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Crowded out of the housing market
Declining affordability and availability are squeezing

New England’s very low-income households

By Darcy Rollins Saas, Policy Analyst with Alicia Sasser, Economist

Though many New Englanders find it
difficult to buy and maintain a home or pay
monthly rent, the problem is particularly
acute for the region’s very low-income house-
holds. While many reports about housing af-
fordability focus on the growing affordability
challenges faced by middle-income house-
holds, they often overlook a crucial problem
in the region: very low-income households—
those in the bottom fifth of the income dis-
tribution—are squeezed by declining afford-
ability and limited availability.

The annual incomes of many of the
region’s poorest households have not in-
creased in real terms for some time. And
over the past decade, their modest budgets

have been squeezed even further as house
prices have appreciated rapidly, especially
at the lower end of the housing distribu-
tion. As a result, the vast majority of very
low-income households spend more than 30
percent of their income on housing costs, an
amount most industry experts consider un-
affordable. Additionally, the rapid growth in
house prices seems to have pushed higher-
income households to seek cheaper housing
options, crowding very low-income families
out of places that they could otherwise af-
ford. Crowding out is especially worrisome
for the region’s very low-income households
for two reasons: the supply of housing af-
fordable to this group was woefully inad-

equate to begin with and these households
often have nowhere else to go.

The squeeze

While housing costs have always taken
a bigger bite out the incomes of low-income
households than of high-income house-
holds, two diverging trends have widened
the gap in recent years. First, over the past
five years, the real incomes of very low-in-
come households in many New England
states have fallen while those of their mid-
dle-income counterparts have risen.!

In 2005, New England’s very low-in-
come households—those occupying the
bottom fifth of the income distribution—
earned a median annual income of $12,475,
6.7 percent less in real terms than they
earned in 2000.> By comparison, New Eng-
land’s middle-income households—those
occupying the middle fifth of the income
distribution—saw real median income grow
by 2.1 percent over this period.

The second trend is less obvious. Even
as the incomes of very low-income house-
holds have been declining, the prices of
the homes they would most likely buy have
been appreciating even more rapidly than
the median-priced house. Detailed house
price data for Connecticut, for example,
show that prices for the least expensive
houses—those at the tenth percentile of
the housing distribution—increased by
71.1 percent between 1999 and 2005, while
the median-priced house appreciated by
47.9 percent over the same period. Another
study shows a similar divergence between
2001 and 2003 in the Greater Boston area.’

As a result, declining housing afford-



ability has removed ownership further from
the reach of low-income households than
other groups. Again using Connecticut as an
example, very low-income households earned
about half the income needed to purchase a
house at the tenth percentile of the housing
distribution in 1999 but less than one-third
of the income needed in 2005. Even though
affordability for middle-income households
also declined over this period, middle-income
households still earned about two-thirds of
the income needed to purchase the median-
priced house in 2005. While middle-income
households might be able to stretch to afford
the median-priced home or could choose to
live in less expensive homes, very low-income
households realistically do not have these op-
tions.

Why not rent? It may not be the Ameri-
can Dream, but not all very low-income house-
holds buy a house; in fact, more than half do
not. In 2005, roughly 56 percent of New Eng-
land’s very low-income houscholds were rent-
ers. Not surprisingly, very low-income rent-
ers also fared worse in terms of affordability
relative to their middle-income counterparts.
About 75 percent of very low-income rent-
ers were considered cost-burdened in 2005,
meaning they spent more than 30 percent of
their income on rent, and nearly half were se-
verely cost-burdened, spending more than 50
percent of their income on rent. By contrast,
less than one in seven middle-income renters
was cost-burdened, and less than 1 percent
was severely cost-burdened.

Crowding out

Even if New England’s very low-income
households are able to stretch to afford the
least expensive apartments, the supply of avail-
able units in that price range may not be ad-
equate to meet demand. If so, the region still
has an affordability problem. Our analysis sug-
gests that rapid house price appreciation over
the past decade encouraged higher-income
households to seek cheaper housing options,
a situation that is likely to occur when supply
is constrained. Middle-income households,
unable to afford the median-priced housing
in their area, seem to have moved down the
housing distribution to occupy cheaper single-
family homes or rental units.

"To examine whether there 1s a sufficient
supply of rental units affordable to very low-
income households, we looked at two mea-
sures. First, we compared the number of
units that are affordable to households in a
given income range to the actual number of
households in that income range. Second, we
compared the number of affordable units to
the number of households in a given income
range, excluding those units that are occu-
pied by higher-income households. The sec-
ond measure indicates whether the potential
supply of affordable units is actually available
for a given income group.

Using these two measures, we found
that the supply of affordable housing for
both middle-income and very low-income
households is inadequate, in part because of
crowding out by higher-income households.

Table 1: Declining real incomes and rising costs have made rental housing less
affordable for very low-income households

Median annual household income

Share spending more than 30% of
income on housing, 2005

Percent
2000 2005 change Homeowners Renters
Connecticut $14,979 $12,490 -16.6% 88% 78%
Maine $13,919 $11,539 -17.1% 71% 70%
Massachusetts $12,774 $12,388 -3.0% 87% 73%
New Hampshire $16,206 $15,981 -1.4% 82% 78%
Rhode Island $11,178 $11,825 5.8% 87% 69%
Vermont $12,774 $13,337 4.4% 80% 83%
New England $13,368 $12,475 -6.7% 84% 74%
United States $12,847 $12,459 -3.0% 80% 83%

Sources: Income data: author’s calculations from the Current Population Survey. Housing data: NEPPC Working Paper 06-1,

2006; see

the full report for details of the calculations.



For example, although the
number of houses afford-
able for middle-income
households was roughly
twice the number of such
households in most New
England states, more than

Table 2: In New England and the nation, the number of
very low-income households exceeds the supply of

available and affordable rental housing

Number of very low-income
households per affordable

Number of very low-income
households per affordable and

half of these units were rental unit available rental unit
occupied by hi.gher—in— Connecticut P iy
come househ.olds. in 2004. Maine 53 3
Only by addmg in afford- Massachusetts 0 5 c
able .rental units can the e Mamgshiie 55 40
housing demands of t.hls Rhode lsland 5 57
group be met by the exist- Vermont S5 33
ing supply. But what dges New Englernd >3 5
that leave for very low-in- United States >E 6

come households? Exclud-
ing those apartments oc-
cupied by higher-income
households, the ratio of
the number of affordable
apartments to the number of very low-income
households ranged from one apartment for
every 2.5 houscholds in Massachusetts to one
apartment for every four households in New
Hampshire. This is not just a problem for
New England—similar supply restrictions on
very low-income households exist in the rest
of the nation.

This inadequate supply of affordable
rental housing for very low-income house-
holds is not entirely due to the choices of
higher-income households. The supply of af-
fordable housing potentially available to very
low-income households (including those oc-
cupied by higher-income households) is in-
adequate even before considering the impact
of crowding out. In 2005, there was only one
such unit available for every 2.0 very low-in-
come households in Massachusetts, and for
every 2.8 households in Vermont.

The supply situation is not likely to im-
prove soon. While many states in the region
have had some success in building new afford-
able housing, they are also racing against the
conversion of existing, affordable units. In re-
cent years, many apartment owners have cho-
sen to convert units to condominiums to take
advantage of the hot real estate market. 7/e
Greater Boston Housing Report Card 2005 found
that nearly 1,200 rental units were converted
to condominiums between 1999 and 2004;
another 500 were converted in 2005. The re-
port noted that many of these conversions oc-
curred in working-class neighborhoods, where

Source: NEPPC Working Paper 06-1, 2006. See report for full details of the calculations.

the new condo prices were not affordable to
former occupants.

Even affordable housing with long-term
use restrictions based on rent and tenant
income limits are at risk of being converted
to market-rate units as these restrictions
expire—an attractive option in a strong real
estate market. According to the National
Housing Trust, New England states have lost
more than 16,800 project-based, federally
assisted units between 1995 and 2005. Other
existing affordable units are at risk of becom-
ing uninhabitable due to neglected mainte-
nance.

While New England has a significant
amount of new affordable housing in the
pipeline, the amount of new affordable hous-
ing built in coming years is not likely to be
sufficient to meet demand and to replace
the number of existing affordable units that
are scheduled to expire in the next decade.*
Moreover, it is unlikely that the recent slow-
down in the homeowner market will be deep
enough or sustained enough to make a ma-
jor dent in affordability, as prices have risen
much more rapidly than incomes over the past
decade. Even if prices fell sharply, the eco-
nomic consequences associated with such a
drop (e.g., arecession) would certainly further
compromise the ability of the region’s poor to
pay for housing. There is no easy relief for this
squeeze faced by the region’s very low-income
households. Tackling the problem requires a
comprehensive strategy that addresses both
sides of the equation by continuing to sub-




sidize units while increasing and maintaining
the supply of affordable housing.

Endnotes

1 The exception is Maine, where the real income of middle-
income households fell by 6.2 percent between 2000 and
2005. However, Maine’s very low-income household income
declined by 17 percent over the same period.

2 Annual median household incomes are three-year moving

averages calculated using the 2003-2005 Current Population
Survey, where the head of household is above the age of 25
and not enrolled in school. Data are adjusted to real 2005
dollars using CPI-U.

3 The Greater Boston Housing Report Card 2003.

4 For example, in 2004 the US Department of Housing and
Urban Development (HUD) reported that of the 84,757 afford-
able units subsidized by HUD in Massachusetts, 10,642 have
already been lost and 27,000 are at risk through 2010.
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