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Lack of Housing Supply Is Largely 

Responsible for High Home Prices 

and Rents 
The housing market matches households to homes. Home prices and rents are determined in large part 

by whether and by how much the market has too few houses (i.e., a sellers’ or landlords’ market) or has 

too many houses (i.e., a buyers’ or renters’ market). Changes in supply are determined by net new 

construction (new units added, minus units lost to obsolescence and demolition). Changes in demand 

are determined by net household formation (new households formed versus those that disappear). 

Every household demands one housing unit whether they own it or rent it (in effect, this is how a 

household is defined). Overall housing demand is the same whether a household owns a home or rents 

one from a landlord.1  

The key point is that home prices and rents are primarily determined by the supply and demand for 

housing units and by changes to that supply and demand.2 This seemingly obvious point has enormous 

implications for how we deal with high home prices and rents.  

This simple supply-and-demand principle has the power to cut through much of the finger pointing 

we see in the popular press, which often clouds housing policy debates. We discuss the following 

scapegoats that distract from the underlying cause of high home prices and rents. Our simple point has 

a simple solution: a massive supply shortage is causing high home prices and rents, and the way to fix it 

is to build more housing (and rehabilitate existing housing where economical). Any factor that does not 

influence the housing supply or the demand for household creation is of second-order importance. 

◼ The first common scapegoat is the federal government. Some people believe that the 

government’s targeted programs to make mortgages somewhat more affordable and easing 

eligibility standards (while keeping these mortgages sustainable) drive up home prices. A more 

accurate framing would be to say that at the margin, expanding mortgage availability will 

convert some renters to homeowners, but overall demand for units will be largely unchanged. 

There will be marginally more homeownership demand and correspondingly marginally less 

rental demand. 

◼  A second common scapegoat is developers who build high-cost homes and apartments that 

drive up home prices and rents. A more accurate framing would be to say that more housing 
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supply is always better than less (including multifamily buildings with more units; higher-

density duplexes, triplexes, and fourplexes; and more accessory dwelling units). High-end 

supply will eventually trickle down through filtering, but more affordable homes reach the 

segments in need faster, so policymakers should try to make newly built housing affordable 

where possible. 

◼ A third common scapegoat is institutional investors, who buy single-family homes and drive up 

home prices and rents. A more accurate framing would be to say that institutional investors do 

not change housing supply or demand. Investors buy houses only because there is a renter 

household willing to live in the home. Periods of rapid rent increases correlate with periods of 

greater household formation coupled with supply shortages, which attract, but are generally 

not caused by, institutional investor buyers.  

◼ A final common scapegoat is that a lack of local political will to change zoning is solely to blame 

for high home prices and rents. A more accurate framing would be to say that local regulations 

do play a role in restricting supply and, hence, driving up housing costs. But the federal 

government needs to have a housing supply policy, which should try to expand the most cost-

effective ways to increase supply (including offering carrots and sticks to local governments to 

ease zoning restrictions). 

The focus of our report is home prices and rents. Accounting for the supply shortage of millions of 

units, policy interventions to make housing more affordable for all households must simultaneously (1) 

make more supply available (what we advocate for in this report) and (2) provide adequate subsidies 

such that lower-income households can afford a place to live and more renting households can afford to 

become homebuyers (mostly outside the scope of this report).3 This logic is not new. It is the exact 

argument made in the 1940s regarding substandard living conditions and slums. In retrospect, this is 

also the recipe that worked for that issue: we had an unprecedented amount of construction in the 

decades after World War II (albeit, steadily decreasing on a per capita level), and incomes and transfers 

increased substantially as well (again, with the rate of increase falling in the past couple of decades for 

lower-income households). 

Simply providing massive subsidies that could increase household formation (e.g., a massive 

expansion of housing choice vouchers) without resolving the housing supply shortage is self-defeating 

(Susin 2002). As long as the supply shortage persists, subsidies that broadly increase the number of 

households (e.g., various government transfers during the pandemic), as opposed to shifting the renter-

homeowner composition (e.g., marginal targeted changes in mortgage eligibility and mortgage rates), 
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will drive up home prices and rents even further and will ultimately be a subsidy to homeowners (both 

consumers and investors). 

In the rest of the report, we go through each potential scapegoat in detail. 

Scapegoat 1. Targeted Federal Programs  

Some people believe that targeted federal programs to make mortgages somewhat more affordable and 

that ease eligibility standards (while keeping these mortgages sustainable) cause high home prices and 

rents. A more accurate framing would be to say that at the margin, expanding mortgage availability will 

convert some renters to homeowners, but overall demand for units will be largely unchanged. There will 

be marginally more homeownership demand and correspondingly marginally less rental demand. 

There has been a concern that mortgage insurance cost decreases will simply increase home prices. 

The same logic applies to other mortgage availability interventions, such as marginally changing 

eligibility standards or offering down payment relief for some borrowers (e.g., first-generation 

homebuyers).4 

But overall housing demand is the same whether a household owns a home or rents one from a 

landlord. A modest change in mortgage eligibility standards or mortgage pricing does not create new 

demand for houses. Instead, it simply makes it possible for some renter households to get a mortgage 

and for some of the newly eligible households to choose owning instead of renting. It does not make 

sense that a mortgage price cut would considerably increase the number of households, especially as 

most households start off as renters. 

Households make their decisions to rent or own based on several factors, such as the relative price 

of houses (on a monthly basis, which factors in interest rates), tax considerations, intrinsic preference 

for owning, the relative convenience of renting, expectations of how long they might stay in the area, 

beliefs about job security and financial stability, and the size of the household and expected changes to 

it. Accordingly, it is not surprising that landlords (whether large investors or landlords renting out one 

or two properties) might not feel they are competing with their renters for houses: most renters are not 

looking to buy right now.5 

But many households who would like to buy are constrained only by not being eligible for a 

mortgage.6 Allowing some of these households to qualify for a mortgage drives the least efficient 

landlords to sell their houses to these households. In the long run, home prices do not increase—there is 
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no net change in demand for houses (i.e., some households own instead of rent, but it is unlikely that 

new households are created), and there is no net change in housing supply. 

Empirical evidence is mixed on the topic when considering larger interventions. The most relevant 

analyses are arguably the ones analyzing the Federal Housing Administration’s (FHA’s) 50 basis-point 

cut in insurance premiums in 2015 (more than 1.5 times the 2021 cut, in an environment with 

considerably lower market rates). Federal Reserve Board researchers find no evidence of home price 

increases (Bhutta and Ringo 2021). Davis and coauthors (2018) disagree, though, and find that FHA 

borrowers paid 2.5 percentage points more for homes in FHA-heavy neighborhoods without an 

increase in housing quality, and other borrowers (including government-sponsored enterprise, or GSE, 

borrowers) paid more as well. The authors also find that only 17,000 additional households purchased a 

home because of this cut. Davis and coauthors (2018) also emphasize the impact on neighborhoods with 

a large FHA presence. The Davis et al. (2018) results could be conflated by the fact that during that 

period, less expensive homes appreciated more rapidly than more expensive homes, to the extent that 

this effect is not controlled for by their difference-in-differences specification. And because FHA 

borrowers tend to earn less than GSE borrowers, they tend to own less expensive homes than GSE 

borrowers.7 

Our logic must hold over the long run. But there could still be a price increase in the short run 

because of the supply shortage before landlords could sell off some of their holdings. That is, if a pricing 

change occurs that increases the chances a renter will purchase a home, landlords would need to realize 

their demand is lower and act by selling homes. This adjustment is not instantaneous. In the meantime, 

we would still have too many buyers chasing after insufficient supply.8 

In summary, well-targeted programs to make mortgages more affordable for lower-income, lower-

wealth first-time and first-generation homebuyers could level the playing field for those households 

without broadly affecting overall supply or housing costs. 

Scapegoat 2. Developers  

Some people believe that developers who build high-cost homes and apartments are responsible for 

high home prices and rents. A more accurate framing would be to say that supply is supply, regardless of 

the price point, so the more we build, the better. (This includes the construction of multifamily buildings 

with more units; higher-density duplexes, triplexes, and fourplexes; more accessory dwelling units; and 

more manufactured housing). More affordable homes reach the segments in need faster, so 
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policymakers should try to make housing affordable where possible, but more housing is always better 

than less housing. 

There is no question the US has an acute housing supply shortage, though there is some 

disagreement on the numbers.9 That shortfall becomes evident simply by looking at trends in the 

number of housing units started for every 1,000 people (figure 1).10 That number of housing units stood 

at 5.0 at the end of 2022, the result of 1.67 million units started for a national population of 333 million. 

Although that pace is up from the very low levels just after the financial crisis, it still stands well below 

the average of 7.8 units built per 1,000 people for the 48 years from 1959 to 2006. The numbers also 

show that single-family units have recovered slowly and still run well below levels from the 1990s and 

early 2000s. And starts for multifamily units, though much lower than in the 1960s, 1970s, and early 

1980s, have accelerated to their highest pace since the passage of the 1986 Tax Act, which eliminated 

some of the favorable tax breaks for investment properties (showing how developers respond to 

financial incentives, particularly the ones provided by the tax code). 

FIGURE 1 

Population-Adjusted Housing Starts 

Population-adjusted housing production falls below historic averages 

URBAN INSTITUTE 

Source: Urban Institute calculations using data from the Current Population Survey, the American Community Survey, the 

Decennial Census, and the Survey of Construction. 

Note: Population-adjusted construction is single-family units (housing one to four households) plus multifamily units plus 

manufactured housing built per 1,000 people.  

0

2

4

6

8

10

12

14

16

1966 1970 1974 1978 1982 1986 1990 1994 1998 2002 2006 2010 2014 2018 2022

Manufactured home shipments per 1,000 people

Multifamily starts per 1,000 people

Single-family starts per 1,000 people



 6  L A C K  O F  H O U S I N G  S U P P L Y  I S  L A R G E L Y  R E S P O N S I B L E  F O R  H I G H  P R I C E S  A N D  R E N T S  
 

Other estimates of the size of the housing shortfall also paint a consistent and striking picture, even 

if the exact numbers are debatable. Khater, Kiefer, and Yanamadra (2021) argue that the underbuilding 

of single-family and multifamily homes by the end of 2021 left a shortage of 3.8 million units. Rosen and 

coauthors (2021) use the long-run annual rate of construction from 1968 to 2000 to argue that the 

cumulative building from 2001 to 2020 still fell short by 5.5 million units. Parrott and Zandi (2021) 

estimate that supply is about 1.5 million units short of demand. Other estimates also indicate a shortage 

of millions of units.11 Even survey-based evidence shows a catastrophic lack of supply: in a nationally 

representative survey of mayors in 2017, the mayors said that, on average, they need 16 percent more 

housing units, with an emphasis on multifamily developments (Einstein, Glick, and Palmer 2019, 7). 

Building more homes (including high-end homes) increases the overall housing supply. This is 

connected to the notion of filtering; as new higher-priced homes enter the market, some households 

move up, leaving vacant older properties, which causes prices and rents on these properties to fall. 

Rosenthal (2014) provided the first direct evidence of filtering. He estimated repeat income models 

based on new occupants of the same house for both owner-occupied housing and rental housing. Using 

data from 1985 from 2011, he shows that filtering is robust in most locations. 

A qualifier applies: a unit is a unit, but units have different qualities and characteristics, and the 

further apart these qualities and characteristics are, the longer filtering might take and the less 

substitutable and fungible these units are. In other words, building more affordable housing right now 

would not take much time to filter down, whereas building only luxury units might take a long time to 

filter down to the more affordable segment of the housing market. 

Filtering does not imply that the developers should build only mansions and luxury condominiums, 

even when driven by pure profit motivations. There is only so much demand for housing that costs 

millions of dollars per unit, and even now, there are early signs that developers might be starting to 

supply more units that would be more affordable for middle-income buyers.12 

Several papers since Rosenthal’s confirm the result of filtering (Been, Ellen, and O’Regan 2023). 

Mast (2019) looks at 52,000 residents of new multifamily buildings in large cities. Using those residents’ 

previous addresses, the previous addresses of the current residents of the vacated properties, and so 

on, he constructs a sequence of migratory connections. He estimates 100 new market-rate units leads 

45 to 70 residents of out below-median-income tracts and leads 17 to 39 residents out of bottom-

quintile-income tracts, with almost all the effect occurring within five years.  

Liu, McManus, and Yannopoulos (2021) repeated and extended the Rosenthal analysis with more 

granular data. They confirm the basic result, showing that filtering is an important long-term source of 
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lower-income housing nationally. They also show that filtering rates for owner-occupied properties 

vary considerably both across and within metropolitan statistical areas (MSAs). They find a strong 

empirical link between land-use regulation and filtering rates. Specifically, the Wharton Regulatory 

Index is positively correlated with filtering rates. Markets with high levels of regulatory restrictions on 

new construction tend to have upward filtering (households moving into existing housing have higher 

incomes, on average, than the households previously living there). Conversely, markets with fewer 

regulatory restrictions on new construction tend to have faster-than-average downward filtering rates. 

The bottom line is that new construction generally allows for eventual filtering, increasing the 

number of homes available. Of course, there are caveats. A new development in Chicago, for example, 

does not increase the number of available units in Nashville. Moreover, if new construction is 

accompanied by large amounts of in-migration, you will not necessarily see evidence of filtering. New 

construction, which occurs with a lag, may be unable to keep up with in-migration, increasing both home 

prices and rents, at least in the short term. Again, the principle is that each household demands one 

housing unit. If there is heavy in-migration, construction is likely to lag, and prices will increase for all 

types of units. 

Cities in the Southeast and Southwest have had large amounts of in-migration in recent decades 

(including immigration from other countries). Prices in these cities have risen more than in the nation as 

a whole. Initially, this was attributable to the decline in manufacturing in the US, as these jobs moved 

overseas, leading to out-migration from the Rust Belt. More recently, with increased flexibility in work 

arrangements and the high cost of living and high state income taxes, expensive MSAs in the Northeast 

and on the West Coast have experienced out-migration, decreasing price pressures in these areas but 

increasing price pressures in receiving areas. If construction catches up with in-migration, even if the 

construction is market-rate housing, we should eventually see prices in these fast-growing cities 

moderate, consistent with empirical research and the simple demand-supply lens we offer here.13  

Indeed, increasing supply does help meet demand, alleviating upward price pressure in the market. 

Scapegoat 3. Institutional Investors  

Some people believe that institutional investors who buy single-family homes are responsible for high 

home prices and rents. A more accurate framing would be to say that institutional investors do not 

change housing supply or demand. Investors buy houses only because there are renter households 
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willing to live in those houses. Periods of rapid rent increases correspond to periods of greater 

household formation coupled with supply shortages, not institutional investor buyers. 

Investors do not constitute an independent source of demand and do not take houses off the 

market (in contrast to barely used pieds-à-terre and second homes that take supply off the market for 

another renter or owner household to live in).14 Going back to our basic principle, the housing demand is 

the same regardless of whether a household rents or buys a home, and housing supply is the same 

regardless of whether a landlord supplies the unit or a household owns it. If a household rents, the 

landlord, whether institutional or mom-and-pop and whether single-family or multifamily, simply 

reflects that household’s demand in the marketplace. Thus, it is hard to argue that institutional rental 

operators drive up home prices over any reasonable period. Moreover, it is possible that through 

economies of scale, institutional investors make renting cheaper, changing consumers’ rent-versus-own 

calculations (Mills, Molloy, and Zarutskie 2019; Oosthuizen 2023).  

Regardless of whether investors are institutional or mom-and-pop, and regardless of whether 

investors buy single-family or multifamily properties, the driving cause is that there is more demand 

than supply, and some of that demand is demand for rental property. More supply, all else equal, could 

make housing a less attractive investment. If there are more houses than households, investors will 

decrease rents to attract the few households who choose to rent. Similarly, the more households that 

would choose to buy (or can afford to buy because of, for example, more forgiving mortgage 

requirements), the fewer properties institutional investors will own. For the most part, a high share of 

investors is a symptom, not a cause. 

If this is the case, why are home prices and rents increasing the most in precisely the areas where 

institutional investors are the most active (e.g., Atlanta and Phoenix)? Institutional investors are 

attracted to communities with rapid growth and with rising home prices and rents. When they select 

cities to buy in, the amount of in-migration, and the potential to benefit from rising rents, are important 

selection criteria. CoreLogic has shown that rent appreciation leads the investor share, but the reverse 

is not true.15 Goodman and coauthors (2023) looked at the 20 MSAs where institutional investors were 

the most active. They found that in these MSAs, the population grew by 16.8 percent from 2010 to 

2021, compared with 7.29 percent nationally. The number of households in these MSAs increased by 

21.6 percent, compared with 11.3 percent nationally. Lack of supply is driving up prices, and 

institutional investors are capitalizing on this.  

A similar explanation applies to the seeming proliferation of institutional investors during the 

pandemic. Home prices soared during the pandemic, but this price increase is in large part because of an 
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explosion in the number of households. American Community Survey data indicate an increase from 

122.8 million households nationwide in 2019 to 127.5 million in 2021. That is, adult children moved out 

of their parents’ homes or rented their own apartments rather than live with roommates. This likely 

reflected several factors, such as the pandemic payments,16 more time spent at home, and the desire for 

more space. This new household formation, in turn, increased demand for homes, both owned and 

rented. This increase in demand was set against tight supply.  

But during the pandemic, the homeownership rate increased, and Black and Hispanic households 

experienced a sharper homeownership rate increase than white households.17 The government 

payments during the pandemic and low interest rates resulted in high demand for housing for both 

owners and renters. And prices and rents for single-family properties increased more than they did for 

multifamily properties, which is not surprising, amid the demand for more living space and larger 

backyards in the beginning of pandemic, as a response to social distancing practices and work-from-

home policies (Mondragon and Wieland 2022). But rents and home prices increased everywhere, 

exacerbated by the increase in the number of households. In short, the tight supply in the market, 

coupled with robust increases in demand, caused the price increases. In particular, the shares of 

purchases for large and “mega” investors stayed the same relative to the share of purchases by small 

and midsize investors throughout the pandemic period.18 

It is possible that an institutional investor can own enough of a community to drive up rents as a 

monopolist. But that is far from the situation now. Even in the cities where institutional operators own 

the largest number of single-family rental properties, they still each own a comparatively small 

number.19 And these institutional operators all compete with one another. No single institutional 

investor has a commanding market share in any city or county. The theoretical possibility of high 

markups attributable to a lack of competition between landlords (as opposed to tight supply in general) 

might become a reality in the future, and thus the share of institutional investors should be tracked 

across counties (or whatever the relevant market might be). 

One area where institutional investors might exercise monopolistic powers in raising rents is in 

owning entire manufactured housing communities.20 Investors can raise ground rents above market 

levels, as it costs $5,000 to $8,000 to move a single-wide or $11,500 to move a double-wide.21 Given 

these high moving costs for manufactured home residents, the least affluent of all homeowners, 

landlords have substantial leverage.  

Institutional investors who buy single-family homes are not primarily responsible for high home 

prices and rents. They seek areas with supply-demand imbalances but do not cause them. 
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Scapegoat 4. Lack of Local Political Will to Change  

Zoning Laws 

Some people believe zoning laws are solely to blame for high home prices and rents. A more accurate 

framing would be to say that the federal government needs to have a housing supply policy that should 

try to expand the most cost-effective ways to increase supply (including offering carrots and sticks to 

local governments to ease zoning restrictions). 

Zoning has traditionally been a state and local issue, and zoning constraints in many areas of the 

country are hampering housing production. One of the goals of a federal supply policy should be to put 

incentives and more pressure on local communities to relax zoning and permitting standards, which 

would allow developers and homeowners to build more housing using the same amount of land (i.e., 

increase density).22 

Moreover, marginal increases in this production (e.g., marginally increasing funding to existing 

programs such as the Low-Income Housing Tax Credit program), though helpful, cannot single-handedly 

resolve the nation’s housing supply issues.23 The Biden administration’s 2024 budget proposal makes 

housing supply a focus, which is an important first step, but the total number of units that could be 

created or preserved was small, a stark contrast to the millions of missing units.24 

Improving on the approach of providing incremental incentives for localities to adopt more 

permissible zoning regulations, the administration could adopt an all-government approach, tying 

federal funding to increased density. All federal agencies could require local jurisdictions to have a high 

level of housing construction or low prices relative to construction costs (Glaeser, Gyourko, and Saks 

2005) or could require localities to adopt a checklist of relaxing construction and development 

regulations (which could be developed by the US Department of Housing and Urban Development, or 

HUD) as a prerequisite for any federal spending.25 That would include funding from HUD, and Fannie 

Mae, Freddie Mac, and the FHA could provide incentives by marginally lowering pricing in areas that 

satisfy the requirements. The 2022 federal budget outlay for state and local government spending was 

more than $1 trillion, more than 10 times HUD’s budget (White House 2023). Transportation and 

community and regional development funds accounted for more than $130 billion (close to double 

HUD’s budget). Both categories are fundamentally tied to housing. Mass transit and freeways help 

workers get to their jobs, and it is hard to imagine community and regional development without an 

adequate housing supply. Moreover, categories such as income security ($180 billion) and health ($648 

billion) are intricately tied to housing availability. An alternative that is, anecdotally, showing positive 

results in Canada so far is much larger incentives than what is currently discussed in the US.26 



L A C K  O F  H O U S I N G  S U P P L Y  I S  L A R G E L Y  R E S P O N S I B L E  F O R  H I G H  P R I C E S  A N D  R E N T S  1 1   
 

States, counties, and other regional organizations (e.g., regional transportation boards) should be 

subject to the same incentives. Many recent advances in relaxing supply restrictions come from state-

level interventions (Manji et al. 2023). This type of pressure would also help with Affirmatively 

Furthering Fair Housing. More affordable housing nationwide would both disproportionately help 

people with lower incomes (in turn, improving equity and fairness) and give them more housing options.  

Although the lack of local political will has contributed to the housing supply shortage, a more 

aggressive federal housing supply policy, with stronger carrots and sticks, would help. 

Conclusion 

Our broader principle is that the crucial determinant of home prices and rents is a combination of 

demand for housing units (largely driven by demographics, household formation, immigration, and 

other factors) and housing supply (e.g., zoning, permitting, financing, and construction costs). We have 

an acute supply crisis that is driving up prices and rents. The most important solution to solving the 

supply shortage is simply more supply. Other policy choices affect the distribution of housing between 

owner-occupants and renters, but they fundamentally do not change the demand-supply balance. The 

rise of the institutional single-family rental operator should have a minimal impact. Lower mortgage 

costs may entice the marginal renter to become a homeowner but does not change the supply-demand 

dynamics. Dramatically higher household formation and in-migration does increase prices, as demand 

increases on a constant supply. Finally, the federal government must specify a housing supply policy 

that prioritizes the most cost-effective ways of increasing supply. Targeted assistance might help 

affordability, but it must be coupled with increased supply to be effective. 

People see increases in home prices and rents and attribute it to several factors—too much high-

end construction, increases in credit availability, institutional investors, or low interest rates 

disproportionately helping investors, not homeowners. In this report, we have shown that it is 

important to begin with the basic fact that high home prices and rents are the result of the housing 

supply shortage, caused by more robust household formation relative to increases in the housing stock.  
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Notes
 

1  Throughout the report, we refer to anything as a “house” or a “home”: single-family house, rented multifamily 

apartment, accessory dwelling unit, manufactured house (where the household owns both the house and land, 

owns the house and rents the land, or rents both the house and land), and so on, and we emphasize distinctions 

when needed. 

2  See Shapley and Shubik (1969) and Becker (1973) on matching in general; Han and Strange (2015) on matching 

in housing; and Ashlagi, Kanoria, and Leshno (2017) on the effects of even small imbalances between supply and 

demand in matching markets in general. 

3  Millions of households lack proper accommodations, and interventions such as housing choice vouchers help 

people avoid homelessness. See Ratliff (1949, 490). 
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the US and is more comparable with what we describe as a potential all-government offer. For example, the New 

York Times article notes Mississauga (a suburb of Toronto) had $120 million at stake (close to $200 per resident, 

which would translate to about $60 billion for the US population). The grant application also includes a “cheat 

sheet” developed by the Canada Mortgage and Housing Corporation (Canada’s rough equivalent of the 

combined GSEs and FHA), describing best-in-class initiatives that municipalities should undertake. See 

“Resources for Housing Accelerator Fund Applicants,” Canada Mortgage and Housing Corporation, October 23, 

2023, https://www.cmhc-schl.gc.ca/professionals/project-funding-and-mortgage-financing/funding-

programs/all-funding-programs/housing-accelerator-fund/resources-housing-accelerator-fund-applicants; and 

Paul Vieira, “Canada Offers Cities Money to Spur Home Building,” Wall Street Journal, January 7, 2024, 

https://www.wsj.com/world/americas/canada-offers-cities-money-to-spur-home-building-eb4a508d.  
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