
The number of cities with zoning rules increased by 1,246 additional 
municipalities between 1916 and 1936 (Fischel 2004). 

The 1970s saw a second wave of zoning in response to (1) the 
1968 Fair Housing Act, which attempted to clamp down on discrimina-
tion by race and other factors, as communities responded by increasing 
economically discriminatory zoning; and (2) the growing importance 
of real estate within household financial portfolios. By the 2000s, more 
than 30,000 local governments in the United States had their own zoning 
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https://supreme.justia.com/cases/federal/us/272/365/
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https://www.govinfo.gov/content/pkg/GOVPUB-C13-cf208d8ed0dda43ed677acd6cad8be81/pdf/GOVPUB-C13-cf208d8ed0dda43ed677acd6cad8be81.pdf
https://www.lincolninst.edu/publications/articles/2022-12-state-local-zoning-reform
https://journals.sagepub.com/doi/abs/10.1080/0042098032000165271
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One analysis found that 40 percent of Manhattan buildings could not 
be built today because they do not conform to zoning codes (Bui, Chaban, 
and White 2016). Dense city centers would be almost impossible to build 
with modern minimum parking requirements, and many new developments 
are only approved after receiving special permits or variances to circumvent 
zoning rules (Bui, Chaban, and White 2016; Gray 2022). Other factors 
restricting the housing supply include mandatory public hearings, fees 
and exactions, environmental review, design standards, lot configuration 
requirements, building size regulations, rising insurance costs, and occu-
pancy rules (Bronin 2023). Each regulation restricts what developers can 
build, increases time-to-construction and structure costs, and leads many 
would-be housing projects to be financially infeasible. 

Additional Constraints
New multifamily housing development, whether for renter- or owner-
occupied units, is a complex, long-run capital investment process that is 
highly sensitive to the macroeconomic environment. The projects involve 
various development costs, including (1) physical construction (“hard”) 
costs, (2) project design and development (“soft”) costs, and (3) land costs. 
Developers draw project financing from a combination of debt and equity 
that require different rates of return from completed projects, imposing 
minimum profitability thresholds and tying private development to interest 
rate fluctuations. At the same time, most revenue for multifamily rental 
development comes from rent charged to tenants, which is related to local 
land-use regulations. Box 4-2 describes the calculus behind financing 
housing development projects—this calculus is sometimes referred to as 
“penciling the deal.” 

Demographic shifts in the American population affect both housing 
supply and demand. For example, a sharp increase in life expectancy during 
the last century—combined with the aging of the baby boom generation—
has increased the demand for housing among older Americans (Berkeley 
Economic Review 2019). In addition, to the extent that homeowners choose 
not to move as they age, this will tend to reduce the rate of repeat sales for 
the current stock of homes, reducing the supply of available homes. Changes 
in fertility and international immigration have also affected housing demand. 

rules (Kahlenberg 2023). In recent decades, America’s neighborhoods 
have continued to be segregated by race and income (Loh, Coes, and 
Buthe 2020).
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https://www.nytimes.com/interactive/2016/05/19/upshot/forty-percent-of-manhattans-buildings-could-not-be-built-today.html
https://islandpress.org/books/arbitrary-lines
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3792544
https://econreview.berkeley.edu/baby-boomers-and-the-future-of-homeownership-in-the-united-states/
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Box 4-2. Penciling the Deal: The Math Behind 
Developing Rental Housing with LIHTC

New multifamily development projects are characterized by large 
upfront costs and long-run investment returns. Most of the revenue 
generated by housing developments comes from rent charged to tenants, 
as determined by local market conditions. The Low-Income Housing 
Tax Credit (LIHTC) enables developers to meet these upfront costs and 
charge less rent, making units affordable for 30 years after construction. 

Developers balance future revenue streams against develop-
ment and financing costs to determine whether a property is worth 
constructing; in other words, whether the deal “pencils out” (Garcia 
2019). Development costs can be grouped into three categories: (1) 
hard physical construction costs, including labor and materials; (2) soft 
costs (e.g., fees, financing, consulting, taxes, title, and insurance); and 
(3) land acquisition costs, including those associated with closing (e.g., 
environmental studies and resolving zoning issues). While local market 
conditions vary across the United States, land costs generally comprise 
10–20 percent of total costs, soft costs comprise 20–30 percent, and 
hard costs comprise 60–70 percent. Local land-use regulations, such as 
zoning restrictions, parking requirements, and density restrictions, can 
all increase development costs (Urban Institute 2016; Hoyt and Schuetz 
2020).

To finance projects, developers obtain funding from debt and 
equity. Debt typically comprises most of the funding, with loan-to-cost 
ratios of 50 to 75 percent (Urban Institute 2016; Garcia 2019; RCN 
Capital n.d.). Historically, interest rates have fluctuated between 4 and 
8 percent. Equity, mostly from private investors, fills the gap between 
debt and project costs. Housing development equity is a relatively risky 
investment class due to the time required for projects to generate rev-
enue. At a high level, equity investors compare the return on cost—the 
ratio of the project’s first year net operating income to its costs—with 
local capitalization rates. Local capitalization rates capture the aver-
age rates of return on alternative housing projects and typically range 
between 3 and 6 percent. According to one analysis, differences of 1 
to 1.5 percent between the return on cost and capitalization rates would 
incentivize private investment (Garcia 2019; JPMorgan Chase 2022).

For example, on a $20 million project, the building could be 
financed with $13 million in loans—which require $780,000 in debt 
service payments, assuming a 6 percent interest rate—and $7 million 
in private equity, which require $455,000 in returns to be attractive 
based on typical market capitalization rates. Assuming a per-unit rent 
that equals the nationwide median, the structure can have, at most, 136 
units; this structure could generate a 6.5 percent capitalization rate in 
10 years. These units would be affordable for a tenant who earns the 

https://ternercenter.berkeley.edu/wp-content/uploads/pdfs/Making_It_Pencil_The_Math_Behind_Housing_Development.pdf
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https://www.jchs.harvard.edu/blog/flexible-zoning-and-streamlined-procedures-can-make-housing-more-affordable
https://apps.urban.org/features/cost-of-affordable-housing/
https://ternercenter.berkeley.edu/wp-content/uploads/pdfs/Making_It_Pencil_The_Math_Behind_Housing_Development.pdf
https://rcncapital.com/blog/multifamily-and-commercial-real-estate-loan-ratios
https://rcncapital.com/blog/multifamily-and-commercial-real-estate-loan-ratios
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median income in 2022 ($74,755), but they would be unaffordable for 
low-income households. For example, households in the bottom 20th 
percentile of the income distribution can spend, at most, $765 in monthly 
rent in order to not be considered cost-burdened, about half the nation-
wide median monthly rent ($1,300). Developers can privately choose to 
designate some units as affordable by charging below-market-rate rent, 
but to maintain profitability, they must raise rent on the remaining units.

Affordable housing can reduce the net operating income of a hous-
ing development project and threaten its viability. The LIHTC offers an 
incentive to construct affordable housing by providing tax credit equity 
in exchange for affordable unit construction. Among other requirements, 
projects must meet one of three income tests to be eligible:

A. At least 20 percent of the units are occupied by tenants with 
an income of 50 percent or less of area median income (AMI), 
adjusted for family size.

B. At least 40 percent of the units are occupied by tenants with an 
income of 60 percent or less of AMI, adjusted for family size.

C. At least 40 percent of the units are occupied by tenants with 
income averaging no more than 60 percent of AMI, and no units 
are occupied by tenants with income greater than 80 percent of 
AMI, adjusted for family size.

The LIHTC provides a 10-year stream of annual credits based on 
a housing project’s construction costs equal to either 30 or 70 percent 
of the present value of the qualified basis, depending on whether the 
project was approved for the competitive or noncompetitive allocation 
(Tax Policy Center n.d.). The LIHTC is one of the few tax programs 
that allows for credits to be bought and sold on a secondary market. 
In particular, developers can sell their tax credits to investors who are 
better able to take advantage of the LIHTC and other project-related 
tax benefits to reduce their tax liability. Credits are typically sold by 
developers at a discount, which fluctuated between $0.85 and $0.90 on 
the $1 as of 2021, to reflect the time-value of money (Kimura 2022). The 
tax equity investors typically take a passive role, receiving the benefits 
but not participating in day-to-day decision-making.

In the case of the $20 million building, if 20 percent of the units are 
set aside for low-income tenants, as specified by income test A above, 
and the LIHTC credits were awarded competitively, the LIHTC program 
can provide $1.4 million in equity, assuming that investors are willing to 
purchase credits at a discount of $0.85 on $1. With this tax equity, only 
$5.6 million in private equity is needed, which will require 7 percent 
fewer returns from rent to cover financing costs. 

Figure 4-i compares the per-unit rent in the affordable and remain-
ing units with and without the LIHTC and under two scenarios: (1) 
20 percent of units affordable at 50 percent of the nationwide median 

https://www.taxpolicycenter.org/briefing-book/what-low-income-housing-tax-credit-and-how-does-it-work
https://www.housingfinance.com/finance/steady-lihtc-pricing-expected-for-first-half-of-2022_o
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Researchers estimate that the combined effect of changes in life expectancy, 
international immigration, urbanization, and fertility can account for 41 per-
cent of the observed housing price increase from 1970 to 2010 and forecast 
an additional increase of 5 to 19 percent in housing prices through 2050 
(Gong and Yao 2022). Likewise, research finds that a 1-percentage-point 
increase in the current birthrate would increase housing prices by 4 to 5 
percent in 25 to 30 years (Francke and Korevaar 2022). Moreover, foreign-
born household heads are projected to be the primary source of new housing 
demand by 2040 (Nguyen 2015). 

income; and (2) 40 percent of units affordable at 60 percent of the 
nationwide median. As shown, the LIHTC program allows developers 
to allocate units to low-income renters without cross-subsidizing via 
increased rent on the remaining units. If developers instead choose 
to fund affordable units privately, for example, in order to satisfy an 
inclusionary zoning requirement, the building’s remaining units would 
need to be rented at above the market rate, as characterized in figure 
4-i, based on the nationwide median rent for illustrative purposes, for 
the developer to break even on costs. This funding scenario, however, 
introduces additional risk as the developer would have no guarantee of 
demand for the above-market-rate units. 
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Housing Supply Shortages: Consequences for Welfare, 
Economic Mobility, and Aggregate Output

Even in functional housing markets, income variation across households 
implies that low-income households face higher housing cost burdens than 
those with a higher income. When land-use restrictions drive supply con-
straints, growing housing demand in cities and neighborhoods leads to more 
expensive housing, rather than new housing development (Baum-Snow 
2023). The resulting housing shortages manifest as lower vacancy rates and 
higher prices and rents relative to wage growth. As the gap widens between 
market prices and production costs, more households experience housing 
insecurity, which negatively affects individual welfare and economic mobil-
ity (Been et al. 2011; Taylor 2018).

Neighborhood Choice, Individual Welfare, and Economic Mobility
Prices affect not only the type of housing in which individuals choose to 
live, but also where they live. The latter decision is tied to a bundle of local 
amenities, including access to jobs and transportation, schools, exposure 
to crime, environmental quality, health care access, and social networks. 
Importantly, neighborhood choice shapes children’s long-run educational 
and economic outcomes, and neighborhood environment affects adult health 
and well-being (Chetty and Hendren 2018; Chyn and Katz 2021).

Property taxes typically fund public schools; the greater the tax base 
per capita, the more funds are available for education. Children from high-
income households tend to live in expensive neighborhoods and, therefore, 
have access to higher quality schools. Housing near high-scoring public 
schools costs on average 2.4 times more, or nearly $11,000 more per year, 
than housing near low-scoring schools (Rothwell 2012). Few affordable 
housing options exist near high-quality schools (DiSalvo and Yu 2023), 
which reduces the number of low-income, as well as Black and Hispanic, 
students attending them, and exacerbates intergenerational inequality 
(Ihlanfeldt 2019). Black and Hispanic students attending more segregated 
schools are less likely to graduate from high school and attend college than 
their peers attending less segregated schools, and they are less likely to work 
and more likely to have low earnings as adults (Gould Ellen, De la Roca, 
and Steil 2015).

Economic models, such as that developed by Tiebout (1956), suggest 
that beyond valuing neighborhoods for their schools, households “vote with 
their feet” and choose neighborhoods that best match their preferences. 
However, because housing markets are incomplete and affordable houses 
are often not available in neighborhoods with high-quality amenities, 
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rising housing prices push low-income households toward areas with few 
amenities. 

Housing supply constraints can affect demographic shifts in the 
American population. For instance, young adults primarily demand entry-
level and lower-priced housing. As a result, shortages in the entry-level 
market sector are felt most by young adults. Research has shown household 
formation rates decreased in recent years as a result of increased housing 
prices: a 1 percent increase in housing prices decreases household forma-
tion by almost 5 percent for young adults (Kiefer, Atreya, and Yanamandra 
2018). Consistent with this finding, homeownership rates have been declin-
ing over time for young adults (Goodman, Choi, and Zhu 2023).

Wealth Accumulation
Homeownership has long been a common path to wealth accumulation 
in the United States, with returns being especially high for those who can 
afford expensive homes (Wolff 2022). As a result, housing supply restric-
tions have implications for wealth accumulation (La Cava 2016). Figure 4-9 
reports homeownership rates and median net family worth by income, age, 
race and ethnicity, and geography. Generally, patterns in homeownership 
rates according to these characteristics are correlated with wealth patterns. 
Higher-income, older, and white non-Hispanic households are more likely 
to own their homes and have accumulated more wealth than other groups. 

Intergenerational wealth transfers interact with homeownership. For 
example, individuals are about 8 percentage points more likely to become 
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homeowners if their parents are homeowners rather than nonhomeowners 
(Choi, Zhu, and Goodman 2018). Because housing is the main source of 
wealth for most households, disparities in homeownership rates and valua-
tions across groups are likely to lead to differences in wealth accumulation 
(figure 4-9). In particular, generations of discrimination in the housing 
market have created a substantial racial wealth gap in America; one paper 
estimates that, on average, Black Americans had 17 cents for every $1 in 
wealth white Americans had in 2019 (Derenoncourt et al. 2023). Many 
researchers show that these trends are likely to be perpetuated into the future 
(Derenoncourt et al. 2023; Aaronson, Hartley, and Mazumder 2023). Black 
and Hispanic homeowners also face an assessment bias in the value of their 
homes, creating further household wealth disparities by race and ethnicity 
(Avenancio-Leon and Howard 2022).

Income Shocks, Housing Instability, and Homelessness
Homeownership and home values affect households’ ability to withstand 
income shocks. Black and Hispanic households were disproportionately 
affected by the foreclosure crisis after the global financial crisis and the 
financial hardship related to the COVID-19 pandemic (Reid et al. 2016; 
Bayer et al. 2016; Gerardi et al. 2021; Cornelissen and Pack 2023; Hermann 
et al. 2023). Foreclosures cause sustained housing instability and make 
future homeownership difficult, in addition to inflicting other forms of 
financial distress (Diamond, Guren, and Tan 2020).

While homeowners benefit from rising housing costs in their own 
neighborhood, the 35 percent of households who rent their home do not 
(Ruggles et al. 2023), and low-income residents who do not own their home 
face the threat of eviction. Eviction orders, which are increasingly likely 
after earnings declines and employment losses, increase homelessness and 
further reduce future earnings, durable consumption, and credit access 
(Collinson et al. 2023). Children are at the greatest risk for eviction, and 
extensive research suggests they are substantially and lastingly harmed by 
housing instability (Graetz et al. 2023). Finally, housing stability, quality, 
safety, and affordability are all associated with improved health outcomes 
(Taylor 2018). 

Evidence suggests that regional variation in housing costs and avail-
ability explains regional variation in homelessness (Aldern and Colburn 
2022). Counter to intuition, poverty rates are lower in places with higher 
rates of homelessness (Aldern and Colburn 2022). Homelessness is strongly 
correlated with median rent at the city or county level; one study shows 
that a $100 increase in median rent is associated with a 15 percent rise in 
homelessness in metropolitan areas (Byrne et al. 2016). Moreover, evidence 
suggests that higher homelessness rates are not associated with higher 
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incidence of mental health issues, substance abuse, or generosity of the local 
safety net (Aldern and Colburn 2022). A statewide California study finds 
that 75 percent of homeless residents remain in the county where they last 
had housing (Benioff Homelessness and Housing Initiative 2023). 

Implications for Inflation and Aggregate Growth
A constricted housing supply across regions creates migration frictions that 
can lead to a geographic labor misallocation (Ganong and Shoag 2017). 
All else being equal, workers should migrate from low to high productiv-
ity cities until productivity, and therefore wages, equalizes across cities. 
If high-productivity cities also have a constrained housing supply, fewer 
workers can respond to productivity and wage incentives. Recent evidence 
suggests that many workers might not move to places with higher wages 
because higher housing costs completely offset any increase in wages (Card, 
Rothstein, and Yi 2023). 

Housing supply restrictions also exacerbate inflation. When measured 
by the Consumer Price Index (CPI), inflation reflects changes over time in 
the price paid for a market basket of consumer goods and services, includ-
ing food, energy, and housing. Housing expenses—the single largest basket 
component—have accounted for at least 25 percent of the CPI basket since 
1993. Figure 4-10 depicts a decade of inflation trends, including a decom-
position of the market basket’s core components. As the level of housing 
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https://homelessnesshousingproblem.com/
https://homelessness.ucsf.edu/sites/default/files/2023-06/CASPEH_Executive_Summary_62023.pdf
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prices has increased, the contribution of housing to CPI has increased simul-
taneously (CEA 2023a). High housing inflation partially reflects a shift in 
housing demand—for example, increased working from home—paired with 
an already-constrained housing supply (Mischke et al. 2023). Housing infla-
tion has steadily declined since the spring 2023 peak, and as a result, annual 
inflation declined to 3.4 percent at the end of 2023.

Federal Policy’s Role 

The three prominent frictions related to long-run housing supply shortages 
and affordability issues are (1) locally determined land-use regulations, 
which lead to exclusionary zoning; (2) financing and other construction 
costs that increase the cost of producing housing; and (3) the spatial mis-
match of workers and jobs, which reduces aggregate output. These three 
costs motivate multiple Federal policy solutions.

Although much of housing supply policy is local, the Federal 
Government can affect national priorities through various mechanisms. For 
example, the government can help address long-standing implicit and explicit 
discriminatory zoning practices. To this end, the Federal Government can 
align its agency resources and policy priorities to promote zoning reforms 
that reduce barriers that limit what can be built. Likewise, the Federal purse 
can be used to advance existing agency priorities and launch new initiatives 
to alleviate housing supply constraints, increase the production of affordable 
units, and address the Nation’s growing affordability challenges.

A central goal of the Biden-Harris Administration is an economy in 
which every American has access to a safe and affordable home. On one 
hand, demand-side policies, including direct subsidies to cost-burdened 
households, can help address acute affordability issues. Box 4-3 describes 
several important examples. On the other hand, supply-side policies that 
directly boost housing construction are an integral part of the solution.

Zoning Reforms: Expanding the Housing Supply and Increasing 
Affordability
Local zoning and land-use restrictions are a long-standing, fundamental 
hurdle for increasing the housing supply. Under these restrictions, housing 
supply shortages have become increasingly salient, with a growing share of 
household budgets dedicated to housing. Reducing barriers to the housing 
supply can lead to several benefits: increased housing production, economic 
growth, job creation, reduced class and racial segregation, and increased cli-
mate resiliency through reduced sprawl and commuting times. Fortunately, 
momentum is building for zoning reforms, and numerous policy changes 
have been enacted at the State and local levels. Examples, detailed in box 

https://www.whitehouse.gov/cea/written-materials/2023/04/27/update-on-housing-inflation-in-cpi/
https://www.mckinsey.com/mgi/our-research/empty-spaces-and-hybrid-places-chapter-1


 | 165164 | Increasing the Supply of Affordable Housing:  
Economic Insights and Federal Policy Solutions

Box 4-3. Assistance for Housing Demand
Even in a functioning housing market with abundant supply, many low-
income families still struggle to afford housing. Federal policies can 
help families close the gap between housing expenditures and personal 
financial resources. The Federal Government can provide financial 
assistance to individuals directly and also enact policies to decrease the 
price of housing. 

The Federal Government uses several assistance programs to help 
low-income families access affordable housing, including Project-Based 
Rental Assistance, Public Housing, and housing vouchers. The Section 
8 Housing Choice Voucher Program, administered by HUD in partner-
ship with local public housing agencies, is one of the largest Federal 
housing programs (Center on Budget and Policy Priorities 2017). The 
program generally caps families’ housing costs at 30 percent of their 
income, helping 2.3 million low-income households annually, while 
also reducing evictions and homelessness (HUD 2023d, 2023i). Almost 
three-quarters of families receiving housing vouchers have children 
(Center on Budget and Policy Priorities 2017). Households using vouch-
ers were once young relative to the general population but have steadily 
become older (Reina and Aiken 2022). Many voucher households live in 
high-poverty and low-opportunity areas, where vouchers are more often 
accepted; however, only about one in four voucher-eligible households 
actually receive and use a voucher, due to the lack of program funding 
(Gould Ellen 2018). When families use vouchers to move to low poverty 
neighborhoods, children’s long-run outcomes improve in the form of 
higher college attendance rates and adult earnings (Chetty, Hendren, 
and Katz 2016).

Recognizing that funding limitations constrain the number of 
households able to receive rental assistance, President Biden’s Fiscal 
Year 2024 Budget proposed expanding rental assistance to well over 
200,000 additional households through $2.4 billion in additional funding 
for the voucher program, as well as $22 billion in mandatory funding to 
provide guaranteed housing to extremely low income veterans and youth 
transitioning out of foster care (White House 2023c; HUD 2024b).

Federal financial assistance to families in the form of cash, tax 
credits, and in-kind benefits like the Supplemental Nutrition Assistance 
Program (known as SNAP) can help alleviate some of the financial 
burden of housing. For instance, the temporarily expanded 2021 Child 
Tax Credit (CTC) helped families maintain stable housing by alleviat-
ing other financial burdens (CEA 2023b; Pilkauskas, Michelmore, and 
Kovski 2023). 

The Rural Housing Service of the U.S. Department of Agriculture 
(USDA) offers direct and guaranteed loans to help low-income rural 
residents buy and maintain housing. In 2022, USDA’s Single Family 

https://www.cbpp.org/sites/default/files/atoms/files/3-10-14hous-factsheets_us.pdf
https://www.hud.gov/topics/housing_choice_voucher_program_section_8
https://www.hud.gov/sites/dfiles/CFO/documents/2024_CJ_Program_Template_-_TBRA.pdf
https://www.cbpp.org/sites/default/files/atoms/files/3-10-14hous-factsheets_us.pdf
https://journals.sagepub.com/doi/abs/10.1177/1078087420969895
https://furmancenter.org/files/fact-sheets/HousingChoiceVouchers_ige.pdf
https://www.aeaweb.org/articles?id=10.1257/aer.20150572
https://www.aeaweb.org/articles?id=10.1257/aer.20150572
https://www.whitehouse.gov/omb/briefing-room/2023/03/09/fact-sheet-president-bidens-budget-lowers-housing-costs-and-expands-access-to-affordable-rent-and-home-ownership/
https://www.hud.gov/sites/dfiles/CFO/documents/2024_Mandatory_Affordable_Housing_Programs.pdf
https://www.whitehouse.gov/cea/written-materials/2023/11/20/the-anti-poverty-and-income-boosting-impacts-of-the-enhanced-ctc/
https://www.nber.org/system/files/working_papers/w31339/w31339.pdf
https://www.nber.org/system/files/working_papers/w31339/w31339.pdf
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4-4, include initiatives allowing construction of multifamily housing in areas 
previously zoned for single-family homes, expanding homeowners’ right to 
construct and rent out accessory dwelling units, and abolishing minimum 
parking requirements (Greene and González-Hermoso 2019; Parking 
Reform Network n.d.). Federal policy could build on these successes to help 
cities and States continue their reforms. 

Federal dollars can create incentives for State and local policymak-
ers to meet housing policy goals. For instance, the Pathways to Removing 
Obstacles to Housing (PRO Housing) program sponsored by the Department 
of Housing and Urban Development (HUD) will award $85 million in com-
petitive grants to communities with plans to remove barriers to affordable 
housing and production in 2024 (HUD 2023b). In addition, President Biden 
has called for $20 billion to create a first-of-its-kind fund that will award 
planning and housing capital grants to State and local jurisdictions to expand 
the housing supply and lower housing costs for lower- and middle-income 
households (as described in the forthcoming Fiscal Year 2025 Budget, per 
the U.S. Department of the Treasury). Further, HUD’s 2023 publication 
Policy & Practice collects and disseminates evidence-based insights drawn 
from State and local housing policy initiatives. HUD also recently announced 
$4 million in grant funding to support research studying zoning and land-use 
reforms, and a $350,000 award through the Research Partnerships program 
to support the development of the “National Zoning Atlas” to “close data 
gaps that limit our understanding of the relationship between zoning and 
segregation, affordability, and other outcomes of interest” (HUD 2023j, 
2023g). HUD has further reinforced the 1968 Fair Housing Act’s goal of 
“Affirmatively Furthering Fair Housing” with a rule that would require 
recipients of HUD funding to work to overcome patterns of segregation, pro-
mote fair housing choice, eliminate disparities in opportunities, and foster 
inclusive communities free from discrimination (HUD 2023a).

Housing Direct Loan Program obligated $1.3 billion to underwrite 
and service mortgages for low-income families that often face credit 
constraints. Additionally, USDA obligated $13.1 billion in mortgage 
loan guarantees to help provide moderate- to low-income rural residents 
an opportunity to realize the dream of homeownership (USDA 2024).  

In a housing market with sufficient supply, demand-side assistance 
can be very effective. However, in a housing market with a constrained 
supply, these policies may lead to increased rent prices for some rental 
units, possibly directing some of the benefits to landlords and property 
owners rather than renters (Diamond, McQuade, and Qian 2018).

https://www.urban.org/urban-wire/how-communities-are-rethinking-zoning-improve-housing-affordability-and-access-opportunity
https://parkingreform.org/resources/mandates-map/
https://parkingreform.org/resources/mandates-map/
https://www.hud.gov/program_offices/comm_planning/pro_housing
https://www.hud.gov/program_offices/spm/gmomgmt/grantsinfo/fundingopps/fy2023_increasing
https://www.hud.gov/press/press_releases_media_advisories/hud_no_23_072
https://www.hud.gov/press/press_releases_media_advisories/HUD_No_23_013
https://www.usda.gov/sites/default/files/documents/32-2024-RHS.pdf
https://www.gsb.stanford.edu/faculty-research/working-papers/effects-rent-control-expansion-tenants-landlords-inequality
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Box 4-4. State and Local Zoning: Recent Steps
Zoning is one of the most significant regulatory powers of local govern-
ment, and research shows reform can unlock economic growth and 
opportunity (Flint 2022). Zoning reforms that are likely to increase 
housing supply include allowing more multifamily housing to be built 
(especially near public transportation hubs), legalizing accessory dwell-
ing units (ADUs), and eliminating minimum parking requirements, 
minimum lot sizes, minimum square feet requirements, and density 
restrictions. None of these reforms prevent new single-family home 
construction; rather, the changes prevent municipalities from requiring 
only single-family homes.

Some steps taken in recent years include: 
• Buffalo became the first major U.S. city to abolish minimum 

parking requirements in 2017 (Poon 2017). Recently, more 
cities have followed suit, including Anchorage, San Jose, and 
Gainesville. Other cities, such as San Diego, made incremental 
steps in the same direction by eliminating parking requirements 
near public transit (Wamsley 2024; Khouri 2022).

• Minneapolis banned single-family exclusive zoning in 2018, 
and Charlotte enacted a similar policy in 2021 (Grabar 2018; 
Brasuell 2021). At the State level, Oregon, California, and 
Washington enacted such policies in 2018, 2021, and 2023, 
respectively (Garcia et al. 2022; Gutman 2023). 

• California has enacted multiple policies intended to grow 
housing supply in recent years. The State has legalized ADUs 
statewide, allowed duplexes and lot splits in single-family 
zones, and allowed mixed-income, multifamily housing in all 
residential areas (Skelton 2021; Gray 2022). At the same time, 
California has eliminated minimum parking requirements at 
transit stations statewide (Khouri 2022). California has also 
set up a Regional Housing Needs Allocation process, whereby 
local jurisdictions must produce housing and land use plans to 
comply with State housing targets (California Department of 
Housing and Community Development 2023).

• Connecticut has enacted significant policy changes, requiring its 
cities and towns to “affirmatively further fair housing” in their 
zoning, promote diverse housing options, legalize ADUs, and 
cap minimum parking requirements (Flint 2022).

• Montana enacted several changes in 2023 aimed at making 
housing more affordable and reducing sprawl into rural and 
agricultural areas (State of Montana Governor’s Office 2023). 
These pro-housing changes include allowing duplexes, ADUs, 
and apartment-style housing, while also speeding up permitting 
approvals (Dietrich 2023).

https://www.lincolninst.edu/publications/articles/2022-12-state-local-zoning-reform
https://www.bloomberg.com/news/articles/2017-01-09/buffalo-is-the-first-to-abandon-minimum-parking-requirements-citywide
https://www.npr.org/2024/01/02/1221366173/u-s-cities-drop-parking-space-minimums-development
https://www.latimes.com/california/story/2022-09-23/newsom-bill-banning-parking-requirement-transit-housing-climate-change
https://slate.com/business/2018/12/minneapolis-single-family-zoning-housing-racism.html
https://www.planetizen.com/news/2021/06/113893-charlottes-new-controversial-comprehensive-plan-end-single-family-zoning
https://ternercenter.berkeley.edu/wp-content/uploads/2022/12/Missing-Middle-Brief-December-2022.pdf
https://www.seattletimes.com/seattle-news/politics/wa-house-passes-bill-banning-single-family-zoning/
https://www.latimes.com/california/story/2021-09-22/skelton-sb9-housing-single-family-zoning
https://www.theatlantic.com/ideas/archive/2022/10/california-accessory-dwelling-units-legalization-yimby/671648/
https://www.latimes.com/california/story/2022-09-23/newsom-bill-banning-parking-requirement-transit-housing-climate-change
https://www.hcd.ca.gov/planning-and-community-development/regional-housing-needs-allocation
https://www.hcd.ca.gov/planning-and-community-development/regional-housing-needs-allocation
https://www.lincolninst.edu/publications/articles/2022-12-state-local-zoning-reform
https://news.mt.gov/Governors-Office/Governor_Gianforte_Announces_Bold_Transformational_Pro-Housing_Zoning_Reform
https://montanafreepress.org/2023/12/15/homeowner-group-files-court-challenge-against-pro-construction-housing-laws/
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In addition to HUD’s efforts, the U.S. Department of Transportation 
(DOT) manages several large grant programs that improve transportation 
connections, including connections to affordable housing and funding 
for land-use reform. For example, the Reconnecting Communities and 
Neighborhoods Program offers grant funding for capital construction, com-
munity planning, and regional partnerships that prioritize disadvantaged 
communities, improve access to daily needs, foster equitable development, 
and reconnect communities (DOT 2023). The Areas of Persistent Poverty 
Program awards competitive grants to finance projects including those that 
improve transit facilities, technologies, and transit service in areas of per-
sistent poverty or in historically disadvantaged communities (FTA 2023). 
In addition, the Economic Development Administration has updated its 
guidance to emphasize efficient land use as part of the agency’s grantmaking 
authority (White House 2023a). Many of these efforts are connected with the 
Administration’s Housing Supply Action Plan, which provides incentives 
for local zoning reforms by tying these reforms to Federal grant process 
scoring (White House 2022). Together, these policies prioritize and direct 
Federal spending toward increasing the housing supply and affordability, 
especially in locations close to public transportation.

Reducing Supply Constraints with Federal Taxes and Other Subsidies
Addressing home affordability requires both short-term and long-term 
solutions. To unlock supply and increase access in the short run, the Biden-
Harris Administration has called for a series of new policies designed to 
lower costs for homeowners and homebuyers. This includes a temporary 
mortgage payment relief tax credit for first-time homebuyers, which can 
increase access to homeownership during this period of historically high 

• In 2022, Maine passed legislation to allow ADUs and duplexes 
in residential zones, and legalized quadplexes in “designated 
growth areas” (SMPDC 2023).

• In Massachusetts, a program known as MBTA Communities, 
signed in 2021, requires cities and towns to allow multifamily 
housing near transit stations, with a minimum density of 15 
units per acre (Commonwealth of Massachusetts 2023). Fairfax 
County, Virginia, is taking similar steps, such as easing height 
and density restrictions near transit stations (Merchant 2016).

• Vermont legalized duplexes in all residential neighborhoods, as 
well as triplexes and quadruplexes in all areas served by munici-
pal sewer and water infrastructure in 2023 (Brasuell 2023).

https://www.transportation.gov/grants/rcnprogram
https://www.transit.dot.gov/grant-programs/areas-persistent-poverty-program
https://www.whitehouse.gov/briefing-room/statements-releases/2023/07/27/biden-harris-administration-announces-actions-to-lower-housing-costs-and-boost-supply/
https://www.whitehouse.gov/briefing-room/statements-releases/2022/05/16/president-biden-announces-new-actions-to-ease-the-burden-of-housing-costs/
https://smpdc.org/ld2003
https://www.mass.gov/info-details/multi-family-zoning-requirement-for-mbta-communities
https://ggwash.org/view/41968/a-zoning-change-in-fairfax-will-allow-more-density
https://www.planetizen.com/news/2023/06/123767-vermont-latest-state-preempt-single-family-zoning
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mortgage interest rates (as described in the forthcoming Fiscal Year 2025 
Budget, per the U.S. Department of the Treasury). It includes down payment 
assistance to first-generation homebuyers, which can increase access for 
families that have not benefited from the generational wealth accumulation 
associated with homeownership (HUD 2024a). Further, it includes a tempo-
rary tax credit targeting low- and middle-income homeowners who sell their 
starter homes, which can unlock inventory in the starter-home market that is 
currently facing an acute supply shortage (as described in the forthcoming 
Fiscal Year 2025 Budget, per the U.S. Department of the Treasury). Finally, 
to reduce the value gap between rehabilitation costs and postconstruc-
tion home values for single-family homes in distressed neighborhoods, it 
includes new funding to subsidize rehabilitation expenses (White House 
2023d). These funds can increase the likelihood that homes are rehabilitated 
before sale, making it easier to attract homebuyers and boosting revitaliza-
tion efforts in these neighborhoods.

To address supply issues in the long run requires making progress on 
both cost and access. However, these policies take time to show progress. 
President Biden has called for a new Project-Based Rental Assistance 
Program to fund long-term contracts with private owners to rent new afford-
able units to America’s neediest families (White House 2023c). The Federal 
Government has also directly reduced the cost of building affordable hous-
ing by subsidizing construction expenses through the tax code. 

The largest construction subsidy, the LIHTC, has funded one in five 
of all new multifamily units since 1987 and has created more than 3.5 mil-
lion affordable rental units (HUD 2023e). The LIHTC awards developers a 
stream of Federal tax credits over a 10-year period after a project is placed 
in service. In exchange, developers must designate a subset of units as rent 
restricted for low-income households. Box 4-2 provides additional details on 
the LIHTC, including how it helps close the gap between profitability and 
the investment returns required for investors to fund the project. 

Figure 4-11 shows the financial characteristics of LIHTC unit tenants 
in 2021. LIHTC provides housing for households with very low incomes: 
24 percent had an annual income below $10,000, and 56 percent had an 
income below $20,000. The program benefits a diverse group of households: 
roughly one-quarter are white, another quarter are Black, and one-tenth self-
identify as Hispanic/Latino. The statistics suggest that the LIHTC program 
effectively targets vulnerable families.5 Still, nearly 40 percent of tenants 
spend more than 30 percent of their income on rent (HUD 2021). 

5 While HUD collects demographic information describing households residing in each LIHTC 
property, these data are incomplete because a universal list of buildings placed in service that 
received LIHTC is not publicly available. Improving the collection of these data would permit HUD 
to more completely portray the scope of the LIHTC portfolio and its residents. 

https://www.hud.gov/sites/dfiles/CFO/documents/2024-HUD-Congressional-Justifications.pdf
https://www.whitehouse.gov/briefing-room/statements-releases/2023/10/16/white-house-announces-new-actions-on-homeownership/
https://www.whitehouse.gov/briefing-room/statements-releases/2023/10/16/white-house-announces-new-actions-on-homeownership/
https://www.whitehouse.gov/omb/briefing-room/2023/03/09/fact-sheet-president-bidens-budget-lowers-housing-costs-and-expands-access-to-affordable-rent-and-home-ownership/
https://www.huduser.gov/portal/datasets/lihtc/property.html
https://www.huduser.gov/portal/Datasets/lihtc/2021-LIHTC-Tenant-Tables.pdf
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LIHTC-funded developments make an impact on both families and 
neighborhoods, according to multiple studies of the program’s benefits 
(Baum-Snow and Marion 2009; Eriksen and Rosenthal 2010). Evidence 
from Chicago demonstrates that LIHTC-assisted developments have posi-
tive spillover effects on local property values (Voith et al. 2022). Home 
price appreciation contributes to wealth accumulation for neighborhood 
residents and increases funding for public services, but it can also make 
localities inaccessible for financially disadvantaged families. At the same 
time, LIHTC-assisted developments are associated with reductions in 
violent crime through neighborhood revitalization (Freedman and Owens 
2011). One study estimates that the program’s aggregate welfare benefits 
in low-income areas are $116 million via property value appreciation, 
declines in crime, and the inflow of racially diverse individuals (Diamond 
and McQuade 2019). Further, access to affordable housing via LIHTC units 
gives families and their children the stability required for regular health care 
access and is associated with decreased rates of child abuse and neglect 
(Gensheimer et al. 2022; Shanahan et al. 2022). 

However, there is also evidence that new LIHTC projects may increase 
owner turnover rates and crowd out private rental construction (Baum-Snow 
and Marion 2009; Eriksen and Rosenthal 2010). Still, the Administration 
believes the program can help improve housing affordability and supply, 

0

10

20

30

40

50

60

70

Figure 4-11. Financial Characteristics of LIHTC Unit Tenants, 2021
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and President Biden’s Fiscal Year 2025 Budget calls for roughly $30 billion 
to expand and enhance the program. The President’s 2022 Housing Supply 
Action Plan called for LIHTC reforms, including a now-finalized Treasury 
rule allowing developers to average incomes across some, rather than all, 
households in a given property to incentivize more mixed-income develop-
ments (White House 2022; Internal Revenue Service 2022).

The Historic Tax Credit subsidizes the rehabilitation of historic prop-
erties, including those that result in a new or renovated housing supply.6 
Since its inception in 1976, the program has rehabilitated more than 300,000 
housing units and has created 343,000 new housing units, 192,000 of which 
are low- and moderate-income units (U.S. Department of the Interior 2022). 
In Fiscal Year 2021, the National Park Service certified 1,063 historic 
rehabilitation projects to revitalize abandoned and underutilized buildings; 
nearly 80 percent of them were located in economically distressed areas 
(U.S. Department of the Interior 2021). The National Park Service has also 
shown that Historic Tax Credit–related rehabilitation projects provide a bet-
ter return on investment than equal investments in new construction (U.S. 
Department of the Interior 2020). 

Federal housing tax subsidies can help achieve long-term housing sup-
ply goals and affect the U.S. economy’s climate impact. Buildings account 
for 29 percent of all U.S. greenhouse gas emissions (Leung 2018). Estimates 
suggest that rehabilitated structures produce 50–75 percent fewer carbon 
emissions than new construction (Gupta, Martinez, and Nieuwerburgh 
2023). The Inflation Reduction Act has committed $9 billion in tax credits, 
rebates, workforce training, and funding opportunities to transform existing 
homes into green homes and construct new, environmentally friendly resi-
dential spaces (Martin 2022). Currently, the commercial real estate market, 
with high office vacancy rates and rising loan delinquencies, is in a position 
to be transformed into usable and financially prudent residential spaces 
(Sorokin 2023; DBRS Morningstar 2023; White House 2023b). 

In addition to tax subsidies, the Federal Government provides several 
block grants to State and local jurisdictions to assist in affordable hous-
ing development. HUD’s Community Development Block Grant Program 
(CDBG) can support the acquisition and rehabilitation of housing for low- 
and moderate-income individuals. In Fiscal Year 2022, the CDBG State 
and local grantees allocated more than $920 million to housing activities, 
including public housing modernization and single- and multifamily home 
rehabilitation (HUD 2022). Recently, HUD issued additional guidance on 
how to make use of CDBG funds to further develop “decent, accessible, 
equitable, and affordable housing,” providing specific ways that grantees 
can best make use of CDBG funds (HUD 2023h). HUD also administers the 
6 The Historic Tax Credit is a colloquial name for the Rehabilitation Tax Credit, which was made 
available under section 47 of the Internal Revenue Code. 

https://www.whitehouse.gov/briefing-room/statements-releases/2022/05/16/president-biden-announces-new-actions-to-ease-the-burden-of-housing-costs/
https://www.federalregister.gov/documents/2022/10/12/2022-22070/section-42-low-income-housing-credit-average-income-test-regulations
https://www.nps.gov/subjects/taxincentives/upload/report-2022-annual.pdf
https://www.nps.gov/subjects/taxincentives/upload/report-2021-economic-impact.pdf
https://www.nps.gov/subjects/taxincentives/upload/report-2020-economic-impact.pdf
https://www.nps.gov/subjects/taxincentives/upload/report-2020-economic-impact.pdf
https://www.c2es.org/document/decarbonizing-u-s-buildings/
https://www.nber.org/system/files/working_papers/w31530/w31530.pdf
https://www.nber.org/system/files/working_papers/w31530/w31530.pdf
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https://www.whitehouse.gov/briefing-room/statements-releases/2023/10/27/fact-sheet-biden-harris-administration-takes-action-to-create-more-affordable-housing-by-converting-commercial-properties-to-residential-use/
https://view.officeapps.live.com/op/view.aspx?src=https%3A%2F%2Ffiles.hudexchange.info%2Fresources%2Fdocuments%2FCDBG_Expend_NatlAll.xlsx&wdOrigin=BROWSELINK
https://www.hud.gov/sites/dfiles/OCHCO/documents/2023-10cpdn.pdf
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HOME Investment Partnerships Program, the largest Federal block grant 
program that provides funding exclusively to increase access to an adequate, 
affordable housing supply for low-income households (CRS 2021). Since 
1992, HOME appropriations have cumulatively totaled nearly $45 billion, 
with annual appropriations ranging between about $1 billion and $2 billion. 
The funds have supported completion of more than 1.3 million affordable 
housing units (HUD 2023c). 

Expanding Manufactured Home Delivery and Financing to Address 
Rural Housing Constraints 
Manufactured housing costs 45 percent less to build per square foot 
than site-built housing due to efficient production technologies that take 
advantage of economies of scale (Freddie Mac n.d.). Manufactured homes, 
which are required to comply with HUD-promulgated Manufactured Home 
Construction and Safety Standards, are energy efficient, safe, and designed 
to withstand natural disasters, inclement weather, and fires (Freddie Mac 
2022; Code of Federal Regulations 2023). As a result, they may help provide 
affordable housing units and alleviate supply constraints, especially in rural 
communities. 

Manufactured housing has a higher share of total owner- and renter-
occupied housing in rural communities than in more densely populated 
areas (Layton 2023). However, efforts to expand the manufactured housing 
supply face hurdles driven by land-use regulations. Although the HUD-
promulgated manufactured housing building code preempts State and local 
design and construction code, local land-use regulations often restrict the 
placement of manufactured homes, either implicitly or explicitly (HUD 
2023f). For example, some jurisdictions have zoning requirements that limit 
manufactured housing to specific zoning districts, and other jurisdictions 
may have minimum home size requirements that preclude manufactured 
housing (Freddie Mac 2022). In addition, minimum lot size and parking 
regulations increase land costs and price manufactured homeowners out of 
the market. Federal efforts to encourage the adoption of improved State and 
local zoning policies could serve as a financial incentive to promote these 
kinds of reforms as well. 

Barriers to manufactured home financing dampen demand. The tradi-
tional government-sponsored mortgage enterprises, specifically Fannie Mae 
and Freddie Mac, cannot purchase and guarantee loans for manufactured 
homes because their owners do not typically own the land on which they 
sit. Instead, owners must take out a so-called chattel loan, which, relative to 
a mortgage, has higher interest rates, shorter repayment periods, and fewer 
consumer finance protections (CFPB 2021). These loans can be prohibi-
tively costly for low-income families (Goodman and Ganesh 2018). In light 

https://sgp.fas.org/crs/misc/R40118.pdf
https://files.hudexchange.info/reports/published/HOME_Prod_Natl_20230831.pdf
https://sf.freddiemac.com/working-with-us/affordable-lending/duty-to-serve/manufactured-housing
https://sf.freddiemac.com/articles/insights/could-more-inclusive-zoning-for-manufactured-homes-help-address-the-current-housing-supply-gap
https://sf.freddiemac.com/articles/insights/could-more-inclusive-zoning-for-manufactured-homes-help-address-the-current-housing-supply-gap
https://www.ecfr.gov/current/title-24/subtitle-B/chapter-XX
https://furmancenter.org/thestoop/entry/manufactured-housing-is-a-good-source-of-unsubsidized-affordable-housing-except-when-its-not-high-level-and-specific-policy-recommendations-part-3
https://www.hud.gov/program_offices/housing/mhs
https://www.hud.gov/program_offices/housing/mhs
https://sf.freddiemac.com/articles/insights/could-more-inclusive-zoning-for-manufactured-homes-help-address-the-current-housing-supply-gap
https://files.consumerfinance.gov/f/documents/cfpb_manufactured-housing-finance-new-insights-hmda_report_2021-05.pdf
https://www.urban.org/sites/default/files/publication/98687/challenges_to_obtaining_manufactured_home_financing_0.pdf
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of this, Fannie Mae and Freddie Mac have identified the financing of manu-
factured and rural housing among the activities targeted by their 2022–24 
Duty to Serve Plans, including the plan to begin purchasing loans titled as 
personal property in 2024 and to increase the purchase of loans titled as real 
property (FHFA 2022).7 

Conclusion

Housing shortages and unaffordability have risen over the last 60 years, in 
large part because of local land-use policies that restrict housing density and 
what can be built. These effects are felt most by low-income and vulnerable 
families, which are increasingly priced out of the housing market. Because 
many amenities are bundled with housing and neighborhoods, housing 
supply shortages inhibit economic mobility for millions of Americans. 
Investing in the housing supply and producing affordable units opens the 
door for upward mobility and increases overall economic growth.

Persistent market failures in the housing market create a role for gov-
ernment. Demand-side assistance can help households facing affordability 
constraints. In addition, the Federal Government has encouraged efforts to 
increase supply-side policies that incentivize local zoning reform, reduce 
exclusionary zoning via grants and other spending, and directly subsidize 
affordable unit construction through programs like LIHTC. While the efforts 
have made a difference, the housing market still faces an acute supply short-
age and declining affordability. Ultimately, meaningful change will require 
State and local governments to reevaluate the land-use regulations that 
reduce the housing supply. 

Fortunately, local, State, and Federal policies can boost the housing 
supply through incentivized changes to zoning policies, tax credits that 
subsidize construction costs for affordable units, and other block grants that 
prioritize affordable unit construction. By taking further steps to address 
the country’s housing supply shortage, the United States will be richer, our 
citizens will be more financially stable, and our environment will be greener.

7 The Safety and Soundness Act provides that the “Government-Sponsored Entities” have a “duty to 
serve underserved markets,” specifying that the enterprises “shall provide leadership to the market in 
developing loan products and flexible underwriting guidelines” to improve access and equity in the 
mortgage financing market. 

https://www.fhfa.gov/PolicyProgramsResearch/Programs/Documents/FannieMae2022-24DTSPlan-April2022.pdf
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