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Part I: What does the multifamily rental housing stock look like?

According to the 2000 Census, the United States has 105 million occupied housing units, of which almost 36 million are rental units.  One of the little-known facts about rental housing is the large share in small properties – less than half is in multifamily properties
. (See Exhibit 1) Precise figures for the split between single-family and multifamily rental housing are somewhat elusive
, but the most recent estimates show that one-third of rental housing is in one-unit homes, and more than one-sixth is in two- to four-unit properties.  The remaining rental stock – the approximately 17 million multifamily rental housing units that are the subject of this paper – are split almost evenly between properties with 5 to 99 units and those with 100 or more units.  During the 1990’s, 1 million net rental units in 2-4 unit structures were lost, while 200,000 net units were added to the stock of rental units in structures with 5 or more units.

Rental properties of different sizes are not spread evenly across the landscape. (See Exhibit 2) While 31 percent of the nation’s housing is in central cities, 45 percent of rental housing is in central cities, and 55 percent of multifamily rental housing is in central cities.  Conversely, while 20 percent of the nation’s housing is in non-metropolitan areas, 15 percent of rental housing is in non-metropolitan areas, and only 8 percent of multifamily rental housing is in non-metropolitan areas.  As for the age of multifamily rental housing, about 70 percent is 20 or more years old, although this does not vary significantly from the rest of the nation’s housing stock.

Ownership of rental housing also varies greatly with the size of the property. (See Exhibit 3) While individuals own 85 percent of 2-4 unit rental properties, they own only 19 percent of 50+ unit rental properties.  Partnerships are the most important owner group for 50+ unit properties, with 33 percent, while Real Estate Investment Trusts (REITs) and for-profit corporations make up about 18 percent.

Within the rental housing market, about one half of all renter households need “affordable” housing, although there are a number of ways to define this.
  Within this category, about 40 percent are assisted by federal housing programs.

Part II: How is multifamily rental housing financed?

Compared to the finance market for single-family housing, which sets the international standard for access and liquidity, the finance market for multifamily rental housing is much more varied.   Parts of the market, particularly permanent financing for large properties (100 or more units), are nearly as highly developed as the single-family market, but others are far less advanced.

During the late 1990’s, strong, consistent economic growth and rising real estate markets helped make permanent mortgage financing widely available for larger multifamily properties.  Perhaps more important for the long-term prospects of multifamily finance, however, was the expanded role of the secondary market for multifamily loans, particularly the growing importance of Commercial Mortgage-Backed Securities (CMBS) and the Government-Sponsored Enterprises (GSEs) Fannie Mae and Freddie Mac.  In fact, HUD now estimates that securitization of multifamily mortgages, at 58.8 percent, rivals that of conforming, single-family mortgages, at 60.8 percent.
  While this development has not clearly led to significantly lower pricing for multifamily financing, many observers attribute this to the early stage in the secondary market’s development, and point to shrinking regional imbalances in credit availability as a sign of the positive effects of the expanding multifamily secondary market.  With the benefits of the secondary market, it is also hoped that access to debt capital for larger properties at reasonable prices should continue even as the national economic picture becomes cloudier.

In addition to permanent mortgage debt, equity capital and hybrid products have been widely available in recent years for larger properties.  The strength of the stock markets injected unprecedented levels of equity capital into Real Estate Investment Trusts and publicly-traded real estate companies.  At the same time financial institutions and mortgage companies complemented their development of conduits and other debt vehicles with more creative products, such as mezzanine financing, that traded lien position and took other risks in exchange for higher returns.  The prospects for the continued availability of public equity capital and hybrid financing are shakier than for permanent debt given the recent slide in stock markets.

If permanent mortgage financing, public equity capital and new hybrid products have led the way for a multifamily finance market that most industry insiders consider the strongest in history, are there remaining deficiencies or gaps in the market that deserve the attention of the Millennial Housing Commission?  The answer is yes.

For the multifamily market in general, the most striking characteristic is the continuing disparity in financing rates and costs (both underwriting and securitization) between single-family and multifamily debt.  Some argue that this is inherent in the nature and risks of multifamily housing – more complex structures, investor ownership, location in less affluent neighborhoods and other characteristics.  Yet a consistent view of the multifamily market is that the extent of these risks is still a matter of debate.  A lack of information is a significant deficiency that hurts the multifamily market in a number of ways: 

· Higher financing rates

An enormous reservoir of data has been developed around the performance of single-family loans and the factors that affect it.  Most observers agree that the smaller quantity of similar information about multifamily loans creates uncertainty about risks in performance that results in higher financing rates.

· Higher financing costs

Not only are rates for multifamily financing higher than rates for single-family financing, but the origination and securitization costs are higher as well.  These include origination, appraisal and environmental fees on the origination side, and higher due diligence and credit enhancement fees on the securitization side.  A lack of information increases many of these fees, including:

· Lack of standardized, low-cost credit scoring similar to the single-family market

· Limited availability of comps, expenses and other appraisal data

· Fragmented and inconsistent sources of data for environmental reviews

In addition to a lack of comprehensive, easily accessible information, a lack of standardization across political jurisdictions also raises the rates and costs of multifamily financing.  Examples include:

· Foreclosure and bankruptcy laws

The large variation in time, and therefore cost, of foreclosure increases the losses on multifamily mortgages and leads to higher financing rates.

· Title Requirements

The extent and variation of title requirements increases title fees.

· Legal Documents

The broad range in documents that are required, and the content of those documents, adds to the legal fees for multifamily transactions.

In addition to the deficiencies described above that affect all parts of the multifamily finance market to some degree, there are also a number of gaps in particular segments of the market.  One of the few areas of housing finance that has not benefited from the lower rates and  liquidity provided by the secondary market is lending for the construction of multifamily housing.  The higher rates and limited availability, particularly during “credit crunches,” of these loans can limit the production of housing.  Construction finds capital primarily through equity of various types, and through commercial banks and thrifts that hold the loans in their portfolios rather than selling them into the secondary market.  In fact, a recent survey found that 100% of multifamily construction loans come from commercial banks and thrifts.
  The distinct, often more local, nature of underwriting these loans, particularly the risks of the local market and the development team, along with differences in loan term and other factors, separate them from the long-term permanent financing that has been the staple of the housing secondary market.  Furthermore, the lack of clear authority in the GSE’s charter has constrained their entry into this market.

Another significant gap in the multifamily market is financing for small multifamily properties (defined here as 5 to 49 unit properties).  The limited availability of financing for small multifamily properties reduces the production of smaller, often urban infill, properties, and hampers the preservation of this stock as well.  There are a number of reasons:

· Lack of scale economies in underwriting, servicing, and securitization

While the higher rates and costs of multifamily finance that result from the factors discussed above can hurt medium and large multifamily deals, they are often fatal to small multifamily deals.  Many of the costs, such as appraisal, environmental and others, are largely fixed, and therefore end up as a much larger percent of the amount of smaller multifamily loans.  This leads to loans that are much higher cost, or that don’t get made.

· Smaller, poorly-understood owners

As discussed in the first section of this paper, the ownership of small multifamily properties is much more highly concentrated among individuals instead of partnerships and corporate entities.  Individual owners generally have a number of characteristics that make them a less attractive market for financial institutions, including:

· Uncertain motivations and creditworthiness because they have fewer assets and less of a track record to underwrite.

· Less sophistication in using traditional financial products which can lead to greater “hand-holding” in the origination process and higher costs.

· The decline of the thrifts

The traditional source of finance for small multifamily properties had been Savings and Loans, which tended to take a particular interest in their local markets and held the loans in their portfolios.  With the decline of the thrifts, particularly during the S&L crisis of the 1980’s, this source of capital has been depleted, without a clear replacement.  From their height in 1986, when they held 46 percent of outstanding multifamily mortgage debt, S&Ls dropped to only 16 percent of outstanding multifamily mortgage debt by 2000. (See Exhibit 4) The multifamily finance market has generally seen a consolidation, with the GSEs and the secondary market more broadly growing in importance.  Because the size and lack of standardization of smaller multifamily loans has made them poor candidates for securitization, many feel financing opportunities for small multifamily properties have actually declined while the rest of the market has seen broad expansion.

· Lack of subsidies

Just as the smaller scale of these properties makes financing for them less efficient, their smaller scale also makes subsidies less efficient. HUD subsidies such as project-based Section 8 and other federal subsidies such as the Low-Income Housing Tax Credit bring income and rent limits, monitoring, and other requirements that are relatively more expensive for small properties. Compared to the typical rental property, federally-subsidized properties are two to three times more likely to have fifty or more units. (See Exhibit 5) In fact, over half of federally-subsidized units are in properties with 100 or more units.  Unsubsidized affordable rental housing, on the other hand, tends to be in smaller properties. (See Exhibit 6)  Only about 4 percent of rental units occupied by unassisted households earning less than 50 percent of area median income are in structures with 50 or more units.

A final gap in the multifamily market is financing for rural properties.  These properties are often small, and therefore face the same barriers described above, but also are located in markets that are more expensive to underwrite because of their distance from most financial institutions, lack of comparable properties and weaker market dynamics.  Because of these differences, and the relatively small share of the multifamily stock that is rural, the issues of this stock are dealt with in greater detail in a separate background paper for the Millennial Housing Commission on rural housing issues.

Part III: What is the government’s role in the multifamily rental housing finance market?

Given the important progress made in the multifamily finance market during recent decades, the role the federal, state and local governments play has evolved as well.  The earliest significant federal intervention in the multifamily mortgage market dates to 1934 with the creation of the Federal Housing Administration (FHA).  FHA sprung out of the belief that mortgage insurance could be used to catalyze the widespread availability of long-term mortgage financing for homeownership and rental housing.  The success of this idea is now legendary, particularly in the single-family market, which offers 30 year, fixed-rate loans on such a routine basis that they are now taken for granted.  In the multifamily market, FHA was widely successful as well, if somewhat less well-known.  The 608, 207, 221(d)(3), 221(d)(4), and 236 programs (all named for the sections of the National Housing Act that lay out their parameters) have at various times accounted for a large share of the nation’s multifamily housing production, particularly when combined with subsidies that reduced their interest rates or helped pay the apartment rents.  The common factors in nearly all of FHA’s multifamily programs have been full insurance on long-term, fixed-rate, low-equity, combined construction and permanent financing offered through approved private lenders.

FHA’s own success has also been a challenge, however, because the private market so effectively followed FHA’s lead.  While typical multifamily mortgage terms are shorter and require more equity than FHA’s, there are now a much broader range of financial institutions and other entities that offer multifamily financing at competitive rates on a consistent basis than during the height of FHA production.  As a result, FHA’s mortgage volume dropped by two-thirds from its level of the 1970s and 1980s to the early 1990s. (See below)
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Volume has increased since then as the market has improved generally, but also because FHA established the Multifamily Accelerated Processing (MAP) initiative to delegate greater authority to private lenders, ensure greater consistency across offices and speed processing. Since the introduction of MAP, FHA multifamily volume has increased, however, volume remains at roughly two-thirds the level of the 1970s and 1980s, while the overall volume of the market grew by 185 percent between 1980 and 2000.  A number of specific developments have contributed to FHA’s decline:

· The expanding role of the secondary market for multifamily loans

FHA was created at a time when the primary mortgage market was the only mortgage market.  As discussed above, the last two decades have seen an explosion in the secondary market for housing loans, including multifamily.  The ability to package loans and sell them to investors of all kinds through Commercial Mortgage-Backed Securities (CMBS) overcomes some of the same problems that FHA insurance was created to solve: whereas FHA insurance can overcome the unwillingness of local capital sources to invest in multifamily housing during difficult periods through the full faith and credit of the US government, the secondary market can do so by attracting capital from outside the local community, and diversifying risk among a range of investors.  In addition, the creation of the Government-Sponsored Enterprises (GSEs) added a level of government assurance, if not explicit guarantee, that allows the secondary market to function effectively as an alternative to FHA.

· The devolution of housing programs from the federal to the state and local levels

Another important development has been the devolution of responsibility for many multifamily housing programs to the state and local level, particularly to state and local Housing Finance Agencies (HFAs).  As mentioned above, a significant strength of FHA’s multifamily insurance programs was the link to HUD subsidies, such as Interest Reduction Payments (IRP) or Section 8 contracts, which created a particularly attractive package for developers.  With the decline of these subsidies in the early 1980’s and their replacement with the Low-Income Housing Tax Credit in 1986, followed by the HOME program in 1992, both of which are controlled at the state and local level, the HFAs, who already were issuing multifamily debt using federal tax-exempt bond authority, became increasingly attractive partners for multifamily developers.

· The statutory and regulatory framework for FHA’s programs

FHA’s scale and mission are nearly unique within government.  FHA issues over $100 billion in mortgage insurance each year to support the expansion of homeownership and the production and preservation of rental housing.  Unlike nearly all government functions, delivery of FHA insurance is almost entirely dependent on the private sector.  But despite the unique character of FHA, it currently operates under the same rules and constraints as the rest of HUD and the federal government.  Because of the close interdependence of FHA and its private sector lenders, these rules and constraints are significant barriers to more effective participation in the highly competitive and quickly evolving housing finance industry.  Specifically, the current structure affects:

· Staffing: Limited hiring authority and salaries prevent an adequate exchange of personnel with the latest skills between FHA and private industry. The average FHA employee is over 50 years old and has been with FHA for more than 20 years. In addition, the political appointee system hurts continuity among senior staff.

· Technology:  The dependence of FHA on the appropriations process (instead of its own “earnings”) to finance new technology and other vital infrastructure leads to under-investment in these areas.

· Program Development and Administration: The statutory and regulatory framework for FHA’s programs dramatically increase the time necessary to develop and implement new products, hobbling FHA’s response to the evolving marketplace.  Not only must FHA rely on the legislative process in Congress to authorize new programs, but the nature of the political process leads to numerous, highly-specific and sometimes contradictory changes to programs that essentially remove FHA’s flexibility in implementing those programs.  Statutory and regulatory requirements also hurt the administration of existing programs.  Two examples are Davis-Bacon wage requirements, which raise the cost of properties developed with FHA insurance, and the need for appropriations for individual insurance programs, which causes program shutdowns when demand is higher than anticipated.

· The reduction in FHA’s multifamily staff during the early 1990’s

During the early 1990’s, there was a movement to reduce the size and staffing of federal government, part of which included the potential elimination of HUD as a cabinet-level agency.  While ultimately HUD retained its overall structure and status, it’s staffing was reduced substantially to approximately 9,000 from a high of more than 17,000.  While there had already been a drain on the staff of FHA from the declining production of FHA multifamily programs discussed above, the reductions of the early 1990’s were particularly sharp.  Because the traditional FHA multifamily underwriting process is highly “retail” – FHA staff review and evaluate loan applications in great detail – the drop in staffing hurt FHA’s ability to deliver in a timely manner for its lenders.

With all of the progress and changes in the multifamily finance market, where does FHA fit today?  Is there a productive role for FHA that the private market, working in concert with the HFAs and GSEs, cannot fill?  While the secondary market can diversify risk, it does not offset risk, and most would say that the GSEs do not see themselves as offsetting risk either.  Therefore, there remain a number of deficiencies and gaps that still benefit from the presence of FHA’s multifamily programs: 

· Perceived risk

Just as FHA initially led the private single-family market to make 30-year, fixed-rate mortgages, so can FHA continue to lead the market today.  One recent example of this is the large number of multifamily loans insured for central-city, commercial-to-residential conversions during the 1990’s.  In these cases, FHA often made lending possible that financial institutions would not have made on their own, thereby helping to spur the central city revival now evident in so many areas around the country.  In cases like this, FHA is assuming what is often the perceived risk of a new lending market for a temporary period until the market understands the risks well enough to originate the loans without insurance.

· Actual risk

In addition to leading the market to new areas with perceived risks, FHA can also serve to spur lending for projects where there is actual higher risk.  In these cases, the private market can typically offer financing, but at higher rates that would hurt the affordability of housing.  Where there is a real public interest in keeping mortgage rates low, then utilizing FHA’s lower cost of capital to intervene in these cases makes sense.  Examples include a number of current FHA programs that require appropriations of “credit subsidy” to pay for losses not covered by the fees for the program.  The benefits of such programs might be supporting housing in low-income neighborhoods or owned by non-profits or other groups that offer benefits such as social services or long-term affordability.

· Temporal and geographic cycles 

While the liquidity provided by the secondary market assists in leveling cycles of tight credit and shortages in geographic areas, it will not eliminate them.  During periods of limited mortgage capital or geographic downturns, FHA is an important stabilizing force in the market, ensuring that mortgage capital is available if the markets overreact. While this function is related to the first two points above, it is different because it is not targeted to particular gaps that require targeted lending, like central city conversions or higher-risk neighborhoods, but instead to more standard lending activities that may be temporarily constrained.  And it can be best performed by the federal government, as opposed to in the private sector or by a state or local government, because of access to a consistent stream of tax revenues, the lowest cost of capital and the ability to share local risks with a portfolio of loans from the rest of the nation.

· Construction lending 

As discussed above, construction lending for multifamily housing remains one of the weaknesses in the finance market, according to many observers, with availability and prices that do not reflect inherent risk.  FHA plays an important role, therefore, by insuring combined construction and permanent loan products.

While FHA was the earliest federal intervention in the multifamily mortgage market, state and local HFAs also have a long history in this market.  The Internal Revenue Code of 1954 created a federal income tax exemption for the interest on certain types of bonds, providing the catalyst for the creation of state and local HFAs to finance single- and multifamily housing.  In 1980, the benefits of tax-exempt bonds were significantly narrowed by the Mortgage Subsidy Bond Tax Act, and subsequent legislation in 1982 and 1984 created further restrictions.  The Tax Reform Act of 1986 added even greater limits, replacing industrial development bonds with more restrictive private activity bonds.
  And while the 1986 act radically altered depreciation and other rules that wreaked havoc in multifamily housing markets for years to come, it also created a new housing tool that would come to be the lifeblood of many state and local HFAs: the Low-Income Housing Tax Credit (LIHTC).  The LIHTC is the subject of other papers for the Millennial Housing Commission, and will not be discussed in any detail here, but its importance was to effectively delegate the most significant housing production subsidy to the state and local level, while reinvigorating the use of tax-exempt bonds for multifamily housing through an “as-of-right” LIHTC (as opposed to a more valuable allocated LIHTC) attached to multifamily tax-exempt bonds.

Within a short time, HFAs became more significant players in multifamily finance, able to combine debt and subsidy in an entity closer to the local markets than a federal entity could be.  This increased with the creation of the HOME block grant in 1992, a housing subsidy program also administered by states and localities, often by the HFAs themselves.   Today, HFAs hold nearly twice the share of outstanding multifamily mortgage debt as they did at the beginning of the 1980’s. (See Exhibit 4) Many have built up substantial reserves through earnings of various kinds that allow them to build their capacities, earn strong credit ratings in the public debt markets, and even subsidize directly the creation or rehabilitation of multifamily housing.

In addition to issuing bonds to finance multifamily housing and awarding LIHTCs and HOME subsidies, HFAs also operate a number of other state and local housing programs.  An important one for this paper is state or local multifamily insurance that puts the HFAs in a similar position as FHA – pairing with private lenders to allow the lenders to originate mortgages that otherwise might be too risky or expensive.

As with FHA, it is important to ask what HFAs contribute to the multifamily finance market that other players cannot.  There are a number of answers to this question, including:

· Perceived or actual risk

Just as FHA can use the power of its lower cost of capital to offset actual or perceived risk to open up or sustain targeted housing markets, so too can HFAs use their access to capital to offset actual or perceived risk. While HFAs do not have as low a cost of capital as the federal government, or as large a geographic area across which to diffuse risk, they rely on reserves funded by state and local taxes, the full faith and credit of state or local governments, and their own earnings to raise capital at lower rates than are available to the private sector.

· Access to subsidies 

Because HFAs do not have the same access to tax revenues as federal housing agencies (per capita state taxes are much smaller than federal taxes), one of FHA’s historic advantages was its ability to combine FHA-insured debt with various rental housing subsidies, including project-based Section 8 contracts. With the delegation of control of federal housing resources to state and local governments in recent decades, however, it is now state and local HFAs, ironically, that are able to best combine debt with federal housing subsidies.  With resources that include the LIHTC, tax-exempt bonds, and block grants, state and local HFAs are now as close to “one-stop shops” as developers of affordable housing will find.

· Local decision-making 

In addition to the range of debt and subsidies now available to HFAs, these organizations also have the ability to tie lending decisions to other state and local priorities in a way that can create a more targeted, comprehensive approach to a community’s housing needs.  Whereas FHA and other federal entities must design programs that can work throughout the country, which often leads to a “one-size-fits-all” approach, HFAs can tailor their programs to the specific housing markets of much smaller geographic areas.

In addition to FHA, there are a number of other ways the federal government intervenes in the multifamily finance market.  The most important of these, particularly recently, has been through the Government Sponsored Enterprises (GSEs) Fannie Mae, Freddie Mac and the Federal Home Loan Banks.  Fannie Mae and Freddie Mac operate differently from the FHLBs, so they are dealt with separately here.

While Fannie Mae and Freddie Mac began issuing securities on FHA loans in 1970, and later in the decade crossed over to conventional multifamily loans, their share of the multifamily market remained low until the end of the 1980’s.  From 1988 to 2000, however, their share of outstanding multifamily mortgage debt nearly tripled from 6 percent to 17 percent, despite a gap from 1990 to 1993 when Freddie Mac retreated from the market. (See Exhibit 4)

Fannie Mae and Freddie Mac operate in a different way from FHA, but with somewhat similar outcomes.  These two GSEs primarily work through delegated underwriting programs with approved private lenders, where the lenders underwrite loans and then sell the loans to the GSEs while keeping a portion of the risk of default.  Compared to FHA, the GSEs review of lender underwriting is less intense and time-consuming, with the GSEs performing the bulk of their reviews after the lender process is complete.  This process is consistent with the risks of the different models, where FHA is taking virtually all default risk while the lenders retain a portion from the GSEs.

The GSEs then use the loans to back securities and sell them into the secondary market, thereby giving a broad range of investors access to the particular characteristics of mortgage investments (long-term, often fixed-rate, generally moderate and declining risk) without the exposure that purchasing whole loans brings.  In addition to this process, the GSEs also act in other ways, including purchasing and securitizing packages of loans, investing in LIHTCs, and providing below-market rate forms of capital from their prodigious profits.

The question of what Fannie Mae and Freddie Mac contribute to the multifamily finance market that the private sector alone cannot has received significant attention lately, with discussion on Capitol Hill focusing on the growing market power of the two GSEs and whether taxpayers receive adequate benefit through lower-cost financing in exchange for the costs of lower taxation, implied guarantees, and other advantages the federal government provides.  The increasing importance of private conduits, which securitize multifamily mortgages and sell them into the secondary market without the “guarantee” provided by the GSEs, are an important development in this debate.  From the beginning of the 1990’s, when they had no market share to speak of, they grew to account for 12 percent of outstanding multifamily debt by 2000. (See Exhibit 4) On the one hand, the conduits beg the question whether the GSEs have performed their function of establishing a market and drawing the private sector to it, and now are no longer needed.  On the other hand, the alternate channel provided by the conduits undercuts the argument that the GSEs have unrivaled market power.  There are a number of benefits, however, that the two GSEs offer that are important to recognize:

· Lower rates 

The majority of observers agree that a significant portion of the benefits the GSEs receive is passed through to housing consumers through lower rates.  While there remains a debate about the efficiency of that transfer, the pricing differential between GSE loan products and conduit loan products attests to the contribution the GSEs make.

· Mission regulation 

While the GSEs are shareholder-owned corporations, they are also regulated for both safety and soundess, and mission by federal entities (the Office of Federal Housing Enterprise Oversight and HUD, respectively).  The ability of Congress and the Administration to direct the vast resources of the GSEs to attack deficiencies and gaps in the multifamily finance market is a significant benefit.  One example of this is the use of the affordable housing goals, set by HUD, which have directed Fannie Mae and Freddie Mac to increase the availability of mortgage capital for underserved markets such as small properties.

· Market leadership

Because Fannie Mae and Freddie Mac control a significant portion of the loans that are sold into the secondary market, the standards they set for loan size, loan-to-value ratios, and other characteristics are widely followed.  This ability to effectively “make the market” can have important benefits in directing mortgage capital to particular segments of the market and bringing efficiency, and therefore lower prices, to the market through greater standardization.

The Federal Home Loan Bank (FHLB) System is the other set of GSEs and plays a significant role in assisting the traditional financial institutions that have long been providers of multifamily mortgage capital.  Created in 1932, there are twelve regional FHLBs that assist member thrifts and commercial banks within their regions in a number of ways that assure liquidity and increase the efficiency of the finance markets.  The FHLBs provide advances to member banks at low rates that ensure adequate capital availability through times of inadequate deposits or local market disturbances.  They also act almost as a private secondary market for their members, purchasing loans or taking some default risk while passing loans through to the public secondary market.  Finally, they run a number of pilots and other programs aimed at helping member banks target specific gaps in lending markets, including housing subsidies like the Affordable Housing Program (AHP).

As discussed above, one of the FHLB’s primary groups of members, the nation’s thrifts, has seen a significant decline in its share of outstanding multifamily mortgage debt.  From their height in 1986, when they held 46 percent of outstanding multifamily mortgage debt, thrifts dropped to only 16 percent by 2000. (See Exhibit 4) Some of this is explained by the acquisition of many thrifts by commercial banks during the continuing consolidation in the banking industry.  Commercial banks have seen their share of outstanding multifamily mortgage debt rise from 8 percent in 1980 to 18 percent in 2000.  However, the combined share of FHLB members has clearly lost ground to conduits and other institutions that utilize the secondary market rather than holding loans in portfolio.  The notable exception to this is construction lending, where FHLB members continue to play the central role in providing mortgage capital.

Given the declining share of multifamily lending performed by FHLB members, what role can the FHLBs play in the finance market that the private sector alone cannot fulfill?  There are at least two important answers:

· Mission regulation 

Like the other GSEs Fannie Mae and Freddie Mac, the FHLBs are also regulated for both safety and soundess, and mission by a federal entity, in this case the Federal Housing Finance Board.  The ability of Congress and the Administration to utilize the FHLBs to correct deficiencies and gaps in the multifamily finance market is an important tool.  While the mission regulation of Fannie Mae and Freddie Mac comes primarily in the form of goals set by HUD, the FHLBs are required to reinvest some of their profits in affordable housing through initiatives like the AHP.

· Local Market Partnership

Despite their shrinking market share, it is important to recognize the unique position FHLB member institutions play in their local communities.  Compared with FHA, the other GSEs, and even the HFAs, FHLB commercial banks and particularly thrifts have unique underwriting skills and local commitment because they tend to be more directly tied to local communities through deposit accounts and long-term roots.  They typically have knowledge of local real estate markets, lower transaction costs and greater flexibility that are particularly well-suited to construction lending, small property finance and other tasks that are not well met by other players.

The final form of intervention by federal, state and local governments in the multifamily finance market is the regulation of private financial institutions.  While this is an area of significant importance, effecting a broad range of decisions that influence housing finance, it is not a primary focus of this paper.  In general, the regulation falls into a number of categories:

· Safety and soundness

The primary function of government’s regulation of private financial institutions is to ensure their economic health.  For the multifamily finance market, this focuses on the safety and soundness of multifamily lending and investment of various kinds, including adequate reserve levels and other factors.

· Mission

Government also has requirements for financial institutions that they fulfill certain mission goals, particularly within geographic areas where they are particularly active.  The most important example of this is the Community Reinvestment Act (CRA), which requires banks to direct a share of their lending to affordable housing.  Each year, financial institutions are reviewed and rated on their performance under the requirements.  Another example is the creation of the Community Development Financial Institution program during the early 1990’s.  This program encourages the development of financial institutions specifically focused on community development, including affordable housing, in targeted communities.  While the primary thrust of the program is grants and technical assistance to build the capacity of CDFIs, the Treasury Department also regulates CDFIs through a certification process to determine which institutions qualify for the designation.

· Information

A final, critical area of financial institution regulation is information gathering on mortgage lending.  The most important example, the Home Mortgage Disclosure Act (HMDA), requires a range of financial institutions to report their lending activity each year by location, demographics and a number of other variables.  HMDA has become a critical tool for government, academics and advocacy groups to understand mortgage lending activity and measure the realization of numerous mission goals.  This is particularly true on the single-family side, however, because the data collected for multifamily lending is much less comprehensive.

· Consumer Protection

There is a great deal of legislation directed at protecting consumers from unfair lending practices.  However, because the primary consumers of multifamily finance are developers and owners, not individual homeowners, consumer protection legislation focuses on the single-family finance market.  Predatory lending and credit scoring are two recent examples of this focus.

Part IV: How could government improve multifamily rental housing finance?

Assuming that one agrees there continues to be a role for the various government entities involved in the multifamily finance market, what can be done to improve their interventions, or create new needed tools?  Beginning with FHA, there is a single, overarching approach to improving its performance, and a number of less comprehensive but more feasible alternatives.

The comprehensive approach would be to restructure FHA as a wholly-owned government corporation within HUD.  This option would create a new structure that includes both FHA and Ginnie Mae and reports to the Secretary of HUD, yet is not subject to the same rules and constraints as the rest of HUD.  A number of legislative proposals to accomplish this restructuring were considered by Congress in the mid-1990’s, so there is already a significant amount of work that the Commission can draw on for its own consideration

Pros:
· Significantly improve the operations and flexibility of FHA.

· Maintains the important link between FHA, Ginnie Mae and the rest of HUD to allow them to collaborate in providing increased housing opportunities.

· Maintains private-sector constituency for HUD.

Cons:
· Requires potentially lengthy and complex legislative process.

· Leaves FHA subject to reduced, but significant, political pressures within HUD.

Even if FHA is not restructured as a government-owned corporation within HUD, there are three solutions that could improve FHA’s multifamily programs: greater statutory flexibility, expanded use of risk-sharing, and eliminating or revising Davis-Bacon requirements.

· Statutory Flexibility:  Housing finance is highly competitive and evolving quickly, yet FHA’s reliance on statutory authorities and the traditional regulatory process limit its relevance.  There are a number of changes that would improve the operation of FHA’s multifamily programs through greater statutory flexibility.  Specific options are:

· Combine the various programs within the General Insurance and Special Risk Insurance (GI/SRI) Fund into a single program for the purposes of credit subsidy allocation.  Currently, any program which does not break even requires credit subsidy, even if other programs within the fund are “profitable.”

Pros:
· Allows programs to operate without the disruptions of the last two years when credit subsidy ran out.

· Creates incentive to manage the programs for overall profitability like a typical business, yet with targeted programs that “cost” credit subsidy.

Cons:
· Difficult political task of potentially altering Credit Reform Act.

· Provide flexibility to vary the pricing, term or other aspects of programs based on risk or other factors.

Pros:
· Expand use of FHA with loans that will improve quality of FHA portfolio.

Cons:
· Potential to increase cost for riskier loans and limit FHA’s mission.

· Remove the cost limits for FHA’s multifamily programs, or index them to inflation and provide greater flexibility to adjust them in high cost areas without Congressional action.

Pros:
· Increase production in high cost areas using FHA insurance.

Cons:
· Political resistance to FHA competing with private market, particularly if programs still require credit subsidy.

· Risk-Sharing: The traditional FHA multifamily underwriting process is highly “retail” – FHA staff review and evaluate loan applications in great detail, despite the presence of an FHA-approved lender who is also underwriting the loan.  Recently, FHA established the Multifamily Accelerated Processing (MAP) initiative to delegate greater authority to private lenders, ensure greater consistency across offices and speed processing.  While this initiative is a positive step, and appears to be attracting greater interest in FHA multifamily programs, it remains tied to the traditional model of full insurance, with no sharing of risk by FHA’s partners.  Another alternative, greater use of the risk-sharing program, would place FHA in a more “wholesale” role through greater use of private lenders, HFAs and other partners who are closer to local markets and are not subject to FHA’s constraints.  Risk-sharing was established as a demonstration program by the Housing and Community Development Act of 1992 and made permanent two years ago.  It allows FHA to delegate underwriting authority to HFAs, the GSEs and other partners in exchange for sharing of losses by these partners.  The expansion of the risk-sharing programs does not need to undercut the current improvements that are underway to FHA’s traditional multifamily programs, particularly MAP. There is potential for both methods of access to FHA insurance to increase the production of multifamily housing instead of growing one at the expense of the other.  Specific options to expand use of risk-sharing are:

· Extend the existing risk-sharing program to include private lenders, who currently cannot access the program directly.

· Establish a new risk-sharing program that would allow FHA to offer pool insurance to HFAs, the GSEs, and even private lenders (see policy option paper on financing of small properties for related discussion).

Pros:  Expanded use of risk-sharing will:

· Provide greater access to FHA’s powerful guarantee using a more streamlined underwriting process and without increasing staff, which would be difficult to achieve.

· Establish greater partnership with HFAs and others who have become increasingly active in financing multifamily housing.

Cons:  Expanded use of risk-sharing will:

· Require organizational and cultural changes at FHA that may not be possible, particularly among staff that prefer the traditional “retail” process and unions that see delegation as a precursor to downsizing.

· Meet at least some resistance based on the history of the Coinsurance program, particularly if private lenders are allowed to participate, and could suffer the same fate if poorly implemented.

· Eliminating or Revising Davis-Bacon: A number of statutory provisions raise the cost of projects that use FHA insurance, but the most widely cited is the Davis-Bacon wage requirements, which add as much as 10 percent to construction costs.

Pros:
· Would lower the cost and raise production of rental housing.

Cons:
· Would likely be a major political battle with organized labor.

While much of the oversight of state and local HFAs is the responsibility of the states and localities they serve, there are a number of proposals that the Millennial Housing Commission could consider in improving the multifamily finance market.

· Increase tax-exempt bond authority:  There is a separate background paper prepared for the Millennial Housing Commission that outlines a new Working Families Housing Production program using tax-exempt bond authority.  As part of that proposal, the Commission could remove the cap on the use of tax-exempt bonds for multifamily housing.  Even without the creation of such a program, however, the Commission could recommend a number of options:

· Increase the current cap for issuance of private activity bonds, or remove the cap entirely, which would allow states and localities to choose how to use greater tax-exempt bonding authority.

· Remove the cap for issuing private activity bonds for multifamily housing, allowing unlimited issuance of tax-exempt bonds for multifamily housing under the current affordability and other requirements.

· Create a separate cap for issuing private activity bonds for multifamily housing so that this use could be increased and would not compete with other uses of the bonds.

Pros:
· Increase production of multifamily rental housing significantly.

Cons:
· Would require increased tax expenditures on a use that has been controversial in Congress on numerous occasions.

· Allow greater use of arbitrage from multifamily housing bonds:  Starting in 1969, Congress enacted limits on the ability of HFAs to earn profits from the spread between the rates on tax-exempt bonds and proceeds from these bonds invested at a higher yield.  The provisions were primarily aimed at curbing the reinvestment of proceeds from tax-exempt bonds in taxable securities like U.S. Treasury bonds, and Treasury issued regulations to set out separate rules for mortgage investments.  Over the years, the rules have been tightened a number of times, limiting the arbitrage HFAs can earn from housing bonds, and thereby removing much of the incentive for them to seek arbitrage profits in the first place.  For “purpose” investments, which only include the use of bond proceeds to make mortgage loans, arbitrage is limited to 1.125 percent above the interest rate paid to bond holders.  This permitted spread is intended to allow HFAs to recover administrative costs.  For “nonpurpose” investments, which are the use of bond proceeds for any non-mortgage purposes, such as reserve funds, all arbitrage profits must be returned to the federal government.  The Commission could consider two options for expanding the ability of HFAs to earn arbitrage profits from multifamily bonds:

· Increase the current limit on earnings from purpose investments and establish a limit for earnings on nonpurpose investments.  These earnings could be required to fund housing programs for low-income families.

Pros:
· Creates new source of funding for affordable housing with limited federal expense.  The cost would be giving up some of the arbitrage that is returned to the federal government, but this amount is very small because there is currently very little incentive for HFAs to earn arbitrage profits.

Cons:
· Could draw political resistance if seen as part of effort to lift arbitrage restrictions on non-housing uses of tax-exempt bonds as well.

· Remove the limits entirely on arbitrage earnings from purpose and nonpurpose investments, while requiring the proceeds to fund low-income housing programs.

Pros:
· Creates more new funding for affordable housing than the previous option.

· Eliminates the need for federal monitoring of arbitrage earnings.

Cons:
· Somewhat higher cost than the previous option, since the federal government would forgo all arbitrage earnings currently returned by HFAs.

The Millennial Housing Commission might also consider changes to the oversight of the GSEs to make them more effective in supporting multifamily finance.  In particular, there are a number of ways the charter that sets out which activities Fannie Mae and Freddie Mac may participate in could be modernized to reflect the current housing finance market.  For example:

· Allow Fannie Mae and Freddie Mac to purchase LIHTCs and financing on the same properties:  Currently, Fannie Mae and Freddie Mac are restricted from providing equity for multifamily properties through purchasing the LIHTCs while also purchasing the financing for the properties.  Because these GSEs are the most significant purchasers of LIHTCs, this limit has a detrimental effect on the affordability of those properties.

Pros:
· Provide an additional source of capital for LIHTCs.

Cons:
· Political and policy objections to the Fannie Mae and Freddie controlling more of the multifamily market.

· Allow certain new investments to be counted toward the affordable housing goals:  Recently Fannie Mae and Freddie Mac have begun to provide below-market equity and other forms of investment for multifamily housing, but they are not counted toward the affordable housing goals set by HUD for these GSEs.  Expanding the coverage of the goals could encourage them to expand their affordable housing activities.

Pros:
· Expand the availability of new forms of capital for affordable housing.

Cons:
· Political and policy objections to expanding the GSEs’ mission.

· Allow the FHLBs to create subsidiary or affiliated corporations: Currently the FHLBs are restricted from creating subsidiary or affiliated corporations, either on an individual or joint basis. Removing this limitation, which does not apply to other GSEs, could increase the flexibility and efficiency of the FHLBs, allowing them to create new initiatives for affordable housing.

Pros:
· Increase the FHLBs’ participation in affordable housing.

Cons:
· Political and policy objections to expanding the FHLBs’ mission.

In considering these or other changes to the charter of the GSEs, the Millennial Housing Commission should keep in mind the current political climate on Capitol Hill regarding Fannie Mae and Freddie Mac.  There have been a number of discussions about the level of benefit housing consumers receive in return for the advantages provided to these GSEs, with some policymakers recommending ending such advantages.  Given the recent dramatic expansion in Fannie Mae’s and Freddie Mac’s purchases of multifamily loans and the general perception that the affordable housing goals are pushing these GSEs to do more for low-income renters, the relatively minor changes to the charter discussed above may not merit opening the charter to broader legislative review, alteration or even elimination. 

The gap in construction financing for multifamily properties is also one of the areas where new government intervention could be beneficial.  There are a number of options, including:

· Create a “Private” Secondary Market:  The first step in the creation of a mature secondary market for various housing loans has typically been the development of “private” secondary markets that test the potential on a limited scale.  The early efforts of Fannie Mae and Freddie Mac follow this pattern, as do the relationships bank consortia and similar entities have developed with groups of commercial banks, pension funds and insurance companies.  Such a model could be applied to acquisition, development and construction loans through a demonstration program with the Federal Home Loan Bank (FHLB) system, which would purchase the loans from its members, thereby building data and standards that could be utilized elsewhere.

Pros:
· A targeted, cost-effective effort to better understand the potential for the market utilizing an existing national network of lenders with a strong local presence.

Cons:
· Would be new direction for the FHLBs, requiring new skills or personnel.

· Encourage the Use of FASITs:  An existing structure, the Financial Asset Securitization Investment Trust (FASIT), provides a vehicle for securitizing acquisition, development, construction and other types of loans by extending to them the favorable tax and accounting treatment that single-family mortgages currently receive through Real Estate Mortgage Investment Conduits (REMICs).  A lack of regulatory guidance from the Treasury Department, however, has greatly limited their use.  Treasury should be encouraged to publish regulations for FASITs.

Pros:
· Could potentially open a secondary market for acquisition, development and construction loans with limited effort and cost.

Cons:
· Limited knowledge and precedent could limit effectiveness and discourage future development of the secondary market.

· Establish New Programs:  A longer-term strategy for developing a secondary market for acquisition, development and construction loans is to establish new federal programs to support this lending.  For example, FHA and HFAs could insure the loans outside of their current permanent-only or construction-to-permanent structure, or the GSEs could be given clear authority in their charter to purchase the loans.  Other possibilities include establishing federal data collection and analysis, pool insurance or other programs (see related discussion of small multifamily properties below).

Pros:
· Ensure long-term, widespread development of a secondary market.

Cons:
· Not clear at this point that secondary market for these loans is feasible.

There are also numerous ways to attack the gap in the multifamily finance market for small multifamily properties, including the following options:

· Lower the Risk to Lenders:  Many lenders claim there is a fundamental difference in risk between financing owner-occupied and rental properties, even if they are the same size, based on the differences in motivations and behavior between owner-occupants and investors.  Additional risk, whether perceived or real, can usually be overcome through mortgage insurance or other public credit enhancement.  However, typical public insurance, such as FHA, and other tools tend to drive up costs, making small loans uneconomical.  An alternative would be to establish pool insurance or other programs to encourage local organizations to originate and insure small multifamily loans.  One example of such a program has been established recently by the Federal Home Loan Bank of Boston.  The FHLB of Boston works with its members to originate loans under the Small Projects Processing option for FHA multifamily insurance.  Through technical assistance and purchase of the loans, the FHLB lowers the time requirements and risks of this lending to make it more profitable for its members.  The FHLB has also negotiated with FHA a number of changes to streamline the program, something individual members would be unlikely to undertake themselves.

Pros:
· Utilizes the strength of FHA or another federal entity while placing it in a more “wholesale” role by partnering with local entities like HFAs, thrifts and CDFIs.

Cons:
· Would be new direction for FHA or another federal entity, requiring more “hands-off” approach to program administration and oversight.

· Existing FHA SPP product aimed at this stock has seen limited activity.

· Encourage Government-Sponsored and Other Lenders to Make Loans:  Instead of encouraging lenders to make small multifamily loans by lowering risk, which transfers some of the cost of the loans to the public sector, lenders could instead be required to make more of these loans through the federal government’s existing regulatory powers.  This has already been done, for example, through the GSEs’ affordable housing goals set by HUD.  Similar requirements could be developed for the HFAs, Federal Home Loan Banks and other institutions.

Pros:
· Does not require federal subsidies or other costs like the prior option.

Cons:
· Will invite political opposition from regulated entities.

· If poorly implemented, may raise costs of housing because increased regulatory burden would be passed through to owners and ultimately residents.

· Lower the Cost of Underwriting, Servicing and Securitization:  In addition to the perceived risk of small multifamily lending, the processes used to underwrite, service and securitize these loans are similar to those used for large multifamily loans, and therefore the cost of these processes is higher for small multifamily loans as a percent of loan size.  The success of the single-family finance market, however, suggests that, despite smaller volume and different tenure, the cost of underwriting, servicing and securitization of small multifamily loans could be reduced.  Federal efforts could:

· Improve and centralize information sources for appraisals, environmental reviews, and loan performance.  One possibility would be to require better collection of data on multifamily lending through HMDA.  Another would be to revive an effort to create a national source of multifamily lending data that began as the Multifamily Housing Institute but lacked sufficient cooperation and funding for completion.

· Standardize documents, bankruptcy rules and title requirements across jurisdictions.

Pros: 
· Helps solve one of the fundamental barriers to small multifamily lending, thereby drawing more private capital into this market.

· Improves understanding of small multifamily loan performance, hopefully leading to more effective risk analysis tools and lower lending rates.

Cons:
· Difficult to accomplish, particularly if seen as overriding local requirements.

· Subsidize the Cost of Underwriting, Servicing and Securitization:  Despite efforts to lower the cost of processing small multifamily loans, it is likely that they will continue to be relatively more expensive than larger multifamily loans.  Another alternative would be to subsidize the underwriting, servicing and/or securitization of these loans through grants to financial institutions, such as CDFIs, or creation of entities dedicated to these functions, such as loan consortia like the Community Preservation Corporation.

Pros:
· Recognizes and offsets one of the fundamental barriers to small multifamily lending, thereby drawing more private capital into this market.

Cons:
· Higher long-term cost compared to options that lower cost of processing.

Exhibit 1

Estimated Distribution of Units by Tenure and Property Size: 2000

                                                                        Number of Units                 Percent of             

                                                                             (thousands)                      All Units
Owner-Occupied Units
70,369
67.2 %     

Renter-Occupied Units                                  


Single-Family Rentals



One Unit
11,483
11.0 % 



2 to 4 Units
6,168
5.9 %


Total
17,651
16.9 %


Multifamily Rentals



5 to 19 Units
 3,734
 3.6 % 



20 to 49 Units
2,468
2.4 %



Over 50 Units
10,485
10.0 %



Total
16,687
16.0 %


All Rental Units
34,336
32.8 %

Total Occupied Housing Units
104,705
100.0 %

Source:  Ann Schnare’s calculations based on US Census Bureau’s March 2000 Population Survey and the U.S. Census Bureau’s 1995-1996 Property Owners and Managers Survey.

Exhibit 2

Distribution of Rental Units by Geography and Ownership: 2000

                                                                        Number of Units                 Percent of             

                                                                             (thousands)                   Rental Units
Rental Units in Metropolitan Areas


Central Cities
16,213
45.5 % 


Rest of Metropolitan Areas
13,931
39.1 %

Total

30,144
84.5 %

Rental Units Outside Metropolitan Areas
5,520
 15.5 % 

Total Rental Housing Units
35,664
100.0 %

Source:  2000 Census.

Exhibit 3

Ownership of Rental Properties: 1995-1996

 





All
2-4 Unit
5-49 Unit
50+ Unit
 
Properties
Properties
Properties
Properties
Individuals

46.9%
84.8 %
57.4%
19.2%

Partnerships
20.3%
3.9%
14.9%
32.7%

Real Estate Investment Trusts
2.1%
0.6%
1.1%
3.4%

Real Estate Corporations
5.8%
1.0%
4.0%
9.6%

Other Corporations
3.4%
0.9%
4.0%
4.6%

Non-Profits/Co-ops
3.7%
0.6%
2.5%
6.0%

Other
4.4%
3.7%
4.6%
4.9%

Not Reported
13.4%
4.5%
11.5%
19.6%
Total


100.0%
100.0%
100.0%
100.0%

Source:  National Multi-Housing Council Tabulations of unpublished data from the U.S. Census Bureau’s 1995-1996 Property Owners and Managers Survey.

Exhibit 4

Multifamily Mortgage Debt Outstanding (Percent Share)
	Year
	Banks1
	Thrifts1
	Insurance

Co.’s 1
	GSEs2
	Private conduits3
	REITS4
	Federal
	
	State and Local5
	Other6

	
	
	
	
	
	
	
	Held7
	Securitized8
	Total
	
	

	
	
	
	
	
	
	
	FHA/VA/ GNMA
	RTC/ FDIC
	FMHA
	GNMA
	
	
	

	809
	8%
	39%
	14%
	5%
	0%
	0%
	5%
	0%
	3%
	1%
	9%
	7%
	14%

	81
	9%
	38%
	14%
	5%
	0%
	0%
	5%
	0%
	3%
	2%
	10%
	7%
	14%

	82
	10%
	38%
	14%
	4%
	0%
	0%
	5%
	0%
	3%
	2%
	11%
	8%
	13%

	83
	11%
	38%
	13%
	4%
	0%
	1%
	5%
	0%
	4%
	2%
	11%
	9%
	12%

	84
	12%
	40%
	12%
	4%
	0%
	1%
	4%
	0%
	4%
	3%
	11%
	10%
	11%

	85
	12%
	44%
	11%
	4%
	0%
	1%
	3%
	0%
	4%
	3%
	9%
	12%
	11%

	86
	12%
	46%
	10%
	5%
	0%
	1%
	2%
	0%
	3%
	3%
	8%
	12%
	11%

	87
	12%
	38%
	8%
	6%
	0%
	1%
	1%
	0%
	9%
	2%
	12%
	12%
	10%

	88
	12%
	40%
	8%
	6%
	0%
	1%
	1%
	0%
	7%
	3%
	11%
	14%
	9%

	89
	12%
	40%
	9%
	8%
	0%
	1%
	1%
	0%
	7%
	3%
	11%
	14%
	9%

	90
	13%
	37%
	9%
	9%
	0%
	1%
	1%
	0%
	6%
	4%
	11%
	14%
	8%

	91
	12%
	31%
	10%
	10%
	0%
	1%
	2%
	3%
	6%
	4%
	15%
	14%
	7%

	92
	12%
	27%
	10%
	11%
	1%
	1%
	2%
	5%
	6%
	3%
	17%
	14%
	6%

	93
	13%
	25%
	10%
	11%
	2%
	1%
	3%
	3%
	7%
	3%
	16%
	15%
	6%

	94
	14%
	25%
	10%
	11%
	3%
	1%
	3%
	2%
	7%
	3%
	15%
	16%
	6%

	95
	14%
	24%
	10%
	11%
	4%
	1%
	2%
	2%
	7%
	4%
	14%
	16%
	7%

	96
	16%
	23%
	10%
	13%
	4%
	1%
	2%
	0%
	7%
	4%
	12%
	16%
	7%

	97
	16%
	22%
	10%
	13%
	6%
	0%
	1%
	0%
	6%
	4%
	11%
	16%
	8%

	98
	17%
	20%
	10%
	13%
	7%
	1%
	1%
	0%
	6%
	5%
	11%
	16%
	8%

	99
	17%
	18%
	9%
	15%
	11%
	1%
	1%
	0%
	5%
	5%
	10%
	15%
	8%

	2000
	18%
	16%
	9%
	17%
	12%
	0%
	1%
	0%
	5%
	5%
	9%
	13%
	8%


Source: Anne Schnare’s analysis of Federal Reserve Flow of Funds data.

Exhibit 5

Estimated Distribution of Rental Units by Property Size:

All Rental Units vs. Federally-Subsidized Units


Percent of
Percent of
Percent of
 
All Rental Units
HUD Units
LIHTC Units

Single-Family



One Unit
33.4 %
0.0 %
0.3 %



2 to 4 Units
18.0 %
0.1 %
0.6 %


Total
51.4 %
0.1 %
0.9 %


Multifamily



5 to 19 Units
 10.9 %
2.5 %
4.6 %



20 to 49 Units
7.2 %
12.3 %
27.4 %



Over 50 Units
30.5 %
85.0 %
67.2 %



Total
48.6 %
99.9 %
99.1 %


Total

100.0 %
100.0 %
100.0 %
Note: Numbers may not add due to rounding.  HUD Units includes the privately-owned, project-based HUD subsidies, including project-based Section 8, RAP, Rent Supplement, Section 202, and Section 811.  It does not include Public Housing or Section 8 vouchers.

Source:  Exhibit 1 and the author’s calculations of HUD data for HUD-subsidized properties and Low-Income Housing Tax Credit Properties.

Exhibit 6

Distribution of “Affordable” Rental Units by Property Size:

Assisted vs. Unassisted Households


Percent of
Percent of

 
Assisted Households
Unassisted Households



Single-Family



One Unit
20.1 %
45.1 %




2 to 4 Units
18.7 %
25.5 %




Total
38.8 %
70.6 %



Multifamily



5 to 19 Units
 30.6 %
19.4 %




20 to 49 Units
10.8 %
6.1 %




Over 50 Units
19.7 %
3.9 %



Total
61.2 %
29.4 %



Total

100.0 %
100.0 %

Note: Numbers may not add due to rounding.  “Affordable” rental units are defined here as units occupied by households earning less than 50 percent of area median income.

Source:  1999 American Housing Survey.
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� For this paper, multifamily rental housing is defined as rental units located in properties with 5 or more units.  This definition is used because the housing finance market is so clearly divided along this line, with single-family (1-4 unit) properties underwritten using very different standards from multifamily properties (5+ units).


� Most data sources report the number of housing units in the structure, not the property, but a multifamily property can often have multiple structures.  Because a loan generally covers the entire property, not individual structures, the estimated figures for properties with 5 or more units are used here.


� This data is from the 1995-1996 Property Owners and Manager’s Survey, and may underestimate the ownership share of REITs and for-profit corporations, which appear to have increased in the second half of the 1990s.


� This definition is from Goodman, and is based on the households that need to spend more than 30 percent of their income to afford the local Fair Market Rent (FMR) defined by HUD.


� This data is from 1993 and may be low because of the number of new Low-Income Housing Tax Credit units.


� Federal Register, Vol. 65, No. 221, October, 2000, p. 65107.


� Quarterly Financing Survey (3rd Quarter 2001), National Association of Home Builders, December 2001.


� Private activity bonds are issued for a number of purposes, including multifamily housing.  Single-family housing is developed under separate authority for issuing mortgage revenue bonds.


1 Data for thrifts, commercial banks and insurance companies refer to mortgages held in portfolio.


2 Data for the two GSEs—Fannie Mae and Freddie Mac—include mortgages securitized by the agencies, as well as mortgages held in their investment portfolios. Procedures used to calculate GSE holdings changed in 1982. Numbers on GSE holdings in 1980 and 1981 are estimates.


3 Data for private conduits include mortgages funded through CMBS issuances (and held by a broad range of investors).


4 Data for REITS include mortgages held in Real Estate Investment Trusts.


5 Data for state and local housing finance agencies refers to mortgages funded by tax-exempt multifamily bonds under the private activity cap.


6 Data in the “other” category includes mortgages funded by pension funds, as well as a variety of non-traditional mortgage arrangements, such as individual investors or seller-financing.


7 Data for government-held mortgages refer to foreclosed mortgages held by the different federal agencies. There is no specific category for FHA-insured loans because they are held by other entities.  While most are securitized through GNMA, some end up with the GSEs or state and local housing finance authorities.


8 Data for government-securitized mortgages refer to mortgages securitized by Ginnie Mae (GNMA) or Farmers’ Home.  Data for Farmers Home in the 1980s also include mortgages funded directly by the agency.


9 Figures represent mortgage holdings at the beginning of each calendar year.
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		1978

		1979

		1980
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		1982

		1983

		1984

		1985

		1986
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		1988
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		1990
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		1992
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		1994
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		1996
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		1998
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Fiscal Year Endorsed
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151926

219152

202941

140964

62566

39189

60697

113179

124884

99252

107945

105031

90627

85149

63451

68197

145299

185743

142096

86606

32988

26557

36375

68166

90268

105569

81783

86564

76909

72460

60147

78846



mf loans

		

		Table 17: FHA Multi-Family Loan Guarantees

				Fiscal Year Endorsed		Units

				1970		151,926

				1971		219,152

				1972		202,941

				1973		140,964

				1974		62,566

				1975		39,189

				1976		60,697

				1977		113,179

				1978		124,884

				1979		99,252

				1980		107,945

				1981		105,031

				1982		90,627

				1983		85,149

				1984		63,451

				1985		68,197

				1986		145,299

				1987		185,743

				1988		142,096

				1989		86,606

				1990		32,988

				1991		26,557

				1992		36,375

				1993		68,166

				1994		90,268

				1995		105,569

				1996		81,783

				1997		86,564

				1998		76,909

				1999		72,460

				2000		60,147

				2001		78,846

				Source: U.S. Department of Housing and Urban Development, Office of Multi-Family Housing, January 2002.
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SF FHA

		

						FHA Total Endorsements		Total Volume (VA and PMI)		FHA as a % of Total

				1980		381169		1048170		36.4%

				1981		224829		711205		31.6%

				1982		166734		585956		28.5%

				1983		503425		1456207		34.6%

				1984		267831		1424605		18.8%

				1985		409547		1340457		30.6%

				1986		921370		1858599		49.6%

				1987		1319987		2286661		57.7%

				1988		698990		1335131		52.4%

				1989		726359		1275065		57.0%

				1990		780329		1340441		58.2%

				1991		685905		1366725		50.2%

				1992		680278		1877792		36.2%

				1993		1065832		2721735		39.2%

				1994		1217685		2903248		41.9%

				1995		568399		1772874		32.1%

				1996		849861		2245026		37.9%

				1997		839712		2069080		40.6%

				1998		1110530		2968479		37.4%

				1999		1246433		3143442		39.7%

				2000		891874		2314759		38.5%
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FHA as a Player in the Single-Family Market
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