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Introduction

Good afternoon, my name is Stanley Keasling, I am the Regional Vice President of Mercy Housing California, an affiliate of Mercy Housing, Inc.  It is a pleasure to be here to talk to you about rural housing needs, trends and programs.  I have been working to improve housing conditions in rural California for more than 25 years.  Mercy Housing develops and manages over 4,000 units of rental housing in California, and we have developed over 2,700 new homes for first-time homeowners.  

Two Rural Americas

There are at least two rural Americas.  One is vibrant and thriving, while the other is poor and stagnant at best.  One is capitalizing on the beauty of this land and the desire of urban dwellers to find a simpler life.  The other America is often being exploited by the depletion of its natural resources that have sustained the residents for generations.  

In the exurbs, resort communities and retirement destinations, there is a new sense of economic prosperity and tremendous population growth.  But with this economic expansion comes only service employment and usually just part-time work for the traditional  residents who provide services to the new arrivals.  Their economic plight is compounded by dramatic increases in the price of housing which results in incredibly high rates of overpayment.  One of the most dramatic examples of the housing problems of this rural America is the fact that in Vail Colorado jobs paying $17 per hour cannot be filled by employers, because there is no place where a person making just $30,000 per year can live.  Vail is an extreme example, but these problems also exist in the Sierra Nevada’s, Sun Valley, Western Montana, and Park City, Utah.  (Obviously, I am more familiar with the problem in the West, but the phenomenon exists in the East as well.)

The other rural America is found in the Mississippi Delta, Appalachia, the northern plains and the San Joaquin Valley of California.  The San Joaquin Valley contains three booming metropolitan areas, Bakersfield, Fresno and Sacramento.  But it also contains some of the most persistent poverty and underemployment in the country.  The seven southern counties have an average unemployment rate in excess of 12% and poverty often exceeds 20% of the population, and these official statistics do not include the high numbers of undocumented farm workers who make this area the richest agricultural area in the world.  These rural poor often live in shelter that was never intended for residential purposes, and it does not come close to meeting current building codes.  

Our government system of subsidizing corporate farming has created two very different classes in this second rural America, one extremely wealthy and receiving tremendous government subsidies and the other very poor and ineligible for any assistance.  I am talking about the rural homeless who have been with us since the migrant streams of the dust bowl created a workforce that lived under the stars or in camps until all of the fruit was picked in one location and then moved on.  We don’t call them homeless because they go to work every day and many have a home, it is just in a place where they cannot make a living, so migrant farm workers accept homelessness to provide for their families.  

I ask that the next time you vacation in rural America that you ask yourself where the people who provide you services live, and how they survive during those months when there are no tourists.  The next time that you eat fresh fruits or vegetables or nuts ask yourself where the workers who provide this inexpensive high quality food live, and wonder why we cannot pay just a little more to provide them with a decent home.  

Existing Rural Programs

The Department of Agriculture Rural Housing Service is charged with the development of rural America.  It must respond to these disparate needs and attempt to conform a national program to the very different needs of rural America.  Since I have been talking about farm workers, I would like to start by saying that the Rural Housing Service (RHS) has an excellent farm worker housing program (Section 514 and 516) that allows workers to pay just 30% of their income for housing.  The problem is that the national appropriation for the program is only $25 million per year, and there are over $100 million in pending applications in spite of the fact that it usually takes four years to get a project funded.  (By way of contrast the proposed California state budget for farm worker housing is $18.5 million.)  This grant and loan program just needs more money, and we need to think about our current system of excluding undocumented workers from living in RHS funded housing.  

The RHS administers two other housing programs that are seriously under-funded.  The Section 515 Rural Rental Housing Program once produced more than 20,000 new rental housing units on an annual appropriation that exceeded $500 million.  Today the program produces virtually no new units and the current appropriation funds just preservation and renovation needs of the portfolio.  More units are lost to this housing stock than are produced annually.  The program provides 40 year loans with interest rates as low as 1%, and can be combined with Rural Rent Supplements that allow residents to pay just 30% of their income for housing.  One example of the efficacy of this program is that the California Tax Credit Allocation Committee still maintains a set-aside of tax credits for any project funded with Sec. 515 funds.  

The Rural Rental Housing Program is a direct loan program, and this results in tremendous efficiencies for the government.  The cost of the program, including the subsidized interest rate, delinquencies and foreclosures is just 50 cents on the dollar of loan.  I would urge that we maintain the direct loan programs at the Rural Housing Service.  The staff who administer these loan programs ensure that the housing serves the most needy people.  As recently as 1995, the median income of the residents of Section 515 housing was under $10,000 nationwide.  

The Section 538 guarantee program cannot replace the rural rental housing program.  The guarantee program does not currently include subsidized interest, and the fees associated with private loan making in the guarantee program add greatly to the cost of the units developed.  

There is not a lot of political support for the Rural Rental Housing program in the Congress.  Frankly, this lack of support stems from a misguided OIG report and political grandstanding by a member of Congress more than from any real problem with the program.  In response, Senators Edwards, Jeffords, Leahy, and Wellstone have submitted an alternative financing mechanism, called the Rural Rental Housing Act, which would continue the direct funding relationship between  USDA and developers.  The act will create a funding program that gives only one time assistance rather than ongoing subsidies or rental assistance, so it will be very inexpensive to administer.   

If the Sec. 515 program continues to be excluded from new development, we need to make sure that there is adequate funding to preserve the existing stock and to facilitate its transfer from the existing group of aging owners to durable community-based organizations that will preserve the affordability and serviceability of the units.  One idea for continuing this funding is to allow the Rural Housing Service to use all repayments of Sec. 515 loans to fund a trust fund that will preserve the existing stock.  

Another major concern about the rural rental housing program is the cost of managing and maintaining the stock.  Much of this portfolio is owned and managed by local independent developers, who manage their own properties at a below market cost to the projects.  As the ownership of the portfolio changes, there is a need to reassess the cost of professional management and the other costs that are associated with property ownership, like asset and partnership management fees.

The Sec. 502 single family loan program is one of the most effective federal housing programs available today.  For just $10,000 in cost to the federal government, the average low income family receiving a loan realizes their dream of homeownership.  At this cost, USDA is putting low income families into permanent homeownership while HUD could not even pay for three years of rental assistance.  Even in California, where housing prices are notoriously high, families with incomes as low as 30% of the area median can become homeowners.  These first-time homebuyers, given adequate credit counseling, demonstrate that they are a good credit risk.  

The 502 program is also grossly under-funded. The Clinton administration drastically reduced the funding for this program, and the Congress continues to be enamored with the 502 guarantee program.  But without the subsidy mechanism of the direct loan program, the guarantee program is merely making it easier for lenders to make loans to moderate income people.  The Sec. 502 direct loan program provides real housing choice to people who otherwise would be excluded from the market.  

Today, the demands on the 502 program are such that there is virtually no new construction taking place.  Self-help housing groups are allocated a portion of the funds to finance their new developments, but all other funding for new construction must be leveraged with private financing.  This greatly reduces the income targeting of the program and greatly complicates what is otherwise a very simple loan process.  

Urban and New Programs

HOME and CDBG are extremely important housing resources in rural America.  The share of these funds that is directed to rural areas helps make the other federal and state programs serve very low income people.  However, it is extremely difficult for rural areas to compete for these funds with much larger communities who have staff assigned to these programs.  Nonprofit organizations, usually serving large geographic areas often serve as the staff for these rural areas, and there needs to be a recognition of the cost of their services in the redesign of the CDBG and HOME programs.  

Similarly if this Commission recommends the creation of a new housing production program, rural America must receive a share.  A set-aside of funds for rural development is important so that these funds will be targeted to the most needy communities that are also least able to compete for funding.  The commission should also remember that the simpler the program is to implement or the more comprehensive the funding provided, the more effective the program will be in responding to the needs of rural areas.  

Thank you for this opportunity to submit testimony, and I look forward to the opportunity to appear before the Commission on June 4th.  

