Housing Assistance Council

1025 Vermont Ave., NW Suite 606

Washington, DC 20005

202-842-8600

June 29, 2001

Millennial Housing Commission

800 N. Capitol St., NW Suite 680

Washington, DC 20002

(delivered via email to mhc@mch.org)

Dear Millennial Housing Commission Members:

The Housing Assistance Council (HAC) is pleased to submit the attached recommendations regarding U.S. housing policy.

HAC’s mission is to improve housing conditions for the rural poor, with an emphasis on the poorest of the poor in the most rural places.   Therefore, the enclosed statements, which are organized according to the headings in your April 4, 2001 letter request for input, focus on the needs of rural communities.

HAC supports your efforts to improve U.S. housing conditions, and asks that you consider the potential rural effects of any policy recommendations you make.  I would be pleased to discuss the enclosed statements with representatives of the commission at your convenience.

Sincerely,

Moises Loza

Executive Director

Consumer-Based Assistance
Vouchers are a necessary component of a successful federal housing strategy.  The commission should keep in mind, however, that housing vouchers are not universally available throughout the United States.  Families and individuals in need of housing assistance in many rural communities do not have access to vouchers; administering agencies do not exist everywhere.  Furthermore, even where available, vouchers do not always work.  Many rural communities that are economically depressed do not have enough adequate, available rental units at any price.  Likewise, successful rural suburbs and resort destination communities, where rent increases have far exceeded inflation, may be experiencing housing booms, but not in the low-income housing market.

Administering an effective Section 8 program is expensive, especially in disperse rural communities.  Past HAC research has pointed toward three main factors in successful Section 8 voucher use: 1) quality housing stock available at fair market rents; 2) availability of social services and support networks; and 3) active administering agency (PHA) participation in the voucher-holder search process.  In 2000 HAC conducted four case studies on the use of Section 8 in rural areas.  Though the areas studied represented a variety of geographic, demographic, political and economic contexts, they were found to experience common barriers to successful program implementation:  

· Regulatory barriers, particularly the affordability cap at 40 percent of monthly income and inadequate fair market rents to compete with the unsubsidized housing market, decrease the program’s success.  Recent HUD regulatory changes, such as increased flexibility in the affordability cap and in exception rents, should be extended to “hard-to-rent” nonmetropolitan areas.

· Although market barriers are often specific to each community, they generally result in a shortage of units participating in the Section 8 program because of 1) high rental demand and rents, 2) low quality housing stock and 3) need for specialized units.  Project-based vouchers, and/or other rental housing production methods continue to be needed in many rural housing markets.

· Lack of infrastructure in rural areas compounds the barriers noted above.  Lack of transportation, a substantial economic base and adequate social service linkages are problems that tend to come together in rural areas to thwart successful searches.

The new Section 8 homeownership program has tremendous potential to help mitigate severe housing needs in rural areas, where homeownership is the overwhelmingly preferred form of tenure.  However, administering the program in dispersed rural communities is likely to be problematic and expensive.

Housing Finance
Rural households have a harder time than their urban counterparts in finding mortgage credit, and  they generally pay more for the credit they do receive: approximately 17 percent of all nonmetro homeowners with a mortgage agreed to interest rates of 10 percent or more in order to get their loans.  HAC believes that the Community Reinvestment Act (CRA), which has increased credit availability and community lending opportunities in many low-income urban neighborhoods, should be extended to smaller banks so that its reach expands into rural America.  

Anecdotal evidence suggests that subprime lenders are becoming increasingly active in rural areas, filling in the gaps where standard credit is not accessible and charging more for loans to some homeowners who are eligible for prime rates.  USDA’s Economic Research Service estimates that rural borrowers pay $300 million more than urban borrowers for credit annually.  While most subprime lenders do not engage in predatory lending, this is another costly and sometimes devastating problem facing many rural Americans.  Manufactured home owners and Native Americans are especially vulnerable to predatory lending.  Federal efforts to protect credit consumers from predatory lending practices, including homebuyer education and credit counseling services, should reach rural borrowers.

Preservation
Rural communities face growing crises in prepayment and expiring use of rental units subsidized by both RHS and HUD and in rental assistance renewal needs.  More than 11,000 projects encompassing nearly 290,500 units of RHS Section 515 rental housing are at risk of subsidized loan prepayment, conversion to market rents, and displacement of tenants.  Funds that provide for the permanent preservation of at-risk units via transfer to nonprofit organizations should be increased in order to protect the federal government’s significant investment in this housing stock.

Production
Resources should be significantly increased for the production of both homeownership and rental housing for low-income families and individuals.  While homeownership is not the best option for all households, it is the overwhelmingly preferred form of tenure in rural America.  Federal public-private partnership strategies such as the Rural Housing Service (RHS) Section 502 Homeownership Loan program and the Department of Housing and Urban Development (HUD) Self-Help Homeownership Opportunity Program (SHOP) are critical to making the American dream of homeownership possible for many rural households.

Resources for rental housing production are also necessary to provide an adequate supply of housing opportunities for very low income rural households.  Despite the fact that housing costs are generally lower in nonmetro areas, rural renters generally have lower incomes, and thus are not immune to affordability problems.  Federally subsidized rural rental housing production has been successful in the past.  RHS’s Rural Rental Housing program, Section 515, reaches the lowest income rural residents.  According to RHS data, the vast majority (87 percent) of current tenants have incomes that are less than 50 percent of area median incomes, and more than half of the tenants are elderly or have disabilities.  Annual appropriations for this critical program, however, which reached $540 million in FY 1994, have been drastically reduced in recent years.  Recent studies show a need for at least $150 million in Section 515 funding in order to meet existing maintenance needs and still provide enough funding for at least one new development project in each state.

Tax Policy
Although it provides financing for a segment of the country’s affordable housing needs, the Low Income Housing Tax Credit (LIHTC) has limited ability to help the rural poor.  The average size (number of units) of LIHTC projects has increased in recent years.  Small projects are often not feasible due to housing market conditions and limited investor interest.  Low-income families are very difficult to reach without additional subsidies.  RHS Section 515 loans used to be the primary financing source for tax-credit projects in nonmetro areas, providing an average qualifying ratio of 98 percent low-income units per project.  Now that Section 515 has been virtually defunded, rural developers attempt to finance their tax credit projects with tax-exempt bonds, which do not seem to offer the same opportunity to focus on lower-income households throughout a project, and HOME funds.  Neither of these funding sources, however, are targeted toward rural housing needs.     

Community Linkages
HAC believes that successful housing strategies require more than just “bricks and mortar,” and successful self-sufficiency strategies must account for housing needs.  Many rural communities need economic and infrastructure development assistance.  It is not necessary that housing programs and developers provide all services directly, but the myriad of needs of rural low-income households and their communities must be accounted for and ultimately addressed in order for their housing situations to improve and stabilize.  Likewise, welfare reform can succeed only if people have decent homes and supportive services to assist them in the transition to work.  Federal government agencies should continue and expand inter-agency cooperation efforts aimed at local housing, economic and community development needs.

“Mobility” tactics, which are sometimes used to promote community linkages, need to account for rural affordable housing needs.  Mixed income and anti-poverty-concentration requirements sometimes result in policies of urban bias.  Persistently poor communities in the United States, such as those in Appalachia and Indian Country, should have increased access to federal housing assistance.  Communities should not have a competitive disadvantage (or worse be considered ineligible) because of the extremity of their needs.

Cross-cutting Issues
As members of the Millennial Housing Commission are well aware, housing needs and solutions are often driven by local markets.  No single strategy will work everywhere.  Thus federal housing programs must be flexible in their methods.  HAC believes that federal funding, however, should prioritize serving those people who are most in need, including poor rural households.  Very low- and low-income individuals and families, both renters and homeowners, should be the primary beneficiaries of policies that encompass housing production as well as housing payment assistance strategies.

Technology, such as internet access to funding sources, plays an increasingly important role in affordable housing development.  Many rural communities, however, lack the infrastructure and the capacity to be able to tackle local housing problems, with or without the latest technology.  Nonprofit organizations are an increasingly important factor in providing low-income housing.  Rural nonprofits frequently begin to try to address local housing needs with no staff, little or no funds, and unspecified housing development plans.  They often have the will, but little means for engaging in the increasingly complex task of affordable housing development. The USDA Rural Community Development Initiative (RCDI), HUD’s Office of Rural Housing and Economic Development and funding for Community Housing Development Organizations (CHDOs) under the HOME program provide much needed resources for building the capacity of local organizations.  Resources such as these programs should be increased and made more accessible to the most rural and impoverished communities.

While HAC understands the political desire for devolution and reduced bureaucracy, federal strategies that do not safeguard full participation by communities of all sizes and target funds to the greatest housing needs are unlikely to address the most severe housing problems.  Policy evaluation should include consideration of rural communities and low-income persons’ historical difficulties in getting a fair share of federal assistance for which they must compete.

National policy trends affecting issues of place, such as “smart growth,” often do not account for rural housing needs.  At its best, smart growth, a local and state policy trend that has received much national attention and encouragement recently, incorporates regional planning that provides affordable housing options for all community segments, including service workers and other low-income households in economically booming rural suburbs.  However, smart growth sometimes results in regulatory approval of the Not In My Back Yard (NIMBY) syndrome, prohibiting or restricting development of assisted, multifamily and small-lot single-family homes.  Smart growth policies should provide for equitable, planned development that addresses all community needs, including rural low-income housing.

