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Madame Chairperson, Mr. Chairman and members of the Millennial Housing Commission.

Thank you for the opportunity to discuss the production of affordable housing.

As the Commissioner of Housing for the City of Chicago, I manage an annual commitment of approximately $300 million in federal and local resources for the production, rehabilitation and preservation of affordable housing throughout Chicago.

In the past 11 years, the City of Chicago has helped create or preserve almost 30,000 units of rental housing, including Single Room Occupancy, senior and multi-family housing.

We have helped more than 7,000 families buy homes and helped another 22,000 homeowners repair and improve their properties.  Over the next three years, we plan to invest more than $900 million more in local, state and federal funds to help create or preserve another 25,000 units of housing.

We will do this with a combination of federal and local resources, including HOME, CDBG, Low Income Housing Tax Credits and tax-exempt bond financing on the federal side, plus an aggressive use of local resources, including cash contributions, tax increment financing, city land, and city fee waivers.

While promoting homeownership remains a top priority of the Chicago Department of Housing, our area of greatest need today is in the supply of affordable rental housing, which accounts for more than 60% of the City’s housing stock.

Shortage of Rental Housing

In 1999, the Metropolitan Planning Council (MPC) released a sobering analysis of the rental housing market in the Chicago region, which suggests that the basic laws of supply and demand are not working in our favor.

The study estimates a current deficit of 153,000 rental units for families under 30% of median income, which is about $20,000 for a family of four living in Chicago.  The study says that our area is under-producing new rental units by 30,000 each year, suggesting that the problem will continue to worsen.  It further points out that the tight rental market is forcing rents up at a rate twice the consumer price index, and three times the CPI in some areas, such as the north side of Chicago.

The private market is not filling this gap for one very simple reason: the cost of developing a new unit far exceeds its market value.

Inability of Private Market to Produce Rental Housing

Recently, I was at a meeting of property owners where a real estate economist was extolling the virtues of investing in multi-family rental property, citing low vacancy rates, and rising rents.  He said that the average value of rental property in Chicago has now reached $60,000 per unit.

He neglected to mention, however, that it costs approximately $150,000 to build a rental unit today, which explains why there is virtually no private production of rental housing in Chicago, other than publicly-funded projects.  One recent exception is a new building in River North which made news as the first rental development produced by the private market since the mid 1980’s; unfortunately, rents in this building start at $2,000 a month.
Clearly, developing affordable rental housing is not a profitable activity for the private market.

With a stagnant supply of rental housing, we must rely on a building stock that was largely constructed in the first half of the twentieth century.  The best of it has been converted to condominiums, while the worst suffers from disinvestment – two trends that are further depleting our supply of affordable, rental housing.  

Increase Federal Production Resources

Given these economics, tax credits, the HOME and the CDBG Programs are crucial to the production of rental housing.  
We are very pleased with the recent increases in the Low Income Housing Tax Credit and tax exempt bonding authority, which will expand our funding capacity by $100 million over the next three years.  However, we cannot maximize these resources without more secondary financing and greater flexibility attached to federal funds.

In Chicago, tax credits alone can’t fully fund a development.  Tax credits generally support about half the cost of a project, with private financing and soft secondary financing filling the gap.  Thus, the federal government must match the 40% increase in Low Income Housing Tax Credits with a complementary increase in secondary financing 

That’s why, in his welcoming remarks, Mayor Daley called for increasing HOME’s annual budget allocation by 40% to $2.5 billion.  The HOME program is already the most efficient and successful source of federal housing funds, both because HUD and all of the administering entities know exactly how it works, and also because of its flexibility and allocation formula, which is split between local and state jurisdictions.  For these reasons, we support increasing HOME rather than creating a new production program. 

No HOME Setasides

In addition, funding flexibility in the HOME Program must be maintained.  Carving out specific setasides is contrary to the intent of the HOME program, which wisely provides flexibility to state and local governments to design programs that meet local needs.  There are no one-size-fits-all programs.  The fewer strings attached to the money, the more likely it will successfully address local needs.

Mixed Income Developments with Affordable and Public Housing
Today, for example, one of the biggest local needs in Chicago involves public housing.  With new leadership at the Chicago Housing Authority, we are working to rehab or rebuild 25,000 units of public housing.

Our goal is to create stable, mixed-income communities where families and children and economic opportunities can flourish, and drugs and gangs cannot.  Mixed-income means public housing, affordable housing and market-rate housing all together in the same developments.

Certain financing rules inhibit our efforts, however.  Currently, proceeds from public housing funds, including HOPE VI grants, are not exempted from the requirement that federal sources of funding in a tax credit project be subtracted from a project’s basis or be charged the Applicable Federal Rate (AFR).  This requirement makes tax credit projects more expensive when combined with public housing.

HOME was exempted from this requirement a few years ago.  We urge you to do the same with public housing funds by amending Section 42 of the IRS code so they are more compatible with 9% tax credits.

Rental Subsidies
Finally, we know from experience that a production program itself is not sufficient to serve the population living below 30% of area median income.  This group also needs rental subsidies.  To provide this additional assistance, Section 8 subsidies must be linked to the units serving tenants at 30% of AMI and below. 
Locally, we’re helping meet the need for rental subsidies with our Low Income Housing Trust Fund, under which Chicago allocates up to $6 million per year to subsidize rental costs for more than 2,000 families and individuals.  Today, it’s the largest, locally-funded rental subsidy program in the country.

We’re also looking for additional help from the state with a proposed Illinois Donations Tax Credit, under which corporations will get a fifty cent credit for every dollar donated for affordable housing.  We’re asking the state to allocate $13 million annually which would generate $26 million per year.   It’s currently pending in the State Legislature.

Conclusion

One of the unfortunate side effects of the strong economy of the past decade is that those who are left behind as the economy strengthens are squeezed more than ever before when it comes to housing.  Today, affordable housing is a national challenge affecting cities and suburbs alike, and it requires a concerted national response.

As the Metropolitan Planning Council study suggests, at current funding levels, the problem will only get worse.  Now is the time for local, state and federal governments to come together and meet this challenge and insure that families at every income level – in every community – can go to sleep at night with a roof overhead.

I just want to commend the Millennial Housing Commission for embracing this challenge and reaching out to local communities like ours for input and ideas.

Thank you very much.

