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Housing as an Asset Class
Our existing housing system has a set of rules, regulations, and incentives that fail to motivate market
actors to produce and preserve affordable, inclusive, and sustainable housing and communities in
sufficient volume to meet current and future demand. The risks and costs associated with developing or
preserving housing, especially housing affordable to low- and moderate-income households, can
negatively affect the risk-return calculus and reduce private investors’ interest in these deals. Especially
for income-restricted housing,1 complex and lengthy regulatory processes only add to this risk, driving
capital to look for other investment opportunities.
The goal of this report is to identify promising reforms and opportunities to deploy more
investment capital to create and preserve secure, inclusive, and sustainable housing and communities.
The public and philanthropic sectors can play an important role in reshaping the current system to
generate more private investment in activities that fill the housing shortage and create inclusive and
equitable neighborhoods. In fact, through the Low-Income Housing Tax Credit (LIHTC), the Community
Reinvestment Act (CRA), and the work of the Community Development Financial Institutions (CDFI)
Fund, the public sector has already proven itself capable of drawing private capital to affordable
housing. Similarly, philanthropy has shown the power of guarantees and program-related investments
to chart a new course for private capital in affordable housing.
We begin this report with a brief overview of the roles of private investment capital in the housing
system. Then, we describe major challenges with the current housing supply, including the supply
shortage, unit loss, housing cost burdens, and segregation, and clarify why these issues matter from an
investor’s perspective. After identifying the challenges with the current system and how those
challenges affect private capital allocations, we explore strategies to reform the system and attract
more private and philanthropic capital to housing activities that would create equitable and inclusive
communities.

HOUSING AS AN ASSET CLASS

1

BOX 1

HOUSING FOR EQUITY AND INCLUSION
This report is part of a four-part Housing for Equity and Inclusion series that explores our current
housing assistance and production system and presents wide-ranging opportunities for systems change
with an eye toward inclusion, economic security and mobility, and environmental sustainability. These
four reports aim to inform actors in housing policy and philanthropy as they work to identify solutions
and approaches to building a 21st-century housing system that is robust, equitable, and secure for all
households regardless of race or income.
We define the housing system broadly as the set of public and private investments, regulations, and
legal and policy frameworks that shape safety, stability, and affordability in housing and diversity,
engagement, and cohesion in neighborhoods, towns, cities, and regions. We view systems change as a
fundamental shift in how federal, state, and local actors prioritize and pursue the development of
affordable housing and inclusive neighborhoods.
Housing as a Safety Net explores housing instability and the shortage of housing affordable for
extremely low–income people and the implications for their long-term economic security. It offers
three entry points for reform: strengthening the legal and consumer protection framework for all
renters, increasing housing assistance for low-income renters, and transforming the way housing
assistance is provided.
Housing as a Platform describes the relationships between housing and neighborhood quality and a
range of individual and family outcomes, as well as the ways the system fails to ensure low-income
households’ long-term wellbeing.
A Building Block for Inclusion appraises the significant costs wrought by postwar suburbanization and
a focus on the owner-occupied detached single-family home. It lays out strategies to create greater
diversity and access to opportunity in neighborhoods, cities, and regions, leveraging growing demand
for compact, walkable, sustainable cities through broader participation and deeper consensus building.
Housing as an Asset Class examines the incentives built into rules, regulations, and programs. It
outlines potential reforms that would motivate market action among developers and investors, spurring
the production and preservation of affordable housing for low- and middle-income households.

Private Investment Capital in the Housing System
Institutional investors, including banks, insurance companies, philanthropy, universities, pension funds,
and even nuclear decommissioning trust funds, grow or manage their financial assets through shortand long-term investments, including investments in residential real estate. At a fundamental level,
investors are brought to the table by profit motivations. Capital flows first toward the investment
opportunities with the highest return on investment (ROI) and then fills in any other opportunities
based on their perceived return. Thus, the factors that shape investment decisions are those that
determine profit: market forces and governmental conditions.
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Increasingly, foreign investors are entering the US real estate market. In 2015 alone, foreign
entities made deals worth $87.3 billion in American real estate. Multifamily and industrial properties
have the highest foreign investor demand. According to the 2016 AFIRE Foreign Investment Survey,
four of the top eight markets globally that attract foreign real estate investment are in the United States
(New York City is first, Los Angeles third, San Francisco fifth, and Washington, DC, eighth).2
As primary markets and top-tier properties have seen surging demand from foreign and domestic
investors alike, the competition is driving new investment activity to other property types and markets.
The real estate markets in relatively low-cost cities may even offer better yields compared with the
high-competition hot markets.3 This means investors may shift some of their attention away from hot
markets such as San Francisco and New York and instead look to Oakland, San Antonio, and Pittsburgh.
Within the apartment sector, real estate industry experts see the most promising investment
opportunities in moderate-income, affordable (e.g., LIHTC), and age-restricted housing (Kelly et al.
2016). All of this creates an opportunity for attracting capital to serve the housing needs of low- and
moderate-income households.
Investors in residential real estate typically look for a return on investment in the mid- to high teens
(Williams 2015). When there are uncertainties that could undermine the project’s success and
profitability, investors will require a higher return on investment, referred to as a risk premium, to
attract capital (Kelly 2015). The corollary to this is that, for investments that are less volatile, investors
may accept a lower return. Investors also consider the length of time over which the investment is
repaid. According to a national survey of real estate industry experts, 33 percent of investors are
seeking returns within 3 to 5 years, 31 percent within 5 to 10 years, 10 percent seek returns in 1 to 3
years, while 26 percent operate on a 10-or-more-years’ time horizon (Kelly et al. 2016). Over this
period, the funds they have invested are relatively illiquid and cannot be used to finance other
opportunities. As a result, the longer the term of financing that is required, the higher the interest rate
that is charged. This is known as the liquidity premium.
Under the right market conditions, government action can make lower profit margins favorable
through tax benefits, regulatory requirements, and other incentives. Additionally, risk premiums can be
reduced or even eliminated through government guarantees. In the absence of, or in coordination with,
government action, philanthropy can step in. In circumstances where the perceived risk may be greater
than actual risk, philanthropy can provide guarantees to reduce the risk premium in the short term and,
in the long term, provide evidence that the actual risk was not as high as it had been perceived.4 In cases
where investors’ concerns are proved to be valid, grants may be needed to help support projects that
meet a societal need but are not viable investments.
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Types of Investments in Residential Real Estate
Investment in any form of residential real estate requires both equity and debt-financed investment.
Debt investors lend funds to a project and eventually receive back the principal in addition to interest.
Debt investors may invest directly in a project or fund or can purchase mortgage-backed securities.
Equity investors, by contrast, receive an ownership stake in return for their funding. Because of the
greater risk they take, equity investors demand a higher return than debt investors. Through either
equity or debt-financing mechanisms, investments can enter the housing system through three basic
avenues: directly in a specific project, in a fund that invests in housing, or through an intermediary that
invests in housing.
When the investment is in income-restricted housing, this process is further complicated by various
program rules and, often, the need for ongoing operating subsidies. For example, most new affordable
housing is supported by the LIHTC program, through which investors provide equity, typically through a
syndicator, to support construction in exchange for a stream of tax credits after the project is complete
(OCC 2014). Low-Income Housing Tax Credit rules require each project to be its own legal entity, which
prevents cross-subsidization between projects. Because of the dominance of LIHTC in affordable
housing development, financing on the project level is the most common form of affordable housing
investment.5
Although LIHTC is the primary source of affordable housing investment opportunities, the CRA6 is
perhaps the largest motivation for affordable housing investment. The law requires banks to provide
credit to meet the needs of their surrounding communities. Affordable housing is the easiest CRA
investment to make as real estate is a known entity, it is collateralized, it generates tax benefits such as
accelerated depreciation, and there is always a market for it. The main risks that are associated with
affordable housing as an investment include construction quality, the compliance of managers with
rules, the presence of long-term income restrictions for tenants, and the long-term availability of
operating subsidies.7 In hot CRA markets, competition can drive up the value of affordable housing
investment for entities with CRA obligations, leading to investors taking what might appear to be a
slight loss if the return were for the project alone. In those markets, the median housing tax credit price
is often above $1 for $1 in tax credits. In fact, even when the housing tax credit market was at its nadir
during the post-2008 collapse, the San Francisco-Oakland-Fremont metropolitan statistical area had a
median housing tax credit price of $1.06 (CohnReznick 2013). This reliance on CRA investors as the
major tax credit investors not only generates geographic incongruities, but it makes the production of
low-income housing heavily dependent on banking economics and regulation, which are completely
unrelated to housing need.
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Impediments to Investment Activity
Investment decisions typically reflect the market and the existing housing system, rather than leading it.
As described in the companion paper Housing as a Building Block for Inclusion, planning, zoning, and local
regulations are central contributors to the current affordable housing crisis and ongoing patterns of
residential exclusion (Pendall 2017). Barriers to the construction and financing of housing include
zoning, building requirements, parking space requirements, and local opposition to both incomerestricted and high-density housing. Each of these factors increases the time frame and uncertainty in
the development and preservation of affordable housing. In turn, this serves to increase the costs of
financing these projects.
Regulatory factors account for a large percentage of overall development costs (Quigley and
Rosenthal 2005). Although these vary by state and locality, a study of San Diego County found that
regulation accounted for an estimated 40 percent of the cost of housing across all units, owneroccupied and rental. Within the county itself, this figure varied widely based on locality, ranging from 22
percent to 44 percent (Reaser et al. 2014). Bringing these costs down even modestly would improve the
ROI for residential real estate investment. To the extent that low-poverty or majority-white
communities have greater community opposition or exclusionary zoning, investors will perceive a
higher risk and lower ROI in housing deals that would make these places accessible to lower-income
and minority households. Regulatory reform could change the calculus for investors.
For housing developments serving a very low–income population, the uncertainty surrounding
operating subsidies can reduce investors’ interest or lead to higher risk premiums. A development
serving a very low–income population cannot pay for its ongoing maintenance needs and operational
staff with rent revenues alone. Although the LIHTC can bring rents within the reach of households at 50
to 60 percent of the area median income (AMI), operating subsidies, such as project-based vouchers, are
an essential component of an affordable housing deal that would serve households with income below
that threshold. Ongoing federal rental assistance is appropriated annually rather than for the life of a
project. This creates inherent risks for any development seeking to serve a lower-income population,
and as a result leads to higher risk premiums on developments striving to keep rents low.
To get past these concerns, we need to better understand how investors are likely to perceive the
current housing system and assess what opportunities this creates for systems change. Adding to the
market forces that have brought investors to low-cost markets and housing types, the philanthropic and
public sectors could provide information, risk mitigation, or incentives that improve the market
rationale for investments in equitable and inclusive housing.
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Current Housing System: The Investment Opportunities
and Risks from an Insufficient Affordable Supply
Our current housing system has insufficient housing to meet the needs of the growing population, and
the loss of existing rental housing has exacerbated the supply shortage. All of this has made housing
unaffordable to an increasing segment of the population. In 2015, around 26 percent of renters and 10
percent of owners paid more than 50 percent of their income for housing. Since 2001, the share of
renters with severe cost burdens rose among nearly all household income categories, with the sole
exception of those earning more than $75,000 per year (JCHS 2017). And housing that is available and
affordable often is located in neighborhoods that are economically or racially segregated and lack
critical resources, like good schools, access to jobs and recreational areas. This combination of facts may
direct investors toward housing in general because of unmet demand, while real and perceived risks
may cause them to shy away from investments in affordable housing for the lowest income groups or
any form of housing that would change segregation patterns.

Production Deficit
To understand the market for housing preservation and production, we begin with the basics of supply
and demand. Does the housing system produce enough housing to meet current demand? With a total
of 134 million units and 117 million owner and renter households (tables 1 and 2), current stock
exceeds households. But where units are located and whether they are in fact available (e.g., are in
livable condition, are not vacation homes) may not match where people want to live or can live. A
surplus of housing in Detroit doesn’t meet the needs of households in San Francisco. A single-family
home in the suburbs far from jobs or a one-bedroom apartment in a high-crime area may be a poor
match for a household’s needs and preferences. The lack of existing stock in an appropriate location and
of an appropriate size and type can delay people from transitioning to headship as they remain in their
parents’ homes or double or triple up, creating latent demand.
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TABLE 1

Current Housing Supply
Units in thousands

Total units

Mobile and
other

2–4 units

5+ units

90,110

11,017

24,264

8,570

133,962

67

8

18

6

100

1 unit

Stock (%)

Total

Source: US Census Bureau, 2014 American Community Survey 1-Year Estimates.

TABLE 2

Current Housing Demand
Tenure by income level, in thousands
2–4 Units

1 Unit

Tenure

<=60%
AMI

60–
120%
AMI

Owner

8,932

26,226 30,148

Renter

5,174

6,961

120%
AMI +

2,978

<=60%
AMI

60–
120%
AMI

5+ Units
60–
120% <=60% 120%
AMI + AMI
AMI

120%
AMI +

Total

356

663

553

529

850

1,024

74,081

3,643

3,089

1,078

8,448

6,677

3,136

43,174

Source: 2014 1-year American Community Survey data. Demand does not include vacant homes.
Note: AMI = area median income.

Supply outstripped demand leading up to the financial crisis, with the difference peaking at just
over 1 million units for 2006 (figure 1). In 2008, housing supply began to slow, and the market began to
work off the excess inventory. Since 2009, annual demand has surpassed new supply. For 2015, this
differential was a substantial 430,000 units. And these numbers reflect conservative estimates of units
lost.8
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FIGURE 1

Supply and Demand for Housing, 2001–15
Number of housing units
2,000,000
1,800,000
1,600,000
1,400,000
1,200,000
1,000,000

Two-year
average
demand

800,000
600,000

Housing
supply

400,000
200,000
0
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: Urban Institute analysis of 2000–14 American Community Survey data.

Although single-family construction is increasing from postcrisis lows, it is still at lower levels than
at any time since 1968. Multifamily starts are at the highest levels they have been since the passage of
the 1986 Tax Act, which made real estate investment much less attractive than it had been. Housing
completions constituted only 968,000 units in 2015. From 1968 to 2008, they exceeded 1 million units
each year. The addition of 69,000 manufactured units brings new supply to 1.037 million, but that is still
an insufficient number given projected demand resulting from new household formation, even before
considering the loss of units. As construction increases, we will begin to fill the gap, but this gap is
expected to continue to grow for several years, especially because net household formation is likely to
grow as younger millennials move into the housing market and older adults live longer and more
independently.
The population is expected to increase by 38 million over the next 15 years.9 Converting that
growth into future headship and homeownership shows a growing demand for housing—and a strong
likelihood that some housing deals will be attractive to investors. Goodman, Pendall, and Zhu (2015)
conservatively estimate that the United States will have 10.6 million net new households by 2020, and
an additional 9 million will form in the 2020s. Demand for rental housing is expected to outpace demand
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for homeownership. We can expect 3.4 million new homeowners by 2020 and an additional 2.8 million
homeowners in the 2020s. To meet the net increase of renter households of 7.2 million by 2020 and an
additional 6.2 million by 2030, we will need to produce over 700,000 rental housing units every year by
2020 and nearly 600,000 through the 2020s. For comparison, during the 2010s, only half a million units
of rental housing a year were constructed on average (Goodman, Pendall, and Zhu 2015). If supply
continues to be unable to meet demand, rents will continue to increase. Although rising rents present
serious affordability challenges, the constrained supply should also make investment in rental housing
of a variety of types and affordability levels more attractive.
It is important to recognize that rental housing is not synonymous with high-rise buildings. In total,
35 percent of rentals (14.9 million units) are provided by single-family homes (Magder and Goodman
2015). Single-family rentals offer families larger homes, often in preferable locations, though often at
higher rents than multifamily units. They provide a means to meet the rental demand while offering
renter households access to housing options and neighborhoods that may not be offered through
multifamily stock. Accordingly, identifying policies that would support responsible management of
“multi-site multifamily” (Magder and Goodman 2015) could increase investors’ interest in this sizable
product type.

Unit Loss
The current and projected supply gap is exacerbated by the loss of existing units, particularly affordable
units. Rental housing preservation presents an important solution—and potentially an attractive one to
investors—because it is cheaper to maintain and renovate existing units than to build new units
(MacArthur Foundation 2007; Brennan et al. 2013). When neighborhoods experience new investment
and improvements to neighborhood quality that drive up rents, preserving affordable units allows
families to stay in the neighborhoods where they have built ties and to benefit from the improvements.
Affordable stock consists of “naturally occurring affordable housing” and subsidized or assisted
housing, which is typically federally funded, but can involve state or local funds. Naturally occurring
affordable housing is the larger component, comprising an estimated 5.6 million units (CoStar 2016),10
and is at risk of loss to both obsolescence and, in strong markets, conversion (e.g., to condominiums) and
upscaling. Preservation of subsidized housing, which is susceptible to converting to market rate
housing when the rent restrictions imposed in exchange for the subsidy expire, is critical. More than 1
million units of federally subsidized housing, including units subsidized through the LIHTC, projectbased Section 8, and a variety of smaller programs, have affordability periods that expire between 2017
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and 2026. For units receiving project-based rental assistance from HUD, preservation is especially
important to retain and leverage the existing federal subsidy. More than 380,000 units have projectbased Section 8 assistance that will expire by 2026 (JCHS 2017).
Current business models do not support preservation over new construction. For example, in
strong markets, developers interested in preserving affordable housing face stiff competition for
buildings from those seeking to substitute market-rate or upscale housing. These private developers
often have greater and quicker access to capital with which to purchase buildings as they come on the
market. Developers seeking to use the LIHTC for preservation are hampered by their more limited
capital availability and rules that exclude land from eligible acquisition costs, effectively limiting funds
to maintain lower-rent opportunities in high-value locations. In addition, nonprofit housing developers
and intermediaries earn fees from development, giving them greater incentives to build new housing
rather than rehabilitate existing buildings. To earn the fees that allow developers to cover their
operating costs, preservation-focused developers must seek properties in need of substantial rehab
rather than simply acquiring an existing property with little to no rehab needs. Yet, research using a
convenience sample of properties throughout the United States found that approximately half of the
properties could remain affordable and well maintained without additional infusion of subsidy for a full
50-year period with existing cash flow or the proceeds from a refinance (Brennan et al. 2013). Technical
LIHTC rules, such as the limitation on its use for any building that underwent either construction or a
substantial rehabilitation in the prior 10 years, also disadvantage preservation. The lack of revenue
strategy for simple acquisition deals and financial necessity of chasing the next developer fee
opportunity mean that affordable preservation properties may go through expensive recapitalization
processes more frequently than needed, which leads to fewer affordable housing units per dollar spent.

Unaffordability
The current lack of supply has contributed to the affordability crisis. In 2015, 21.0 million renter
households in the United States were housing cost burdened, meaning they pay more than 30 percent
of their income on rent (JCHS 2017). More than 11 million renter households are spending more than
50 percent of their income on rent. Homeowners, although insulated from escalating rents, are also
experiencing affordability pressures, with 17.8 million cost burdened and 7.6 million severely cost
burdened (paying more than 50 percent of their income on rent) (JCHS 2017). Although the number of
families and individuals that are housing burdened is high or rising across the income spectrum,
households at the bottom of the income spectrum have routinely struggled to afford housing (Steffen et
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al. 2015; Nelson et al. 2003). On average, blacks and Hispanics experience housing cost burden more
acutely. In 2015, 25 percent of black households, 22 percent of Hispanic households, and 19 percent of
Asian and other minority households were severely cost burdened, compared with just 13 percent of
white households (JCHS 2017).
Although the preservation of existing affordable rentals and the production of new housing supply
overall should both alleviate pressures that drive up rents, extremely low–income households cannot
afford rents that would allow a building owner to pay down any construction or acquisition costs, keep a
property in good repair, and support basic operating expenses. For investors, this means that housing
that reaches lower income tiers is only a viable investment if there are government subsidies to bring
effective rents up or if the properties are permitted to deteriorate in quality. Though most people get
their housing through filtering,11 US communities have enacted housing quality standards that declare
properties uninhabitable before filtering would allow them to reach the poorest part of the population.
But, as described in the examples in Evicted: Poverty and Profit in the American City, a subset of real estate
investors continues to earn cash flow from low-quality housing in areas with lax or complaint-driven
code enforcement (Desmond 2016).
Rather than accept poor-quality conditions or high cost burdens for low-income households, the US
housing system has relied on government intervention to bring down rents for a subset of the housing
stock for decades. HUD’s Section 236 multifamily housing program (designed to provide affordable
rental housing for moderate-income families by subsidizing debt service costs, a substantial benefit
when interest rates are high) boosted multifamily production from 1968 to 1974, yielding more than
544,000 units of housing. An earlier program known as Section 221(d)3 operated from 1961 to 1968,
producing around 184,000 units. By 2012, approximately 132,000 units funded by Sections 221(d)3
and 236 remained (Schwartz 2015). The Economic Recovery Tax Act of 1981 similarly created
incentives for private developers to produce affordable multifamily housing through accelerated
depreciation and passive loss rules, but these were eliminated by the Tax Reform Act of 1986, which
created the Low Income Housing Tax Credit.12 Tax-exempt bonds for multifamily rental development
have also spurred construction of mixed-income housing, through requirements for a portion of any
eligible development to be affordable for households below either 50 or 60 percent of the AMI. All of
these are shallow subsidy programs, bringing rents below market level, but not affordable enough for
those with extremely low income. Households that need a deeper subsidy to bring market rents down
to an affordable level need assistance in the form of vouchers, project-based rental assistance, or an
apartment in a public housing complex. To the extent that government rental assistance is reliable,
affordable housing can attract capital.
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Income and Racial Segregation
Within the next 25 years, families of color will make up a majority of the population, but most
continue to fall behind whites in building wealth. In 1963, the average wealth of white families was
$117,000 higher than the average wealth of nonwhite families, measuring in constant 2013 US dollars.
By 2013, the average wealth of white families was over $500,000 higher than the average wealth of
black families ($95,000) and of Hispanic families ($112,000).13
The housing finance system has played a central role in the construction of the racial wealth gap, as
recounted by Ta-Nehisi Coates,14 Kenneth Jackson (1985), and many others. Thanks to the financial
innovations of the Great Depression, white baby boomers’ parents received access to long-term selfamortizing home loans. Over time, property ownership provided access to better public schools, equity
against which they could borrow to send their kids to college, a hedge against rent increases that
allowed them to save and invest, and sometimes collateral for starting businesses. Yet racially
restrictive covenants and other discriminatory lending and real estate practices routinely cut off access
to homeownership or neighborhood choices for black, Asian, Hispanic, and Jewish households. This
discrimination has cumulative effects that are not limited to the housing domain (Blank 2005). The
effects of discrimination in one realm (e.g., the workplace or education system) can carry over and add
to the effects of discrimination in another. The cumulative effects can also transfer generationally, as
prior generations’ exclusion from homeownership reduces opportunities for intergenerational wealth
transfer. The resulting cumulative disadvantage continues to play a role in the racial wealth gap even
today.
The housing finance system of the 20th century not only blocked blacks’ and Hispanics’ access to
homeownership, but it cemented long-lasting color lines in cities and metropolitan areas. The creation
of the Federal Housing Administration (FHA) loan insurance program in 1934 made homeownership
affordable to the middle class and fueled suburbanization through a preference for newly built
dwellings. But it was legal and common practice for the FHA to limit lending in communities of color,
benefiting whites in exclusionary neighborhoods while minorities and the communities that welcomed
them were left behind. The Fair Housing Act of 1968 made this practice illegal, but discrimination
persisted nevertheless (Yinger 1991; Zhao, Ondrich, and Yinger 2006). And although overt
discrimination may have fallen over time (Turner 2013), neighborhoods created during a period of legal
discrimination are still so readily identifiable as predominantly black that whites who prefer not to live
with black neighbors still choose other communities. Because of current and historic discrimination
against communities of color, even whites who prefer a diverse neighborhood might decide to purchase
a home in a less diverse area based on patterns of lesser property value appreciation, leading to even
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further reduced demand for the property (Harris 1999). The long-term impacts of discrimination and
intentional segregation thereby continue to operate at the level of individual households who select and
avoid certain areas based on their individual calculus.
Reforms to housing finance in the 1980s and 1990s aimed to increase black and Hispanic
homeownership. Although they succeeded at first, the deregulation of finance and the invention of
exploitative mortgage products ended up stripping at least as much wealth from minority homeowners
as it allowed them to access. Many blacks and Hispanics who would recently have been able to own
homes with stable or rising values have become renters in markets where their housing costs have been
climbing much faster than their incomes. Much of the housing stock that these missing owners would
have occupied has been acquired for rental and eventual resale by investors, small and large.
The Affirmatively Furthering Fair Housing rule from HUD and the Supreme Court ruling on
disparate impacts could both affect investors’ calculus. The changes could lead to increased scrutiny of
housing developments that reinforce neighborhood divisions by race or other protected class—and
costly penalties for noncompliance. But the Affirmatively Furthering Fair Housing rule is under attack,
the Supreme Court ruling was narrowly written, and other market risks still remain. Just as a buyer may
be concerned about slower home appreciation in a low-income or majority-black community, an
investor may have concerns about the potential for lower rents and higher vacancies for housing in such
areas. Compared with developments in more exclusionary places, capital may require a risk premium or
guarantees for deals in more diverse and inclusive settings until they see proof that the returns are
strong.

Potential Strategies
We now turn to solutions and ways in which our housing system could be reformed to redirect the flow
of capital to better meet the needs of our growing and increasingly diverse population. The strategies
outlined throughout the rest of the report are categorized by the underlying opportunity for motivating
private market actors (box 2). Some of the ideas set forth have been implemented and need expanding,
and other interventions remain more nascent.
As we consider efforts to deploy private capital to meet the growing housing demand in inclusive,
equitable, and sustainable ways, we need to be mindful of aligning strategies to market conditions.
Incentives that may work in strong markets may not be successful in weak markets. Opportunities to
repurpose existing structures to create a more sustainable community differ within housing markets
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and will lead to different risk-return calculations. And throughout, investment will be more attractive
and successful if coupled with actions to remove underlying barriers that increase the costs and risks
associated with developing and preserving housing in inclusive and equitable communities.
The strategies we’ve identified in this initial phase of the project are a result of extensive literature
review and conversations with internal Urban Institute experts and outside stakeholders.

BOX 2

Categorization of Strategies


Expand existing investment opportunities for affordable housing



Grow the market for investment in economic and racial inclusion



Use government conditions to channel investments to equity and inclusion



Ensure the viability of deals that reach extremely low–income households

Expand Existing Investment Opportunities for Affordable Housing
Investors are already active in the affordable housing space. Low-Income Housing Tax Credit deals have
a proven investor market. There are also newer vehicles, such as below-market debt funds, private
equity intermediaries, and affordable housing real estate investment trusts (REITs), that attract
investors to preserve the affordability of the naturally occurring affordable housing stock (Williams
2015). Identifying opportunities for increased investment in low-income homeownership opportunities,
such as manufactured housing and shared equity, could reopen the door to affordable ownership.
Expanding these and other investment opportunities, including enterprise-level funding, could channel
additional capital into the creation and preservation of affordable housing.
INCREASING THE CAPITAL FLOW TO AFFORDABLE RENTAL HOUSING
Affordable rental housing and moderate-income apartments are attractive to investors, yet there is still
insufficient capital flow to meet the nation’s need for rental preservation and new construction. The
strategies described below typically involve expanding the tools that are already proven to work. With
an expansion of viable investment options, capital will come.
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IDEA: EXPAND THE LIHTC PROGRAM
Senator Cantwell has put forth a proposal (most recently S. 548)15 that calls for a 50 percent increase in
the number of tax credits allocated each year, which would finance the creation or preservation of an
additional 400,000 units of affordable housing over the next decade (Stegman and Shea 2017). This
proposal was included in the Bipartisan Policy Center’s Housing Task Force report (BPC 2013) and
would be a known tool that unlocks additional affordable housing investments for both development
and preservation nationwide. This may be the simplest approach, but would need to be complemented
with additional ideas to close the supply gap documented earlier in this report.
IDEA: USE TAX POLICY TO BOOST MULTIFAMILY PRODUCTION AND PRESERVATION
The United States significantly increased supply at several times in the past few decades when
responding to a critical need for greater housing production, using such tools as accelerated
depreciation and passive loss shelters for multifamily production in general and the FHA 236 program
to increase the production of affordable housing. Although the programs resulted in high tax
expenditures, they were effective at meeting their goal and could be helpful to create the needed
“surge” in production with an attractive ROI.
The need for rental preservation cannot be overemphasized. New affordable housing production
cannot close the supply gap if existing units keep being lost. Tax policy changes that support production
should be carefully crafted to also channel investment activity into efforts that preserve the
affordability and physical viability of both the subsidized and unsubsidized housing stock.
IDEA: CREATE ENTERPRISE-LEVEL FUNDING FOR NONPROFIT AFFORDABLE HOUSING
DEVELOPERS
Nonprofit housing developers have proven themselves to be sophisticated businesses, capable of
withstanding difficult development climates, maintaining compliance with multiple layered funding
sources, and effectively managing large portfolios of properties. Unlike a developer of market-rate
housing, developers of LIHTC housing access capital on a project by project basis. Opening up access to
capital for non-profits and other affordable housing developers at the portfolio or enterprise level
would allow them to grow reserves that would make them more competitive with their market-rate
peers. Enterprise-level funds could level the playing field for preserving affordable housing, acquiring
land rights for affordable housing in high-opportunity places, and reducing predevelopment delays and
expenses (Murphy and Falk 2012). Such funds could also allow entities to deploy their own resources
more strategically between properties and apply their experience to evidence-based innovations.
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The Housing Partnership Network has proposed policy changes that would make enterprise level
funding feasible, such as allowing nonprofit developers to access debt for a portfolio of properties and
aggregate cash flows across properties to pay debt service.16 This approach, while creating a new
investment opportunity, will help bring costs down, enabling additional affordable housing deals to
become viable.
Another mechanism for increasing enterprise-level funding of affordable housing developers is to
create an instrument for investing in a nonprofit that combines the best aspects of equity and debt
investments. In the past, banks have provided such financing to CDFIs through Equity Equivalent
Investments (EQ2s). According to a summary about EQ2s, they attracted more than $70 million in
investment capital between 1996 and 2002 (Lipson 2002), but have gone out of favor as bank capital
regulations have changed. Recently, a new EQ2, the CDFI Community Investment Fund, launched to
provide capital to CDFIs for financing small businesses.17 This effort and prior uses of EQ2 can provide a
template for similar opportunities for affordable housing.
IDEA: MAKE 4 PERCENT LIHTC DEALS WORK
Tax credits for the 9 percent program are allocated to each state based on its population. State
allocation limits do not apply to the 4 percent program. These credits are allocated noncompetitively to
development efforts that are financed with tax-exempt bonds. Enhancing states’ ability to support use
of these credits could provide additional financing sources. For example, hybrid transactions could be
permitted to finance large transactions. Such deals work by splitting the property into separate
financing components, one of which qualifies for 9 percent credits and the other portion for 4 percent
credits. Then, some of the higher-cost elements of the project can be shifted to the 9 percent portion of
the transaction because the value of the credit is greater, allowing the 4 percent portion to be
financially feasible and the financing to produce more units (Nigam 2016).
IDEA: ENCOURAGE EB-5 FOR AFFORDABLE HOUSING AND INCLUSIVE COMMUNITIES
Foreign investors’ interest in US real estate could be channeled to improve housing affordability and
inclusion through the EB-5 program. EB-5 is a special visa program through which foreign investors can
get a green card by putting at least $500,000 into developments or businesses that create US jobs.18
Although the program was recently renewed, concerns about transparency, fraud, and immigration
security have led to legislation to eliminate the EB-5 program (H.R. 1502 and S. 232).19 If EB-5 visas
remain, it provides an additional means for attracting capital to housing affordability and inclusion.
Because investors are often recruited by a regional EB-5 investment center, additional affordable
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housing investments could emerge by developing or working with a regional center to focus on such
opportunities.
INCREASING THE CAPITAL FLOW TO SPECIFIC HOUSING PRODUCTS
When a boost in the overall housing supply fails to meet the need for a diversity of housing types,
specialized tools can help shift attention even within the affordable housing investment space to meet
these specific gaps. Although traditional housing types, such as garden apartments and high-rise rentals,
are likely to meet the needs of smaller households, larger families and multigenerational households
may still be left with few options. Likewise, a large gap between rental and ownership units can leave
behind households seeking greater control of their tenure or the opportunity to grow assets. The
strategies below offer ideas for expanding investment opportunities in these sorts of specific housing
products.
IDEA: ADD INVESTOR-READY TOOLS FOR THE PRESERVATION OF AT-RISK PROPERTY TYPES
One-fifth of the rental housing stock is in smaller, multifamily apartment buildings between 5 and 49
units, many of which are unsubsidized and at risk of loss because of disinvestment or conversion.
Because of age and a lack of amenities, these properties offer rents that are substantially lower than
new market-rate developments. In some markets, the rents may be similar to apartments operating
under federal subsidy programs. Real estate investors know these as Class C properties. The lack of
supply has kept their vacancy rates low and rents rising on an annual basis,20 but the age of these units
also puts them at risk of loss because of capital needs. Preserving these properties presents a viable
investment opportunity and an important source of affordable housing. Below-market debt funds,
private equity vehicles, and REITs have emerged as investor-ready models through which market-rate
investors fund the preservation of the unsubsidized stock (Williams 2015). These tools could grow with
subsidy funds for credit enhancement.
But unresolved challenges have prevented solutions from effectively taking hold for small
unsubsidized apartment buildings. The secondary mortgage market is not active for small multifamily
loans, in part because of issues of loan size and underwriting standards. Perhaps a more pressing
challenge, however, is that individual owners of such properties may operate strictly on a cash flow
basis and be uninterested in either taking on debt to make repairs or selling the property (Apgar and
Narasimhan, 2007).
One idea for overcoming these challenges, proposed by Shekar Narasimhan, is the small Real Estate
Investment Trust (S-REIT), a tool for aggregating ownership of older, smaller multifamily properties that
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have low or modest rents (Recap Real Estate Advisors 2014, 25). It could be exempt from recording
taxes, Securities and Exchange Commission and state registration costs, and provide for tax-exempt
bond issuing capability and the ability to obtain equity and debt financing at the corporate level. This
would allow the S-REIT to match assets and liabilities without the costs of single asset financing.
Benefits would include reducing operating expenses, avoiding single asset financing costs, and
encouraging owners to transfer properties. A lack of interest on the federal level is a risk. Pilots on the
local level, perhaps modeled after an Essential Function Bond approach, would be the best path forward
(Apgar and Narasimhan 2007).
IDEA: MAKE MULTIFAMILY TOOLS AVAILABLE TO SINGLE-FAMILY OPERATORS
Often single-family rental operators focused on affordable housing cannot translate multifamily tools to
scattered-site single-family properties. Even where it is possible to get financing for such projects, the
rules often lack the flexibility and clarity to enable it to be used effectively. For example, a leading
affordable housing nonprofit in Baltimore attempted to purchase 450 scattered-site single-family units,
but could not complete the deal because it could not access tools available to multifamily operators.
Specifically, HUD’s 223(f) program would have provided 35 years of financing for 83 to 85 percent of
acquisition costs plus transaction costs, but the Baltimore project could not take advantage of this
program because its portfolio did not have five contiguous properties (Magder and Goodman 2015).
Affordable housing developers have a difficult time taking advantage of critical sources of public
support for single-family rentals, including HUD’s 223(f) multifamily loans, low-interest loans from
banks that get credit under the Community Reinvestment Act (CRA loans), and the LIHTC.
Institutional owners of scattered-site rentals have attracted financing from banks and secured
capital at lower costs, tapping into capital markets to securitize bundles of homes as bonds and even
going public as real estate investment trusts in certain cases. By and large, however, this financing has
been unavailable to operators focusing on the affordable stock. These players have neither enough
equity capital to provide corporate guarantees nor the banking relationships that encourage large
banks to extend credit to preferred partners. The banks that provide these financing lines prefer $200
million lines, which large institutional single-family rental investors need, rather than the sub–$30
million lines affordable housing investors typically need.
This calculus could be changed through several approaches, including
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clarifying CRA eligibility of investments in single-family rental portfolios,
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modifying HUD 223(f) multifamily loan program rules to eliminate the requirement for multisite deals to have five contiguous properties,



allowing the LIHTC’s use for properties placed in service or substantially renovated less than
10 years ago, and



allowing single-family rental operators to use existing programs to purchase completed
portfolios of stable property as well as those in need of rehab, and then maintain them in
perpetuity as affordable (Magder and Goodman 2015).

IDEA: REGULATORY CHANGE TO TREAT MANUFACTURED HOUSING AS REAL ESTATE RATHER
THAN PERSONAL PROPERTY.
Eight percent of the US population lives in manufactured housing, and in certain states, such as Alabama
and South Carolina, the number rises to 15 and 20 percent respectively (Burkhart 2010). Although
manufactured housing often faces zoning and other challenges, it can be an affordable path to
homeownership for a large segment of our housing system. The design of our current housing system
has heavily discouraged Fannie Mae and Freddie Mac from investing in the sector.21 But the recently
issued duty to serve rules provide strong incentives for Fannie and Freddie to develop and deploy
financing for both individual manufactured homes and manufactured home parks.22
The classification of manufactured housing as personal property has financing and tax implications
that make these homes more expensive to finance and lowers the resale value. This limits the ability of
people living in manufactured housing to build equity and fully enjoy the benefits of homeownership.
States have statutes on the books to allow conversion of manufactured housing to real estate, and in
2012, the Uniform Manufactured Housing Act (UMHA) was adopted by the Uniform Law Commission
to facilitate this conversion (NCLC 2014). As part of their federally mandated duty to serve, Fannie and
Freddie have drafted plans for exploring chattel loans over a three-year period, primarily through
market research.23
IDEA: CREATE CONSUMER-FRIENDLY FHA LEASE-PURCHASE PRODUCT
A potential path to homeownership for households with limited wealth and less-than-pristine credit can
be through lease-purchase arrangements. Although some lease-purchase programs have been
successful in enabling families to make this transition24 far more have failed, either because of the poor
economics (e.g., too high an initial house price) or predatory terms. Recently, former FHA commissioner
Carol Galante and colleagues have proposed an FHA-backed Lease Equitably and Purchase (LEAP)
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mortgage, which would be assumable, fixed rate and high loan-to-value, and available to nonprofits and
potentially private investors as part of a lease-purchase program (Galante, Reid, and Sanchez-Moyano,
2017). By using existing FHA structures, including both oversight and the assumability of mortgages,
the LEAP program could create a standardized lease-purchase product that would both lower the cost
of bringing capital into this sector and protect consumers.
IDEA: DEVELOP FINANCING MECHANISMS AND GUARANTEES FOR NONTRADITIONAL
TENURES
Shared equity, community land trusts, co-ops, and other tenures that lie between rental and fee-simple
homeownership create opportunities for potential buyers and investors, but market uncertainties
channel capital elsewhere or add costs. Philanthropy could help bridge the gap through piloting
enterprise-level investment opportunities in land trusts and other organizations that operate as
stewards for nontraditional homeownership models that can both increase access to homeownership
and maintain its affordability over time. Additionally, the public or philanthropic sectors could help
investors become more comfortable with these ownership structures by providing a financial backstop
until the market develops sufficient experience and confidence to finance the transactions.

Grow the Market for Investment in Economic and Racial Inclusion
Government action created and reinforced segregated communities, and the current housing system
does little to undo that. As a result, the market for inclusive housing and communities is unproven. To
open the flow of capital to mixed-income and racially diverse communities, investors will need proof
that the product will yield sufficient returns. Currently, investors are caught in a clash between federal
actions that could advance fair housing, an unclear future for federal fair housing enforcement,
evidence of continued racial tensions, and uncertainty about whether generational preferences for
diversity are truly changing.25 The public and philanthropic sectors will need to carefully consider these
investment impediments and identify strategies that grow investors’ confidence in affordable housing
in mixed-income settings, racially diverse places, or high-opportunity areas.
IDEA: CREATE A GUARANTEE TO PROTECT AGAINST MARKET-RATE VACANCIES IN MIXEDINCOME PROPERTIES
In some markets, mixed-income developments find it difficult to attract investors because of concerns
about vacancies in the market-rate units. It is unclear whether this concern is legitimate and, if so,
whether investors have identified an appropriate risk premium to account for it. Foundations could step
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in as a guarantor for these deals and demonstrate the actual vacancy loss risk for mixed-income
properties. If the risk proves to be smaller than investors initially perceived, the guarantee could lead to
an increased investment in affordable housing in inclusive communities over time.
IDEA: CONNECT THE DISTRIBUTION OF INFRASTRUCTURE FUNDING TO AFFORDABLE
DEVELOPMENT IN HIGH-OPPORTUNITY NEIGHBORHOODS
Local politics often increase the risks of affordable housing development in high-opportunity
neighborhoods, limiting choices and opportunities for low-income households and households of color.
Even when land-use decisions remain under local control, states can structure the distribution of
infrastructure funding to provide incentives for inclusive affordable housing, transit-oriented
development, or other priority areas.26 If used to improve infrastructure near the development, these
funds can also improve a deal’s ROI by reducing the developer’s spending on infrastructure
improvements or improving the marketability of the property.
IDEA: GIVE PREFERENCE TO LIHTC PROJECTS IN HIGH-OPPORTUNITY AREAS
Often, LIHTC projects are undertaken in communities with low land prices, and as a result, many
affordable units are created in areas devoid of resources and opportunities (Khadduri 2013). To some
extent, the problem arises from the statutory bonus for building in “Qualified Census Tracts,” which are
low income or high poverty. Nevertheless, the federal government could revise the program to impose
more stringent requirements on or clearer guidance to states (Hollar and Usowski, forthcoming).
Reforms could give preference to projects in areas that meet certain criteria related to
employment, transportation, or other services. From a regulatory perspective, the program could
prohibit states from allocating credits to projects that further concentrate poverty. This goal can be
compatible with supporting investment in low-income areas when the locations have clearly defined
and promising neighborhood revitalization plans, as opposed to simply providing incentives for the use
of LIHTC in any qualified census tracts (Khadduri 2013). Furthermore, the federal government could
encourage states to alter how they implement the program, giving more points to applicants that
choose to develop in low-poverty areas or include wraparound services and community spaces that
benefit individuals, regardless of where the project is located.
IDEA: ASSIST DEVELOPERS IN STRUCTURING DEALS FOR TRANSIT ORIENTED DEVELOPMENT
FUNDS
Creating and preserving a variety of affordable, well-located housing options near transit helps connect
people to jobs, resources, and economic opportunities. But acquisition financing for equitable transit-
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oriented development (TOD) projects will often need lower interest rates and longer terms to
accommodate the lengthy transit development process and the diminished revenue potential of
affordable housing. TOD funds blend public, private, and philanthropic capital to allow borrowers to
acquire land and properties along current and future transit corridors and can be an effective means for
preventing displacement of low-income residents and aiding the establishment of inclusive
communities.27 Building on work in the San Francisco Bay Area, Denver and Enterprise Community
Partners created a TOD fund in 2010 as the city expanded its transit corridors. Atlanta and the Twin
Cities have followed suit (Hersey and Spotts 2015). Federal transit funds could generate significantly
greater interest in such projects by requiring that localities grant as-of-right zoning for high-density
housing with an affordable component in proximity to transit.
Philanthropic investments in capable developers that undertake affordable and mixed-use projects
can help these entities navigate the complex and comprehensive financing solutions needed to
structure TOD projects. The John D. and Catherine T. MacArthur Foundation, for example, has
recognized the need to invest on an organizational rather than project-by-project basis (Pollack and
Prater 2013).
IDEA: INCREASE THE TRANSPARENCY OF INVESTORS’ CALCULUS TO IDENTIFY OPPORTUNITIES
TO SPUR GREATER INVESTMENT
At a convening of developers, researchers, policymakers, and advocacy groups to discuss housing
supply in the Washington, DC, region, participants struggled to understand how to attract investors.
Without a more widespread understanding of large-scale investors’ decisionmaking process about
where to invest by region, jurisdiction, housing type, and income level, policymakers have limited
capacity to increase local investment, and developers cannot position their deals for maximum investor
interest. This lack of clarity could particularly hamper investments in products that may be pushing
ahead of the known market, such as inclusive communities. Papers and forums that demystify the
investment process can allow investor-ready deals to find a source of capital and allow policymakers
and financial innovators to develop new mechanisms for attracting investors.
IDEA: CREATE TOOLS TO REDUCE RISKS WHEN TRANSFERRING PROJECT-BASED RENTAL
ASSISTANCE
HUD has provided transfer authority that enables project-based rental assistance (PBRA) to be
transferred from one owner’s building to another’s. This would allow Owner A of a building that is now
obsolete to transfer the PBRA to ready and available units in Owner B’s project. A transfer would
preserve the PBRA, which would otherwise be lost with Owner A’s demolition. But the transfer process
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could delay Owner A’s plans, imposing costs and uncertainty that would funnel capital out of the new
deal. A fund could be created with program-related investments to protect Owner A and thereby
facilitate the preservation of the PBRA. Improving the capacity to transfer PBRA between properties is
most important in an improved or improving neighborhood, where otherwise market forces would lead
to displacement.

Use Government Conditions to Channel Investments to Equity and Inclusion
Government regulations can tip the scales for or against an investment. When regulations drive up
costs and reduce returns, capital will flow elsewhere. But regulators can also use their oversight
authority or public transparency to encourage investment in specific types of products. A reduction in
local regulatory barriers and an expansion of regulatory incentives could boost investments in housing
for equity and inclusion.
IDEA: EXPAND THE REACH OF THE CRA
Although CRA is a strong incentive for banks, the statute and regulations have not kept up with massive
changes in the sector, including the dominance of banks with national reach and the reduced
importance of banks in financing of residential real estate. Since at least 2007, experts have identified
modifications to CRA that could provide incentives for lending activity by a broader group of investors
and toward the needs of racially and economically concentrated neighborhoods rather than simply lowand moderate-income communities (Rosengren and Yellen 2009). Expanding CRA to additional types of
financial institutions could tip the scales for investment in affordable housing. Revisiting the types of
investments that qualify for CRA credit with a focus on race and ethnicity could further provide
incentives for entities with CRA obligations to consider the investment potential in developments that
would create more equitable and inclusive communities.
IDEA: REPLICATE CRA-TYPE REQUIREMENTS FOR OTHER INSTITUTIONAL INVESTORS
The core concept of CRA—that entities that receive and hold funds from a community should use a
portion of those funds to benefit that same community—could be applied not only to more types of
financial institutions, but to other types of institutional investors, such as insurance companies and
pension funds. In California, insurers are required to report their community development investments
through a process known as the “data call.”28 This transparency allows advocacy to increase
investments that yield both an attractive return and social benefits to the community. This approach,
which the state regularly pairs with a tax incentive, may have potential to be both strengthened and
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expanded to other states and other institutional investors. Massachusetts has similarly imposed CRAlike obligations on insurance companies and credit unions. Expansion of CRA to institutions other than
banks would increase the pool of investors with incentives to finance affordable housing and related
community development. Expansion to other entities could also reduce some of unintended or
inequitable effects of CRA’s application solely to banks, such as CRA “hot spots” and the overly strong
link between banking economics and regulations and LIHTC production.
IDEA: CLARIFY NONPROFIT HOSPITALS’ CAPACITY TO INVEST IN AFFORDABLE HOUSING AS
PART OF THEIR COMMUNITY BENEFIT REQUIREMENTS
Nonprofit hospitals must provide “community benefits” as part of the justification for their federal tax
exemption. New Internal Revenue Service guidelines feature a broader interpretation of the
“community benefits” and “community building” nonprofit hospitals are required to do, taking more of
an upstream view on health. The new guidance could spur more hospital participation in developing
affordable housing through donated professional time, grants, and investments. Furthermore, under
the Affordable Care Act (ACA), hospitals must review health conditions in their communities and adopt
strategies to address concerns through a process known as a community health needs assessment.
Although the future of ACA is uncertain, the IRS guidelines and growing awareness of housing-health
connections suggest continued prospects for providing incentives for hospitals’ investment in housing.
Clarifying the current rules and how they are to be implemented—and broadening the range of
community health improvements that satisfy nonprofit hospitals’ requirements—would encourage
more innovation and opportunities for hospitals to invest in affordable housing and other actions to
build healthy and inclusive communities (Rosenbaum 2016). Already, a group of hospitals in Portland,
Oregon, has used community benefits funds to support affordable housing.29
IDEA: USE BUILDING CODES TO PROMOTE LOWER COST CONSTRUCTION
Reducing total development costs can improve a deal’s return on investment. Technological advances
have created less expensive construction materials. Additionally, use of modular construction is
becoming more familiar and extending beyond low-income units. Although progress is being made, such
knowledge is not flowing quickly. Furthermore, building codes are slow to adapt to the new
technologies, creating a barrier to greater use (Jakabovics et al. 2014). This drives up costs and reduces
supply across geography and housing affordability levels, but may especially limit the financial
feasibility of affordable housing.
Greater dissemination of new techniques is needed to get them more widely adopted in the field.
Public adoption may require educational campaigns and aspirational marketing of state-of-the-art
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building codes to traditionally high-cost or exclusive communities. Advocacy may be needed to create
pressure at the state and local level to update building codes to allow low-cost construction methods to
be more widely adopted.

Ensure the Viability of Deals That Reach Extremely Low–Income Households
Affordable housing developments that serve households with extremely low income or the need for
intense services can become viable investments only with certainty that the operating subsidy or
supportive services dollars will continue through the life of the project. Yet, operating support and
service coordinators are usually funded annually. Project-based vouchers can give investors greater
confidence that the operating subsidy will last. But even that can be challenging when federal budget
battles heat up. The strategies below look for ways to increase investors’ confidence in the viability of
serving vulnerable or extremely low-income households.
IDEA: CREATE A GUARANTEE TO PROTECT AGAINST ANNUAL FUNDING SHORTFALLS
If the impediment to investment is the risk of the federal government short-funding operating subsidies
or cutting funds for supportive services, the public or philanthropic sectors can create a safety valve or
guarantee to mitigate that risk. For LIHTC-funded service-enriched housing, the state housing finance
agency could write language into the qualified allocation plan that converts the units back from serviceenriched housing for a special population into a regular LIHTC unit if service funding is unavailable. This
approach has been modeled by the Michigan State Housing Finance Agency as a means of increasing
investor confidence in permanent supportive housing (MSHDA 2010). A similar process exists for
HOPE VI deals, providing a backstop if HUD does not fund the annual contributions contract for a
development’s public housing units. Philanthropy could similarly mitigate the risk of a shortfall in
federal appropriations for ongoing rent subsidies or supportive service funds through a guarantee.
IDEA: USE CROSS-SUBSIDIZATION AND INCOME AVERAGING TO SERVE LOWER-INCOME
HOUSEHOLDS
Both the shortage of project-based subsidy funds and the risks associated with annual operating
subsidy allocations limit the ability of LIHTC units to serve households with income less than 50 percent
of the area median income. In some markets, this gap could be filled by allowing cross-subsidization.
Doing so would require creating a LIHTC rent-restricted category for extremely low–income
households (less than 30 percent of the AMI), available for properties in markets where the highincome units could carry the bulk of the operating costs of the development (NLIHC 2013).
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Accompanying this change with a 50 percent basis boost for properties that include units in the new
lowest income category would improve feasibility. Similarly, the statutory categories could be modified
to allow higher income residents, as long as the average income level of LIHTC tenants did not exceed
60 percent of the AMI. Cross-subsidization strategies may be more feasible when development costs
are moderate but market rents are high. Before adopting such an approach, modeling would be needed
to identify markets and property conditions that could produce sufficient income to make crosssubsidization work.
IDEA: CREATE A PROJECT-BASED RENTERS’ TAX CREDIT THAT REACHES EXTREMELY LOW
INCOME LEVELS
A new project-based tax credit could provide transferrable tax benefits to cover the gap between
market rents and the rents affordable for extremely low–income households. This would bypass
uncertainties in the appropriations process that currently add risks for projects relying on projectbased rental assistance. A proposal by the Center on Budget and Policy Priorities (CBPP) would create a
tax credit to provide incentives for renting to households with income that is either less than the federal
poverty level or less than 30 percent of the AMI. The credit would be phased in, capped at a tax
expenditure of approximately $6 billion, and allocated among states for distribution (Fischer, Sard, and
Mazzara 2017).

Creating Systems Change
Expanding investment activity in affordable housing and channeling it to support equity and inclusion
will require a focused advocacy effort and a broad collaboration between the public, private, nonprofit,
and philanthropic sectors. Systems change that improves investor incentives faces two large hurdles:
(1) skepticism about political gridlock and the potential for large-scale policy change and (2) a lack of
awareness of the positive role investors can play in achieving social equity and inclusion goals (which
leads to conflicts between parties that could be productive partners). These challenges, however, can be
overcome. Prior successful efforts at systems change, including the initial passage of LIHTC and CRA, as
well as the LGBTQ marriage equality movement, may offer transferrable lessons that other bold efforts
can apply in overcoming the impediments of political will and divisiveness.
Some of the strategies outlined in this report are more easily implemented, or at least piloted, than
others. Concepts related to expanding existing investment opportunities tend to be the most practical
and implementation ready. For example, expanding the LIHTC has bipartisan proponents and the
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support of a wide array of stakeholders, and duty-to-serve rules are already setting processes in place
to expand government-sponsored enterprise involvement in loans for manufactured housing.
Philanthropy can also use program-related investments to pilot a new approach. Once the efforts have
generated evidence of its viability, other investors will follow suit. In its simplest form, philanthropy
identifies a risk the market will not take and then structures the transaction or creates a new
instrument to bring capital to the market. For example, the MacArthur Foundation invested in the
development of an affordable housing REIT by reducing lenders’ exposure to risk from regulatory
changes, geographic concentration, and other factors, giving the REIT time to establish a track record
and make traditional investors comfortable so they are willing to invest.
Strategies for increasing investments that advance economic and racial inclusion are crucial for
creating a new housing system that acknowledges and attempts to correct the nation’s patterns of
segregation and exclusion. Although addressing these patterns effectively is more challenging,
philanthropy has many tools at its disposal that could lead to long-term change related to these and
other strategies, including grants, convening power, advocacy, and investments. The challenge is to
identify the correct tool for effecting the desired change. Changing the narrative about affordable
housing and inclusive communities would be an essential step in the path toward bipartisan support for
policy change. This effort would involve extensive national-level work to develop and test messages
that resonate with different political value systems. It would also require community-level work to
ensure that these messages—and messages grown from the grassroots—become visible campaigns that
mobilize communities to action.
Part of this work will also involve relationship building and community empowerment. Low-income
and majority-minority communities have often experienced new investment activity as early signals of
gentrification. Thus, investors may be viewed not as a potential partner for bringing needed capital to a
community but as an adversary likely to strip communities of social capital and political power—
ultimately displacing long-standing residents. Yet, neither communities nor investors, working alone or
in opposition, are likely to generate equity and inclusion. Statutes, like CRA and California’s data call,
that make both communities and regulators aware of the extent potential investors are serving the
communities in which they operate, can provide substantial leverage for communities to attract
additional capital toward inclusion. Philanthropy can assist by supporting the call for investment
statutes and guidance, prioritizing community-empowerment activities, and creating opportunities for
dialogue and partnership between investors and community members. In combination, these efforts
can create new highly effective channels through which profit-driven investors fund projects that
advance social equity and inclusion. At the national, state, local, and community levels, philanthropy can
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help bring to the table people with the right combination of experience, knowledge, and networks to
effect change.

Conclusion
Investors will put capital where returns are viable, and there is no shortage of ideas for ensuring the
profitability of investments in affordable and inclusive housing. For each political reality, opportunities
exist to make headway toward incremental or transformational changes that channel investment
activity to create a housing system for the 21st century and dismantle the inequality created by the last
century’s housing system. Simply expanding the LIHTC would be a major contributor, but that alone is
not powerful enough to deploy sufficient capital to the types of housing and communities needed in the
future. New approaches and a greater investment in loan guarantees and other mechanisms that
provide investors with proof of concept will be required. So will support for policies such as CRA and
entities such as CDFIs and community development corporations that can leverage private investment
for equitable development. This report has presented an array of ideas as a starting point for
exploration and expansion. The next step is to engage new coalitions and partnerships to vet these
ideas further, identify the most powerful tools for deploying more investment capital in activities that
create a more equitable, inclusive sustainable housing system, and—perhaps most importantly—
develop the strategies that will allow bold systems changes to go from concept to reality.
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