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Homeownership is core to the American dream, but in recent years, it has moved further out of reach for many.!
With many communities in the US struggling with unaffordable housing, the federal government has an important
role in making homeownership possible for the next generation of homebuyers. Homeownership is a function of
supply (the homes) and demand (the homebuyers). A national housing strategy, using federal tools to support both
supply and demand, can help lower the barriers to first-time homeownership (figure 1).
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Notes: FHA = Federal Housing Administration; GSE = government-sponsored enterprise ; HUD = US Department of Housing and Urban
Development; DOT = US Department of Transportation; Treasury = US Department of the Treasury.

Urban Institute = 500 L’EnfantPlazaSW = Washington, DC 20024 = 202.833.7200 = www.urban.org



What Can the Federal Government Do?

As outlined in figure 1, the federal government has many levers to increase the supply of affordable starter homes
and empower aspiring first-time homebuyers. To effectively boost homeownership, a national housing strategy
should prioritize the following.

Increase the Supply of Starter Homes

Expanding opportunities for first-time homeownership requires having affordable homes available to buy.? Driven
by a national housing shortage of millions of units, the share of homes that are affordable to the typical household
has fallen dramatically in the past 10 years.® Building starter homes is often too expensive to be viable, and
investments in new construction and preservation of the existing aging housing stock are needed.

As identified in figure 1, making affordable home construction possible will require improvements in public
subsidies and incentives; financing to support developers; and lowered costs of land, labor, building materials, and
regulation. The federal government can achieve this in the following ways:

= Createincentives to attract private investment in starter home construction and rehabilitation in
distressed communities, such as through the Neighborhood Homes Investment Act.

= Expand financing backed by the Federal Housing Administration and government-sponsored enterprises
for construction loans and affordable for-sale housing types, including manufactured housing and
condominiums.

= Reduce regulations in order to support states and localities in reforming zoning and land use barriers to
housing, as proposed in the Housing Supply Frameworks Act, and eliminate unnecessary restrictions on
manufactured housing as proposed by the ROAD to Housing Act.

=  Ensure land, materials, and labor by exploring the repurposing of federal land for housing, eliminating trade
barriers on building material imports, and preserving the immigrant construction labor force.

®  Preserve and enhance public subsidy programs, including the HOME Investment Partnerships and
Community Development Block Grant programs that can provide critical funds for first-time
homeownership opportunities.

Lower Financial Barriers for First-Time Homebuyers

Qualifying for a mortgage is complex: prospective homebuyers must demonstrate they have the income to afford
monthly mortgage payments, an adequate credit score, sufficient funds for a down payment and closing costs, and a
sustainable amount of debt relative to income. First-time homebuyers—who make up a smaller share of the market
thanin years past— experience more difficulty in meeting these criteria, particularly in today’s housing market of
high home prices and interest rates.* In addition, a smaller share of young adults are getting married and forming
households compared with previous generations, contributing to lower homeownership attainment.®

As identified in figure 1, increasing access to mortgage financing, homebuying assistance, and housing
counseling can help first-time homebuyers surmount these obstacles. The federal government can do this in the
following ways:

= Reform mortgage financing by modernizing underwriting standards to better reflect mortgage readiness,
such as by using positive rental payment history on Federal Housing Administration and government-
sponsored enterprise loans, or expanding manufactured housing and small dollar financing options, as
proposed in the ROAD to Housing Act.
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= Expand homebuying assistance to lower upfront costs, including through loans and grants to reduce down
payment and closing costs and innovative solutions such as interest-rate buydowns or zero-down payment
mortgages.

= Continue support for housing counseling, including through appropriations to HUD and NeighborWorks
America and new funding sources like the Federal Housing Administration’s Mutual Mortgage Insurance
Fund, as proposed in the ROAD to Housing Act.

Federal Leadership Can Make Homeownership Possible

For nearly a century, the federal government has played a major role in helping families achieve and sustain
homeownership. It has successfully intervened to address large national housing shortages and has averted global
crises through comprehensive policy action and large scale economic investments.® Now, with homeownership
increasingly out of reach for many, the federal government should leverage its demonstrated role in supporting
housing and mortgage markets to help increase the housing supply and help families buy their first home.

Learn More

A Road Map to Address America’s Housing Crisis
Janneke Ratcliffe, Kathryn Reynolds, Samantha Batko, Aniket Mehrotra, and Michael Stegman urbn.is/3zR7Tmi
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