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Since 1932, Congress has passed dozens of laws aimed 
at making rental housing and homeownership more af-

fordable. Many of these laws created new programs while 
few of the older programs were abolished. As a result, more 
than two dozen programs remain active today, including 
programs targeted for specific groups such as seniors, peo-
ple with disabilities, Native Americans, veterans, and peo-
ple with HIV. 

These programs fall into two broad categories: pro-
grams aimed at assisting low-income people to pay for 
rental housing and programs aimed at assisting mid-
dle-income people to become homeowners. Little effort 
has been made to assess whether the various programs are 
cost-effective in what they do. As a result, relative to what 
they produce, some are far more costly than others.

In 1965, Congress created the Department of Hous-
ing and Urban Development (HUD) to oversee federal 
housing programs. However, not all housing programs are 
contained within this department. The Department of Ag-
riculture, Veterans Administration, Treasury Department, 
and at least two independent agencies administer their 
own housing programs. 

Rental Assistance Programs

Congress has created two kinds of rental assistance pro-
grams: programs that directly assist renters through 

vouchers or subsidies and programs that only indirectly 
assist renters by subsidizing development of public or pri-
vate housing. The direct-assistance programs appear to be 
much more effective than the indirect programs.

The biggest direct assistance program is known as Sec-
tion 8 vouchers, named for the section of the 1974 hous-
ing act that led to it. Initially, that 1974 law subsidized 
private property owners who agreed to rent to low-income 
families. In 1983, however, this was amended to give the 
subsidies directly to low-income tenants. According to 
HUD’s budget, the program cost about $23.9 billion in 
2020 (2020 budget numbers don’t include CARES Act 
funding) and assisted 2.3 million families, for an annual 
cost of $10,400 per family.

A major advantage of Section 8 is that recipients get 
to choose where they live rather than being assigned to 
housing in a location that might not be convenient for 
their work or other activities. The program is also effective-
ly means tested, as households are expected to contribute 
30 percent of their incomes towards rent, so the subsidy 
any household receives declines as its income rises.

Not all landlords are willing to accept Section 8 
vouchers, and the supply of such housing may be less than 
available vouchers. A 2001 study found that the share of 
people who received vouchers who were actually able to 
use them had declined from 81 percent in 1993 to 69 per-
cent in 2000. Unfortunately, no more recent data are avail-
able, but it is likely with higher housing prices today that 
success rates are no higher and may be lower than in 2000. 

Many landlords welcome section 8 housing vouchers.

Despite low success rates, housing agencies seem to 
have no problem spending all of their allocated vouchers; 
with more people eligible for vouchers than the number of 
available vouchers, when some are unsuccessful, the vouch-
ers are merely given to others. However, white households 
seem to have higher success rates than minorities, suggest-
ing that more efforts are needed to persuade landlords to 
accept vouchers in places where minorities want to live.

The other kind of Section 8 housing—subsidies to 
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landlords—cost $12.6 billion in 2020 and assisted 1.2 
million households, for an average cost of $10,500 per 
household, or slightly more than the voucher program. 
However, the share of households under this program with 
only one person in them is much higher, so the subsidy per 
person is nearly $6,000 compared with only $4,600 under 
the voucher program.

By comparison, public housing programs are much 
more expensive per household or per person. In 2020, 
HUD spent $7.4 billion on public housing sheltering 
880,000 households or 1.8 million people. That’s only 
$8,400 per household or $4,100 per person. That sounds 
less expensive, but it only includes operating and mainte-
nance (including rehabilitiation) costs, not the hundreds 
of billions spent building the projects since Congress first 
started funding such projects in 1934. 

I can’t find estimates of the amount spent building 
public housing, but most public housing was built be-
tween 1934 and 1973, much of it under the auspices of 
urban renewal. Currently, Congress spend about $3.4 bil-
lion a year on urban renewal, 70 percent of which is to 
go towards low-income housing. If it spent that amount 
(in inflation-adjusted dollars) during the 40 years between 
1934 and 1973, the total would be nearly $100 billion.

If projects have a 50-year lifespan and the govern-
ment’s interest rate averaged 4 percent, then $100 billion 
represents an annualized cost of $4.6 billion, or $5,800 
per houshold. When added to the $8,400 in operating 
costs, this makes public housing much more expensive 
than vouchers.

Built when high rises were the urban planning fad, public housing is 
New York is so poorly maintained today that the housing authority has 
been called the city’s worst landlord.

Even that underestimates the costs because, like rail 
transit and other politically funded infrastructure, much 
public housing is poorly maintained. HUD estimates pub-
lic housing projects have a $70 billion backlog in mainte-
nance and repair needs. Due to such poor maintenance, 
the New York City public housing authority has been la-
beled the worst landlord in the city. Covering that backlog, 
as would be done by the proposed $3.5 trillion spending 

bill, will make public housing even more expensive.
Disillusionment over high costs led Congress to turn 

to the private sector for low-income housing in 1974. Yet 
the biggest private housing program, low-income hous-
ing tax credits (LIHTCs), is also expensive and ineffec-
tive. Under this program, the Treasury Department gives 
out about $10 billion worth of annual tax credits to each 
state proportional to its population. The states grant the 
tax credits to developers who are required to rent at least 
some of the housing they build to low-income people for 
30 years. 

The LIHTC database reports that nearly 3 million 
units of housing have been built with LIHTCs in the last 
30 years, including slightly less than 49,000 in 2019. For 
that 49,000, builders received $9 billion in tax credits 
plus subsidies from a variety of other funds, including the 
Housing Trust Fund, the HOME investment partnership 
fund, community development block grant funds (urban 
renewal), and various low-interest loans. 

This means the subsidies to these projects amounted 
to well over $180,000 per unit. Since nearly all of these 
units are apartments averaging less than 900 square feet, 
that’s more than $200 per square foot. For comparison, 
the median owner-occupied home in the United States 
was 1,800 square feet and worth $240,000 in 2019 for an 
average value of $133 per square foot. Housing built with 
low-income housing tax credits is not affordable.

LIHTCs are also less well targeted to low-income 
households than Section 8 vouchers. Referring to tax cred-
its and similar programs, the Los Angeles Tenants Union 
reports, “U.S. housing policy has become a market-driv-
en, mixed-income program of ‘Affordable Housing’ for 
carefully selected, mostly middle-income tenants, largely 
excluding the very poor.” This is because, in many LIHTC 
projects, anyone who earns less than 80 percent of local 
median family incomes can qualify for housing. Moreover, 
if their income increases after they move there, they are 
supposed to move but there is little monitoring to ensure 
that they do. This can also be a problem in public housing 
projects. 

Another problem with both public housing and pri-
vate housing assistance programs is that those programs 
offer low-income households less choice about where they 
can live. As I found in an earlier policy brief, the adminis-
trators of such programs in many cities appear to be more 
interested in achieving other goals, such as increasing tran-
sit ridership, than providing cost-effective affordable hous-
ing for low-income people. 

In general, single-family housing is less expensive to 
build per square foot than multifamily, especially if the 
multi-family housing is three or more stories tall. Yet less 
than a tenth of a percent of housing built with LIHTCs 
was single-family homes while more than 80 percent was 
multifamily projects of 50 units or more, most of which 
were probably four or more stories tall. This is one rea-
son why such programs are less cost-effective than housing 
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vouchers. The Fresno, California building shown below, 
for example, cost nearly $500 per residential square foot. 

Currently under construction, this is an architectural rendering of a 
project in Fresno that was projected to cost $400,000 per unit, with the 
average unit being 811 square feet in size. This high cost is partly due 
to the four-story construction. Image courtesy of Integrated Community 
Development.

Another questionable program is community devel-
opment block grants, better known as urban renewal. Cit-
ies receive such grants to revitalize blighted areas, and they 
are supposed to dedicate 70 percent of the funds to low- 
and moderate-income housing. 

HUD doesn’t make clear how many households or 
people live in such housing today. However, it says that, 
from 2005 to 2020, 1.6 million households or 2.6 mil-
lion were assisted by such projects. Over that time, the 
present value of expenditures on this program was greater 
than $40 billion. If all 1.6 million households are still liv-
ing in such housing, the cost would be about $26,000 per 
household.

One other rental program is relatively tiny but none-
theless deserves mention. It is called Section 4, the “Capac-
ity Building for Community Development and Affordable 
Housing Program.” Created in 1993, it consists of grants 
to non-profit organization to help train community devel-
opment organizations to carry out activities that benefit 
low- and moderate-income families. The catch is that, by 
federal law, the grants can only go to three organizations: 
Habitat for Humanity, Enterprise Community Partners, 
and the Local Initiatives Support Corporation. 

Congress appropriated $36 million for this program 
in 2020, which is a drop in the bucket compared with 
Section 8 or LIHTCs. But it raises questions: why did 
Congress limit the program to just three non-profits? Why 
can’t HUD do its own training? Why do local community 
development organizations need training anyway? It seems 
likely that this is just a gift by Congress to some favored 
groups.

Homeowner Assistance Programs
Congress created the Federal Housing Administration in 
1934 to encourage lenders to offer more mortgages by 
insuring such loans to moderate-income buyers. Accord-
ing to the agency, it currently insures about 8 million sin-

gle-family homes at no cost to taxpayers, as it is entirely 
self-funding out of insurance revenues. That represents 16 
percent of all active mortgages in the country. Another 8 
percent are insured by the Veterans Administration. 

Fannie Mae, Freddie Mac, and Ginnie Mae were also 
created by Congress to increase homeownership. Fannie 
Mae dates back to 1938 while the other two are newer. 
Fannie Mae and Freddie Mac buy mortgaged-backed 
bonds while Ginnie Mae guarantees the on-time payments 
on such bonds even if homeowners default on their mort-
gages. The revenues banks received from such bonds allow 
them to make more mortgage loans, thus supposedly in-
creasing homeownership.

Ginnie Mae is a branch of HUD while the other two 
are independent, government-sponsored enterprises. Sup-
posedly, Fannie Mae and Freddie Mac are private corpo-
rations, but investors hoped and believed that they would 
be backed by the full faith and credit of the federal gov-
ernment, a belief that turned out to be correct when they 
were rescued after the 2008 financial crisis. This rescue 
cost taxpayers $187.5 billion. In 2013 and 2014, however, 
the two companies paid $225 billion in dividends to the 
Treasury. 

While federal backing of Fannie Mae and Freddie 
Mac was risky, it wasn’t as costly as the other homeowner-
ship assistance program: the mortgage-interest deduction. 
People can make such a deduction if they itemize their tax-
es, which they will do if the itemization totals more than 
the standard deduction. The 2017 tax cut doubled the 
standard deduction, so fewer people itemized after the cut. 

Before the tax cut, the Treasury Department estimated 
that this deduction was costing $70 billion to $80 billion 
in lost tax revenues per year. After the tax cut, the estimate 
dropped to $25 billion to $35 billion. These estimates are 
necessarily imprecise as they don’t account for how people 
would change their behavior if the deduction didn’t exist.

As it turned out, homeownership increased after 2017 
despite the reduction of this deduction. The Census Bu-
reau estimates that, in the first quarter of 2017, 63.6 per-
cent of the nation’s households owned their own homes. 
This increased to 64.2 percent in the first quarter of 2018 
and 65.3 percent in the first quarter of 2020. This suggests 
that the mortgage-interest deduction doesn’t really boost 
homeownership.

Nor is it clear that either the FHA or the mortgage 
bond agencies/companies truly increase homeownership. 
Neither Australia nor the United Kingdom have any of 
these institutions or mortgage interest deductions, yet they 
have robust mortgage security markets and homeowner-
ship rates equal to or greater than in the United States. 

FHA claims that, before it was created, “Mortgage 
loan terms were limited to 50 percent of the property’s 
market value” and interest-only loans for up to five years 
followed by a balloon payment equal to all of the prin-
ciple. This, however, was only true for mortgages offered 
by national banks. State banks were not limited to these 
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rules and Building and Loan Associations (later known as 
Savings and Loans) offered 12-year, fully amortizing loans 
(meaning no balloon payment at the end) with only 30 
percent down payments as early as the 1880s. Consider-
ing that basic homes cost as little as $1,000—$25,000 in 
today’s money—even a 30 percent down payment would 
not have been formidable, so homeownership rates grew 
rapidly between 1890 and 1930 and probably would have 
continued to grow after World War II even without FHA 
and Fannie Mae.

Affordable Housing vs. Affordability
Housing is one of those issues that arguably is not a fed-
eral problem and should be left to the states. By taking on 
this issue, Congress has created a moral hazard for state 
and local governments: they can adopt policies that make 
housing less affordable and then use federal housing funds 
to provide affordable housing for a few lucky families.

As I’ve noted before, affordable housing is different 
from housing affordability. The first is subsidized housing 
for low-income people while the latter refers to the avail-
ability of housing for everyone in a region. Unfortunately, 
anti-sprawl zealots have persuaded cities and states to pass 
policies that reduce housing affordability. Many cities then 
propose to use affordable housing funds to remedy this. 
But there is no way that affordable housing programs can 
make housing affordable for everyone.

One of the effects of anti-sprawl rules is the low-in-
come people are pushed out of expensive cities and urban 
areas. The result is that median incomes increase not be-
cause people are earning more money but because low-in-
come workers live elsewhere. Since affordable housing 
funds are available based on local median incomes, this 
means that San Francisco households earning as much as 
$117,000 a year are eligible for such subsidies.

Congressional affordable housing programs may ac-
tually make the problem worse. Various public and pri-
vate housing programs, including low-income housing tax 
credits, have created a group of developers that specialize 
in using affordable housing funds to build developments 
that are not, in fact, particularly affordable. The fact that 
some of those developers are non-profit organizations 
lends an aura of altruism to their projects, but in fact many 
of the executives of those non-profits pay themselves sala-
ries of $100,000 to $700,000 a year. Enterprise Commu-
nity Partners, for example, had at least 17 employees who 

were paid more than $100,000 a year in 2019; Habitat for 
Humanity had at least 27; and Local Initiatives Support 
Corporation had at least 43. 

These organizations have become the main lobbying 
groups for affordable housing. But they are not interested 
in making housing affordable; they simply want to profit 
from affordable housing subsidies. None of the organi-
zations, whether non-profit or for-profit, ever speak out 
against urban-growth boundaries or other policies that 
have made housing unaffordable. They would have no in-
centive to do so because such policies increase the demand 
for affordable housing projects.

These public and private housing subsidies are less 
cost-effective than section 8 vouchers. Vouchers are also 
better means-tested than housing construction programs. 
Congress should end the former programs and concen-
trate on making the latter available to a wider number of 
people. That may include giving landlords extra incentives 
to accept such vouchers. Congress should also expand 
programs to provide mobility and financial counseling for 
low-income people so they can improve their credit ratings 
and locate closer to economic opportunities.

If some members of Congress have their way, exactly 
the opposite will happen. The Democrats’ $3.5 trillion bill 
would provide as much as $332 billion for housing pro-
grams, including $80 billion for public housing projects. 

Federal homeownership programs appear to be un-
necessary. So long as FHA and the three mortgage-bond 
organizations do not cost taxpayers money, it is probably 
not a major problem. But the mortgage-interest deduction 
appears to serve no useful purpose other than to allow rel-
atively wealthy people buy slightly bigger homes than they 
might otherwise purchase. It should be phased out.

Fifty years ago, housing was affordable throughout 
the United States and homelessness was not a problem. 
Today many urban areas suffer from serious housing crises. 
Rather than deal with the structural problems that make 
housing unaffordable, Congress is helping state & local 
governments apply band-aide solutions that do little good. 
The best thing to do would be to abandon those programs.

Randal O’Toole, the Antiplanner, is a land-use and 
transportation analyst and author of American Nightmare: 
How Government Undermines the Dream of Homeown-
ership. Masthead image of the Link at Blackstone affordable 
housing complex in Fresno is provided by Integrated Commu-
nity Development.
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