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he federal government has several programs aimed at

making affordable housing available to low-income
families, and people have found numerous ways to scam
those programs.

* Local politicians may steer federal housing funds to
developers who made large campaign contributions to
those politicians.

* Contractors build low-income housing and then bill
the federal government for inflated or unrelated costs;

* Staff at local housing agencies can accept bribes to
bump people to the top of waiting lists to move into
low-income housing;

* People can move into low-income housing when their
incomes are low (such as right after they graduated
from college) and then stay in the housing after their
incomes rise to well above the average.

All of these scams are illegal, yet it is likely that
many of them are quite common. One study found that
well-connected people often found their way to the tops of
housing waiting lists while the names of people who real-
ly needed affordable housing disappeared from those lists.
Another study found hundreds of people earning more
than $250,000 a year, including one who earned $1.4 mil-
lion a year, living in low-income housing.

This policy brief, however, is going to ignore these il-
legal scams and focus instead on a scam that is completely
legal but which is highly unethical. This is a scam in which
non-profit organizations use federal, state, and local funds
to build extremely expensive housing projects that are then
rented out to people whose incomes are less than the me-
dian but often well above what would be considered truly
low-income for their areas.

Part of the problem is that any household whose in-
come is less than the median is eligible for low-income
housing. By definition, that means half of all households
are cligible, yet low-income housing programs produce
only a small percentage of new housing units each year.
For example, the Low Income Housing Tax Credit pro-
gram, which is the biggest affordable housing program,
produces about 100,000 new homes a year, which is well

under 10 percent of all new homes built each year. This
means the vast majority of people who are supposedly eli-
gible for affordable housing will never live in such a home.

Given a choice, owners of affordable housing would
rather have reliable tenants who have a steady job. That
means they will tend to pick tenants at the top of the eligi-
ble income scale. As the Los Angeles Tenants Union com-
plains, “U.S. housing policy has become a market-driven,
mixed-income program of ‘Affordable Housing’ for care-
fully selected, mostly middle-income tenants, largely ex-
cluding the very poor.”

The Programs

The federal government has a variety of affordable housing
programs. Perhaps the best known is housing vouchers,
known as Section 8 after the part of the 1974 law that cre-
ated it, which pay part of the rent for low-income house-
holds. The state agencies that administer the programs
prescreen both tenants and housing to ensure that both
are reliable.

Although there are exceptions, section 8 generally
pays 80 percent of the median rent in the area in which
the household lives minus 30 percent of the household’s
income. This means the program is automatically means
tested, as high-income households will be able to pay 80
percent of median rents out of 30 percent of their incomes
and so won't qualify. Vouchers also give tenants a choice
of where and what kinds of housing to live in. Landlords
can evict tenants who fail to pay their share of the rent just
like any other tenants. If low-income housing programs
are necessary, this is probably the best way to run them.

Other federal housing programs are more question-
able. Perhaps most dubious is Section 4, named after the
part of the 1993 law that created it, which is known as “ca-
pacity building for community development and afford-
able housing.” This programs makes grants to non-prof-
it organizations, but by law only three organizations are
eligible for these grants: Enterprise Community Partners,
Local Initiatives Support Corporation, and Habitat for
Humanity.
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These organizations engage in some of the non-profit
housing construction activities that are the main focus of
this paper. But Section 4 funds aren’t aimed at that; in-
stead, their primary role is training other organizations to
be more effective at providing affordable housing. It is dif-
ficult to determine what this actually means as their annu-
al reports are vague. Habitat for Humanity’s 2019 report,
for example, breaks down expenses into three categories:
program services, fundraising, and management. Program
services, in turn, are broken down into U.S. affiliates, in-
ternational affiliates, and public awareness and education.

These categories don't say much about what the orga-
nization is actually doing. Annual reports for the other two
organizations are even more vague. Particularly disturbing
is that Habitat for Humanity felt that it needed to spend
$28 million in 2017 and $17 million in 2018 on “public
awareness and education,” which basically means political
propaganda aimed at getting more government funds for

affordable housing.

for Humanity®

Habitat for Humanity has instant name recognition and a highly pos-
itive reputation, which is not surprising as it spends tens of millions of
dollars a year on “public awareness.”

Affordable housing, which refers to programs aimed
at providing housing for low-income people, must be dis-
tinguished from housing affordability, which refers to the
availability of housing for everyone in a region. Affordable
housing programs serve only a small number of people and
cannot fix housing affordability problems created by such
policies as urban-growth boundaries. But policies that
make housing less affordable overall will increase the num-
ber of people who need affordable housing, so an import-
ant goal of non-profit organizations that work on afford-
able housing should be to improve housing affordability.

Yet none of the tens of millions spent on “public
awareness’ by Habitat for Humanity, or any of the other
non-profits that build low-income housing, are aimed at
improving housing affordability. If housing were afford-
able everywhere, then we wouldn’t need programs like Sec-
tion 4 that train so many organizations to provide afford-
able housing. Thus, these groups have a conflict of interest:
they actually benefit from policies that make housing less
affordable because it increases the political demand for
them to provide more affordable housing.

Of the federal programs that actually aim at produc-
ing low-income housing, one of the biggest is Low-In-
come Housing Tax Credits (LIHTC), which were created
in 1986. The Internal Revenue Service allocates tax cred-
its to each state based on population, and the states then

give them to developers. The developers can cither use the
credits to offset their own federal income taxes or sell the
credits to others who can use them to offset their taxes.
Non-profit housing developers may have no federal tax li-
ability so they will sell the credits.

Since the program involves tax credits, and not di-
rect expenditures of funds, it isn’t a line item in the federal
budget. However, it currently represents nearly $10 billion
in lost tax revenues each year. This is more than three times
the amount that the Department of Housing and Urban
Development (HUD) spends directly on building public
housing, which was less than $2.9 billion in 2020.

A 2017 GAO report noted that HUD and the IRS
provided “limited oversight” over how these funds were
spent and how much each unit of housing cost. A 2018
GAO report went further, finding that there was a wide
range in the cost of each unit of housing builc with LI-
HTCs. In Georgia, for example, individual housing units
cost anywhere from around $80,000 to $230,000—and
that was the smallest range of any of the ten states sur-
veyed by the GAO. The biggest was in California, where
individual housing units cost anywhere from $130,000 to
$740,000. At least three other states surveyed by the GAO
had some housing units that cost more than $400,000.

One reason costs are so high is that tax credits are allo-
cated to developers based on their cost estimates, with little
regard to what other construction is costing in the state or
region. Developers, whether non-profit or for-profit, thus
have an incentive to overestimate costs. Once the project
is funded, they have no incentive to save money because
doing so would lose the tax credits and other government
funding they worked to obtain. Thus, it is not surprising
that housing build with low-income tax credits often costs
more than market-rate housing. A Minnesota housing
study, for example, found that LIHTC housing cost 29
percent more per unit than non-subsidized housing.

Tax credits can be used to pay for up to 70 percent of
the cost of building low-income housing. But developers
aren’t necessarily required to put up the other 30 percent
because many states and cities have their own programs
that contribute to low-income housing projects. Chicago,
for example, uses tax-increment financing to subsidize af-
fordable housing projects.

Another source of funds are so-called housing trust
funds (so-called because a true trust fund imposes certain
legal obligations on the trustee that don’t necessarily apply
simply because Congress or a state legislature calls some-
thing a “trust fund”). Congress created a federal housing
trust fund in 2008 that give about $250 million to $300
million a year in grants to state housing trust funds, which
are then given to developers to build low-income housing.
Although the trust funds may contribute to the construc-
tion of tens of thousands of units of housing per year, these
units generally also receive LIHTCs, so the total numbers
overlap. In some cases, trust funds make up most of the 30
percent of housing costs that aren’t covered by LIHTC:s.
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Once built, developers collect rents from tenants.
Since in many cases 100 percent of construction costs are
covered by LIHTG:s, trust funds, and other government
funds, the rents collected minus operating costs represent
pure profit for the developers. The amount of rents they
can collect are supposedly strictly regulated to insure that
the housing is affordable to low-income households, but
those regulations do not last forever.

More than 3 million units of low-income housing
were built in the first 30 years of the program, but the
requirement limiting rents on housing built with LIHTCs
expires after 30 years. Since the law creating LIHTCs was
passed in 1986, the first projects built have already passed
this expiration date and tenants have seen rents double
and even triple.

The Non-Profits

Many people assume that non-profit organizations are
somehow more noble than developers seeking a profit, but
the only real difference between non-profit and for-prof-
it organizations is that the latter have owners who hope
to earn a dividend on their investments. Non-profits may
borrow money whose lenders expect a dividend on their
investments, so the bottom line is really one of who con-
trols the organization, not who makes money.

While for-profit organizations are nominally con-
trolled by their owners, non-profits are more under the
control of their executive staffs, and these executives do
very well. The three non-profits eligible for Section 4 fund-
ing together have close to 100 employees who earn more
than $100,000 a year, most of them earning more than
$200,000 and a few earning more than $600,000 a year.
Other non-profits involved in home construction using
LIHTCs and housing trust funds have similar executive
pay scales.

Nor is the money spent by the non-profits all on
non-profit activities. Actual construction work is invari-
ably done by for-profit companies and their profits are
built into construction costs. Architecture firms, engineer-
ing companies, and many housing management activities
funded by the non-profits are also for-profit operations.
In short, non-profit housing projects generate plenty of
profits for investors, contractors, and others.

As non-profits go, low-income housing is a big busi-
ness. The three Section 4 non-profits each have budgets
well over $100 million per year; Habitat for Humanity’s
is around $275 million. Several other non-profits build
low-income housing all over the country. Mercy Hous-
ing, for example, has operations in 18 states, ranging from
California and Washington on the West Coast to Georgia
and the Carolinas on the East Coast. Between them, they
collect gross revenues of around $100 million per year.

The Projects

Roger Valdez ran the affordable housing program for the
Sea Mar Community Health Center in Seattle for nearly

three years. After becoming frustrated about the high cost
of affordable housing, he started an organization called Se-
attle for Growth, which works to expand housing opportu-
nities and critiques expensive affordable housing projects.

The Broadway TOD, now under construction in Seattle.

He has compiled a list of 89 Seattle affordable hous-
ing projects funded since 2008. These projects built
6,700 units of housing that cost, in today’s dollars, about
$300,000 per unit. While $300,000 sounds cheap in a
city where median home prices are currently $780,000,
the units built with affordable housing funds are hardly
the median for Seattle. Instead, they average less than 700
square feet, with the smallest being under 500 square feet
and the largest just over 1,300 square feet. For compari-
son, the average single-family home built in the West in
2019 was more than 3,000 square feet.
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A CAD rendering of what the Broadway TOD (also known as Capitol
Hill TOD) will look like when completed.

The 6,700 units built in these projects represents about
8 percent of the increase in housing in Seattle since 2008.
But it is actually less than that on net because hundreds of
homes were demolished to make room for some of these
projects. Clearly, these affordable housing programs have
lictle influence on Seattle’s housing market as a whole.

Six of these projects were sponsored by Mercy Hous-
ing and two by Habitat for Humanity. Ten others were
built by the Seattle or King County housing authorities.
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The other 71 were developed by 25 other non-profit
groups, some of which built as many as ten different proj-
ects. None of the projects on Valdez’s list appear to have
been planned by for-profit developers.

Valdez provided links to the application forms for 30
of the more recent projects that reveal how many square
feet of living space are provided in each dwelling unit and
how much they cost to build. The bare construction costs
of the residential portions of eleven of the most recent
projects averaged $258 per square foot. Only one of the
projects cost less than $200 per square foot, while two of
them cost more than $300 per square foot.

The Broadway TOD (for transit-oriented develop-
ment) is a typical project. Also known as Capitol Hill
TOD, the basic construction cost for the 69,000 square
feet of residential area in this project was $16.4 million
or $245 a square foot, slightly less than the average. The
application notes that this cost estimate was provided by
Walsh Construction, a contractor that specializes in build-
ing transit-oriented developments in Portland and Seattle.
Knowing that it would probably get the contract to build
the project (which it did), Walsh had little incentive to

contain its cost estimate.

This CAD rendering of one of the apartments in the Broadway TOD
makes it look spacious, but in fact the apartments will average just 627
square feet in size.

Walsh Construction, founded by brothers Tom and
Robert, has been well-connected in the Northwest for
50 years. When Neil Goldschmidt first ran for Portland
city council in 1970, Tom Walsh also ran for a seat on the
council. Goldschmidt won (and eventually went on to be-
come mayor and governor of Oregon); Walsh lost, but the
two remained friends. In the 1990s, Goldschmidt used his
political muscle to make Tom Walsh the general manager
of TriMet, Portland’s transit agency. From that position,
Walsh directed tens of millions of federal and state funds
towards the subsidization of numerous transit-oriented
developments, many of which were built by his family
construction company. Supposedly, this wasn’t a conflict
of interest because his brother was running the company.

The construction costs are just the beginning; other
costs increase the total by 60 percent to 100 percent or
more. The Broadway TOD is typical as the $16.4 million

in basic construction costs was matched by $14.1 million
in other costs, starting with $1 million, or $15 per square
foot, for “construction contingency.” Since, as noted
above, developers have no incentive to spend less than they
are granted to build affordable housing, it is almost certain
that this is being spent to Walsh Construction’s profit.

State and local sales taxes would add nearly 10 per-
cent or $25 per square foot to these costs. In addition were
$2.6 million for land acquisition, or $38 per square foot.
Of course, land in Seattle is extra expensive due to its ur-
ban-growth boundary.

Then there were “soft costs,” including an architect’s
fee of $16 per square foot, a fee for the developer (meaning
the non-profit) of $40 per square foot, and various other
consulting fees of about $6 per square foot. City permits
and hookups added another $13 per square foot and fi-
nance charges and other costs added $47 per square foot.
Finally, this project included only a small amount of com-
mon areas, but they added $7 per square foot to the cost
of the residential areas.

In total, the project cost $450 per residential square
foot. While some projects include some retail shops, and
thus the revenue from those shops would offset construc-
tion costs (and those construction costs would not be
funded by affordable housing funds), this one did not and
so all of that $450 is attributable to the housing. And this
cost less than the average of the 11 most recent projects
listed by Seattle for Growth; the average of all 11 projects
was $532 per square foot. Some of the projects had zero
or nearly zero land acquisition costs, meaning the land was
given to the non-profit organization, usually by some gov-
ernment agency, and when the cost of that land is added
the average total cost would be even greater.

According to the Census Bureau, single-family home
construction is more expensive in the West than any other
region of the country and averages $139 per square foot.
A “build your own home” web site has a construction cost
calculator that estimates home construction costs in Seat-
tle average $141 per square foot. These costs wouldnt in-
clude land acquisition and some of the other fees required
for the affordable housing projects, but most single-family
homebuilders do not require separate architecture, devel-
oper, and other fees associated with the affordable housing
projects. For example, new homes in Buckeye, Arizona sell
for as low as $126.55 per square foot, including the land,
all permits and hookups, and other costs.

Some may argue that the cost per square foot of sin-
gle-family homes averaging 3,000 square feet may not
scale down to homes that are only 700 square feet. Yet
in the 1950s and 1960s American homebuilders such as
Henry J. Kaiser and the Levitt brothers used mass-pro-
duction techniques to build thousands of homes of 700 to
1,100 square feet that sold for about $8 to $9 per square
foot in 1950, which is about $80 to $90 per square foot in
today’s money. Kaiser built homes in California, Hawaii,
and Oregon while the Levitts built in New Jersey, New



https://www.schemataworkshop.com/capitol-hill-tod-bnorth
https://www.schemataworkshop.com/capitol-hill-tod-bnorth
https://www.walshconstruction.com/company/history/
https://www.census.gov/construction/chars/xls/contractpricesqft_cust.xls
https://www.byoh.com/costtobuildinwashington.htm
https://www.zillow.com/community/tartesso/2082506055_zpid/
https://www.about.kaiserpermanente.org/our-story/our-history/henry-j-kaiser-postwar-housing-visionary
https://en.wikipedia.org/wiki/Levitt_%26_Sons
https://en.wikipedia.org/wiki/Levittown,_New_York

York, and Pennsylvania; land-use laws in most of these
states prevent such large-scale developments today.

Thus, the Broadway TOD cost at least twice as much,
per square foot, as a single-family home costs, and the av-
erage of the most recent affordable housing projects cost
even more. Some of the projects included structured park-
ing, which alone can add $20 per square foot or more to
the cost per residential square foot and which would be
entirely unnecessary in the case of single-family homes.
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Non-revenue producing common areas, such as this hallway in the
Broadway TOD, can add significantly to the cost of multifamily hous-
ing, making it much less affordable.

Even though the construction costs are almost entirely
subsidized, the rents that Capitol Hill Housing plans to
charge will keep truly low-income people from living in
most of the Broadway TOD’s apartments. According to
the application, two studios will rent for $430 a month
and three one bedrooms will rent for $468 a month. The
rest will rent for much higher amounts, with the average
being $933 a month.

The poverty threshold for a Seattle family of four is
about $33,000 a year. To keep housing costs below 30 per-
cent of their incomes, such a family could afford $825 a
month on rent and utilities. Only ten of the 110 units in
the Broadway TOD will be priced below that amount, and
only three of those will be large enough for a family of four.
The average unit will require an income of nearly $40,000
a year and the most expensive will require $56,000 a year.
This means 100 of the 110 units are really middle-income
housing, not low-income housing.

Mission Creep

Aside from padding the costs with contingency, architect,
developer, and other fees, a close look at the applications
reveals other reasons why the costs of these affordable
housing projects are so high. Most of the applications in-
clude an “Evergreen Sustainable Development Standard”
checklist that applicants must comply with to receive
funds from the state, county, and city housing agencies.
Many of the items on the checklist are “mandatory”
and include such things as “green development plan,” “ac-
cess to public transportation,” “compact development,”

and “walkable neighborhoods.” In order to be eligible for

state housing funds, new construction projects must meet
all of these mandatory items plus earn at least 50 points for
such optional items as “maximizing density,” “solar water
heating,” and “environmentally preferable materials.”

It is not surprising that the compact development
requirement means that 28 of the 30 projects for which
Valdez has posted the full applications are either mid-rise
or high-rise developments. Due to their heavy dependence
on concrete and steel, such developments cost more than
low-rise construction. Multistory, multifamily housing
also must include significant common areas in the form
of hallways and lobbies, which add more to construction
costs. Requirements to use green materials and construc-
tion plans further boost costs.

In short, these are more than just affordable housing
projects. They are designed to change people’s lifestyles,
to get them to live in smaller dwelling units and to walk
and ride transit rather than drive to work and other des-
tinations. The mission creep from “affordable housing” to
“sustainable development” has made a significant contri-
bution to the high costs of affordable housing.

“Government will malperform if an activity is under
pressure to satisfy different constituencies with different
values and different demands,” wrote Peter Drucker in his
1989 book, 7he New Realities. “Performance requires con-
centration on one goal.” Agencies administering affordable
housing funds have lost sight of their goal and so the mon-
ey they spend doesn’t help as many people as it could.

A 2014 investigation by National Public Radio found
that the LIHTC program was spending more to provide
less housing than it produced several decades ago. A part
of the reason is rising construction costs, but it is mostly
due to lack of oversight, conflicting goals, and a reliance
on the non-existent altruism of non-profit organizations
to “do the right thing” when in fact they are padding their
budgets with a variety of fees and expenses.

Conclusions

The federal Section 8 housing vouchers program is means
tested and gives low-income families a choice of type and
locations of housing. By comparison, the various afford-
able housing programs funded by the federal government,
including low-income housing tax credits and the hous-
ing trust fund, encourage bloated construction costs, are
not adequately means tested, and often attempt to impose
politically correct lifestyles on families who need afford-
able homes. The non-profit organizations that benefit
from much of this funding have become giant political
machines working for their own benefit while they ignore
ways to make housing more affordable. The federal gov-
ernment should abolish these programs.

Randal O’Toole is a land-use and transportation policy
analyst and author of American Nightmare: How Govern-
ment Undermines the Dream of Homeownership. Mast-
head photo of Mercy Housing’s Othello Plaza is from Google

streetview.



https://en.wikipedia.org/wiki/Levittown,_New_York
http://statemuseumpa.org/levittown/one/d.html
https://www2.census.gov/programs-surveys/demo/tables/p60/268/pov-threshold-2018.xlsx
https://www.commerce.wa.gov/building-infrastructure/housing/housing-trust-fund/housing-trust-fund-evergreen-sustainable-development/
https://en.wikipedia.org/wiki/Peter_Drucker
https://www.abebooks.com/servlet/SearchResults?sts=t&cm_sp=SearchF-_-home-_-Results&an=drucker&tn=new+realities&kn=&isbn=
https://www.npr.org/2017/05/09/527046451/affordable-housing-program-costs-more-shelters-less
http://store.cato.org/books/american-nightmare-how-government-undermines-dream-homeownership

