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Introduction

In the debate over how to increase the housing supply, some analysts have focused on financing.
Reports from the Center for Public Enterprise (CPE) and the Groundwork Collaborative
(Groundwork) place greater emphasis on financing conditions in today’s higher rate environment,
capital availability, and federal investment policy as headwinds on housing production. Both
acknowledge that zoning and local regulatory reform matter, but they argue that given these
headwinds, land-use reform alone is unlikely to generate the scale or durability of construction
needed to address the housing shortage. Their policy solutions therefore place substantial weight
on expanding or lowering the cost of capital, generally through a larger federal role in housing
finance, tax policy, or public investment.?

This study presents evidence that in many markets policy-induced costs and local feasibility
barriers act as the primary constraint on new housing production and are more binding than capital
availability alone, regardless of whether financial conditions are tighter or looser.

Getting causality right is important because different diagnoses lead to different policy
prescriptions. If capital availability is treated as the central constraint, the policy response will tend
to emphasize federal credit support, subsidies, guarantees, or other public financing interventions.
Those tools may help some projects move forward, but they also risk allocation distortions,
crowding out, higher taxpayer exposure, and unintended consequences. If state and local
regulatory barriers are the central constraint, the better response is to eliminate these barriers to
reduce the costs, delays, uncertainty, and restrictions that prevent projects from penciling in the
first place. That approach unleashes market forces, lowers development costs, broadens the set of
viable projects, increases the tax base, and does not require ongoing production subsidies.

"The views expressed are those of the authors alone and do not necessarily represent those of the American
Enterprise Institute or any individual who provided comments. The authors gratefully acknowledge Yardi
Matrix for providing data.

2 See https://publicenterprise.org/report/raising-the-housing-investment-level/ and
https://groundworkcollaborative.org/work/fixing-housing-means-fixing-finance-why-we-cant-deregulate-our-
way-to-affordability/.
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The question, then, is not whether financing matters. It does. Higher interest rates raise borrowing
costs, reduce valuations, and make some projects less feasible. But the recent pattern of
multifamily construction across U.S. markets does not support the view that financing is the
dominant constraint on housing supply.

If financing were the dominant constraint, we would expect construction activity to have risen
broadly and relatively uniformly during the ultra-low-interest-rate period from 2020 to 2022, when
both construction and take-out financing were unusually favorable, followed by a broad and
similarly uniform collapse as rates increased. The evidence shows neither pattern. Instead,
construction activity varied dramatically across markets even when the cost of capital was
historically low cost, and many markets continued to build at or above pre-pandemic levels despite
substantially higher interest rates.

The geography of construction points to a much more nuanced explanation: In certain markets,
policy-induced costs, including permitting delays, land-use restrictions, inclusionary zoning and
other regulatory requirements, and approval uncertainty, may be large enough to materially affect
whether projects move forward, regardless of the cost of capital. The pattern does not prove that
regulation is the binding constraint everywhere, but it is difficult to reconcile with the view that
capital availability is the dominant barrier across markets.

This distinction matters because it has direct policy implications. If the high cost of capital and
other financing constraints are viewed as the primary limit on new housing production across all
markets, the suggested solution will be to provide financing assistance, preferably at the national
level. Groundwork and CPE both point to federal financing, credit access, tax, or investment levers
as important tools for expanding housing production. Groundwork is more skeptical that land-use
reform alone can deliver broad affordability, while CPE presents federal investment tools as
complements to zoning, permitting, and environmental-review reforms.

A project may or may not become viable at lower interest rates. However, a development’s viability
almost certainly improves when costs, delays, uncertainty, and regulatory burdens are reduced.
Policies that allow more density, shorten timelines, simplify approvals, and reduce compliance
costs directly improve project feasibility in any rate environment and thus have the potential to
expand housing supply.®

This report makes three points. First, recent national multifamily construction trends show
adjustment to higher rates, not a collapse consistent with a binding national financing constraint.
Second, metro-level construction patterns vary widely under the same interest-rate environment,
suggesting that local feasibility conditions play an important role in determining where
construction occurs. Third, evidence on development costs and timelines shows that in many high-
cost or highly regulated markets, regulatory barriers, permitting delays, and land-use restrictions
can affect project feasibility as much as, and sometimes more than, financing costs.

3 See for example: https://heat.aeihousingcenter.org/toolkit/case_studies.
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The Project Feasibility Framework

Housing projects move forward when expected revenues provide a sufficient return on total
development costs and operating expenses. Financing costs are an important part of that
calculation because higher interest rates raise borrowing costs, reduce valuations, and can make
some projects infeasible. However, financing is but one factor determining whether projects pencil.

Local rules, permitting timelines, approval uncertainty, land-use restrictions, fees, labor rules,
design mandates, and soft costs can also have a huge impact on feasibility. These factors can raise
total development costs, lengthen the time before revenue begins, and increase the risk that a
project will be delayed, downsized, or denied.

This framework helps explain why the same national interest-rate environment can produce very
different construction outcomes across markets. In places where local feasibility conditions are
favorable, lower financing costs can support large increases in construction. In places where
development costs, delays, and uncertainty are high, easier financing may have a more limited
effect.

The relevant question is therefore not whether financing matters. It does. The question is whether
financing is the primary constraint on housing supply, or whether in many markets policy-induced
costs and local feasibility barriers are more binding.

National Trends: Adjustment, Not Collapse

This multifamily construction analysis draws primarily on recent data from Yardi Matrix, a
commercial real estate platform that tracks properties with 50 or more units across the United
States at multiple stages of development. Using recent pipeline data is important because
multifamily development timelines are long and construction conditions have changed materially
since interest rates began rising.*

Nationally, multifamily construction surged during the low-rate period and then pulled back as rates
rose. However, the pullback has not produced the collapse expected under a binding national
financing constraint. Starts remain above pre-pandemic levels, and the under-construction
pipeline appears to be stabilizing.

If financing constraints were preventing projects from moving forward, we would expect a sustained
decline in construction activity or a sharp drop in starts. Instead, the data point to a more measured
adjustment. Chart 1 shows that the number of units under construction has declined from its 2022
peak but shows signs of stabilization, with a modest recent increase reflecting a partial recovery in

4This is particularly important because CPE’s analysis relies heavily on Yardi data from 2024, before the post-
2022 adjustment in multifamily construction was fully visible. As a result, it may understate the extent to
which the construction pipeline has adapted to higher interest rates and changing market conditions. Yardi
Matrix provides broad coverage of major metropolitan markets and larger multifamily properties, but it does
not fully capture smaller projects, properties with fewer than 50 units, or some activity outside large metros.
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starts. Multifamily starts in 2025 also remain above pre-pandemic levels. This pattern is hard to
square with the claim that financing is the dominant constraint.

Chart 1: Number of Units under Construction
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Source: Yardi Matrix and AElI Housing Center.

Yardi Matrix’s multifamily supply forecast update for Quarter 1, 2026 provides useful context
because it evaluates the national apartment construction pipeline after interest rates had already
risen. The report acknowledges that elevated long-term interest rates will weigh on valuations,
transaction activity, and new development, but says the effect is “not strong enough to suppress all
new development.”® It also revised completion forecasts upward for 2026 through 2028 and notes

that national construction starts have exceeded expectations. Taken together, Yardi treats financing
as a headwind, not as a dominant constraint.

At the project level, Yardi’s data also point to adjustment rather than blockage. Projects are
spending longer in the planned stage, roughly 500 days compared to about 400 days before recent
rate increases. This does not rule out the possibility that some projects have been abandoned or
never entered the pipeline. But among projects still observable in the pipeline, the pattern looks

more like slower reassessment of costs, rents, and financing conditions than a broad inability to
obtain capital.

5 See https://www.yardimatrix.com/Publications/Download/File/8370-
MatrixMultifamilySupplyForecastUpdate-Q12026.
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Metro-Level Construction Patterns Point to Local Constraints

The Yardi data show that multifamily construction responded very differently across metropolitan
areas despite a common reset of the national financing environment.® If financing were the
dominant constraint, one would expect markets that benefited most from the low-rate period to
show a more uniform reversal after rates increased. Instead, construction patterns varied widely
across markets and across periods.

During the ultra-low-interest-rate period, multifamily starts surged in several Sun Belt and relatively
supply-responsive markets, including Austin, Raleigh-Durham, Phoenix, Orlando, suburban
Atlanta, and Dallas suburban markets. In many of these metros, starts more than doubled by 2022
relative to their 2015 to 2020 averages. By contrast, several high-cost and more supply-constrained
markets, including Boston, Seattle, the San Francisco Peninsula, Los Angeles Metro, and parts of
the Bay Area, experienced much smaller increases despite facing the same national financing
conditions.

Some of this variation likely reflected pandemic-era migration shifts, remote work, and changing
housing demand.” However, those factors do not fully explain why many high-cost, supply-
constrained markets saw limited construction increases even during a period of historically
favorable financing conditions. The muted construction response was not limited to markets most
exposed to remote-work-driven outmigration. Los Angeles Metro and San Diego, which faced less
severe versions of the San Francisco-style demand shock, also saw only modest increases in starts
during the low-rate period, rising 13 percent and 41 percent, respectively, from their 2015 to 2020
averages to 2022. By contrast, many lower-cost and more supply-responsive markets saw starts
more than double. This suggests that pandemic-era demand shifts explain part of the variation, but
they do not fully account for the weak construction response in many high-cost, supply-
constrained markets.

A comparison of 2025 starts with pre-pandemic averages reinforces the point (see Chart 2). Despite
interest rates being substantially higher, many relatively supply-responsive markets, including the
Inland Empire, suburban Atlanta, Phoenix, and several Florida metros, saw multifamily starts in
2025 above their 2015 to 2020 average. By contrast, several high-cost and more supply-constrained
markets, including Boston, Seattle, Los Angeles Metro, and parts of the Bay Area, remained below
pre-pandemic construction levels. The dispersion across markets is substantial, with no clear

8 The sample excludes markets with very low baseline construction activity, institutional or university-driven
development patterns, and markets with highly episodic construction activity or discontinuous data series.
Market areas in New York City are also excluded because Yardi’s market coverage there is less complete than
in other major metros. These markets tend to exhibit large percentage swings driven by small sample sizes or
data limitations rather than underlying economic conditions. Results using the full sample are directionally
similar but show substantially greater dispersion.

7 The composition of multifamily production has modestly shifted toward fully affordable and partially
affordable projects over the past decade, which may affect market-level patterns at the margin. However,
market-rate projects continue to account nationally for more than 75 percent of completed units, and the
broad geographic variation in construction activity remains difficult to explain by financing conditions alone.
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uniform trend consistent with changes in financing conditions alone driving construction
outcomes.

Chart 2: Change in Multifamily Starts by Market Area, Average of 2015-2020 compared to 2025
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Note: Positive values indicate 2025 starts were greater than the 2015-2020 average and vice versa This chart
shows the largest 40 Yardi Matrix market areas to illustrate variation across markets. Some market-area
names are abbreviated from the original Yardi labels to improve chart readability. Full sample results, using
the original Yardi market-area names, are reported in Appendix Table A1 and are directionally similar.
Source: Yardi Matrix and AEl Housing Center.

The relationship between the low-rate construction boom and the post-2022 adjustment also
appears weak. Several markets that experienced especially large pandemic-era building booms,
including Austin, Raleigh-Durham, Nashville, Phoenix, and Charlotte, experienced sharp
subsequent declines in starts as rent growth softened and supply pipelines nhormalized. In some



cases, starts fell by more than 50 percent from their 2022 peaks. These declines likely reflected not
only higher financing costs, but also market-specific corrections after unusually rapid pandemic-
era supply growth. At the same time, several affordable Midwestern and Northeastern markets,
including Columbus, Omaha, Kansas City, Pittsburgh, and suburban Chicago, maintained relatively
stable construction activity or continued growing despite substantially higher financing costs.

The relationship between the low-rate construction boom and the post-2022 adjustment also
appears weak. As Chart 3 shows, markets that expanded rapidly during the low-rate period did not
uniformly experience the largest subsequent declines, while markets with more modest low-rate
increases followed no single pattern afterward.

The scatterplot reinforces this point. As Chart 3 shows, markets that expanded rapidly during the
low-rate period did not uniformly collapse after rates rose, and markets that saw only modest gains
before 2022 did not follow a single pattern afterward. Put simply, as evidenced by the low R? of
0.0894, the size of a market’s supply response to low-rates did little to predict whether construction
levels later rose, fell, or held steady after rates increased.

Chart 3: Construction Responses Varied Widely Across Markets and Periods
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Taken together, these patterns are difficult to reconcile with the view that financing conditions
alone are the dominant determinant of housing supply. Construction surged most in markets with
strong demand growth and relatively elastic supply conditions, then moderated in many of those
same metros as rent growth softened and pandemic-era migration patterns normalized. By
contrast, many high-cost and more supply-constrained markets experienced only modest
construction increases even during a period of historically favorable financing conditions. Several
Midwestern and Northeastern markets that largely missed the initial pandemic-era boom have also
recently experienced renewed growth despite higher rates.

The evidence therefore points to a more nuanced conclusion. While the pattern does not prove that
regulation is the binding constraint everywhere, it is difficult to reconcile these results with the view
that capital availability is the dominant barrier across markets. National financing conditions
matter, but their effect depends heavily on local demand, costs, timelines, regulatory barriers, and
broader project feasibility. In markets where projects can pencil, lower costs for capital can
accelerate construction. In markets where land-use restrictions, approval uncertainty, permitting
delays, and other policy-induced costs are binding, the same financing appears to have a much
more limited effect.

These market-level patterns raise the next question: what local conditions make projects more or
less feasible under the same national financing environment? Evidence on development costs,
timelines, fees, and regulatory requirements helps explain why the effect of financing varies so
sharply across markets.

Project Feasibility Depends on More Than Capital Costs

Given that national and metro-level data therefore suggest that higher interest rates have affected
the pace and timing of development, but not as a uniformly binding national financing constraint,
we turn to how non-financing costs and regulatory barriers affect project feasibility.

Projects become feasible when expected revenues provide a sufficient return after accounting for
total development costs, operating expenses, and risk. Lower interest rates can help, but so can
shorter timelines, lower fees, simpler approvals, and more flexible land use rules. Policies that
reduce permitting delays, regulatory burdens, and approval uncertainty therefore directly affect
whether projects move forward. In many high-cost markets, particularly those with more
burdensome regulatory regimes, the potential feasibility gains from reducing timelines, uncertainty,
and development costs may be as large as, or larger than, the gains from lower-cost capital alone.
Unlike financing subsidies, these reforms do not require ongoing public outlays. They improve
feasibility by removing policy-imposed costs and delays from the development process itself.

It is important to distinguish between two financing channels. Construction financing affects the
cost of carrying a project while it is being built. Take-out and permanent financing affect the value
of the completed project, the amount of debt it can support, and the equity required to close the
deal. For project feasibility, this second channel is often larger: A project can cost roughly the same



amount to build but fail to pencil if higher permanent rates or cap rates reduce the value or
refinancing proceeds available at completion.

Multifamily financing conditions clearly tightened after 2022. CBRE’s North America Cap Rate
Survey shows that Class A stabilized multifamily cap rates rose materially after the low-rate period,
increasing the required yield for new projects and reducing take-out valuations. The reset was not
uniform across metros: in the CBRE data, cap rates widened much more in some markets than
others. That variation likely reflects more than interest rates alone. Cap rates also incorporate local
rent-growth expectations, supply pipelines, perceived overbuilding risk, investor demand, and the
ease or difficulty of adding new units. In several high-growth Sun Belt markets, cap rates appear to
have compressed more during the low-rate boom and then widened more sharply after 2022,
suggesting a market-specific pricing cycle layered on top of the national rate shock. The key pointis
that while financing conditions matter, they operate through local market conditions rather than
independently of them. Construction outcomes therefore depend not only on capital costs and exit
valuations, but also on local demand, development costs, timelines, regulatory barriers, and
broader project feasibility conditions.?

Recent research from RAND highlights the importance of broader project feasibility constraints.
Using detailed project-level data from Trammell Crow Residential, a large multifamily developer
operating across multiple states, RAND analyzes 55 privately financed market-rate projects and 89
Low-Income Housing Tax Credit (LIHTC) developments to examine how regulatory requirements,
labor rules, land-use constraints, and permitting processes affect development costs and
timelines.

RAND found that projects in California take substantially longer to complete than in more supply-
elastic states, with timelines exceeding those in Texas by more than 22 months. These extended
timelines raise development costs by increasing carrying costs, financing risk, and overall project
uncertainty. RAND estimates that shorter production timelines alone could reduce development
costs by roughly 8 percent in California.

That magnitude is economically meaningful: through the take-out valuation channel, an 8 percent
reduction in development costs is roughly comparable to the increase in completed-property value
produced by a 50-basis-point decline in the required yield or cap rate from 6.5 percent to 6.0
percent.® Delays also matter because pre-construction expenditures must be fronted by the
developer. The longer the entitlement and approval process takes, the more capital must be placed
atrisk before a project can generate revenue or secure permanent financing.

8 AEl Housing Center analysis of CBRE North America Cap Rate Survey data, H2 2015-H2 2025.

9 For example, holding net operating income constant (rental revenue minus operating expenses), a decline in
the required yield or cap rate from 6.5 percent to 6.0 percent would raise implied property value by about 8.3
percent: 1/0.060+1/0.065-1=8.3%. This comparison illustrates the scale of the feasibility effect and is
distinct from the construction-period interest-cost calculation discussed below.
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It is of note that pre-construction expenditures need to be fronted by the developer—the greater the
delays the more money that needs to be put at risk.

More broadly, RAND finds substantial cost differences across states driven by labor rules, energy
mandates, land-use constraints, impact fees, and soft costs. Land costs in California are more
than three times higher than in Texas, while municipal fees and soft costs are also dramatically
higher. Overall, RAND estimates that construction costs for market-rate housing are roughly 2.3
times higher in California than in Texas and about 1.5 times higher than in Colorado.

These differences help explain why some projects that pencil only in a low-rate environment in
California may still pencil in Texas, where development costs are substantially lower. Table 1
translates RAND’s findings into approximate policy-sensitive cost categories. These estimates
should be read as directional rather than additive, since several categories overlap.

Table 1: Estimated Policy-Sensitive California Cost Premium Relative to Texas

Policv-sensitive catego Estimated policy-sensitive CA cost
¥ gory premium vs. TX
Slower approvals, permitting, inspections, and longer ~8%
production timelines ’
Higher impact / development fees ~5%—-10%
Excess soft costs: compliance, legal, architectural and ~10%—15%,
engineering fees, process, municipal requirements but overlaps with fees/timelines
Land-use restrictions / zoning scarcity / entitlement ~5%—-10% direct,
risk with larger longer-run feasibility effects
Extra code, energy, design, and building-standard
X gy 18 utlding ~2%-5%
mandates
Aff le-housing- ifi : ili
ordab g ousing spec.l ¢ mandates preva| ing ~15%—30%+ for LIHTC
wage, design rules, funding-source requirements

Source: RAND and AEl Housing Center.

RAND'’s findings are consistent with broader research showing that permitting delays and
regulatory requirements materially increase development costs. The White House Council of
Economic Advisers and industry estimates from the National Association of Home Builders and the
National Multifamily Housing Council similarly conclude that delays, compliance costs, and
regulatory requirements raise carrying costs and reduce project feasibility."°

Recent research from Pew highlights preapproved building plans as one practical way cities can
reduce preconstruction delay and lower development costs. Pew estimates that preapproved plans
can reduce builders’ overall development costs by roughly 1-2 percent, while emphasizing that they

10 See https://www.whitehouse.gov/wp-content/uploads/2026/04/2026-Economic-Report-of-the-
President.pdf, https://bidenwhitehouse.archives.gov/cea/written-materials/2024/08/13/reforming-
permitting-requirements-to-lower-the-cost-of-building-new-housing-and-increase-housing-affordability, or
https://www.nmhc.org/globalassets/research--insight/research-reports/cost-of-regulations/2022-nahb-
nmhc-cost-of-regulations-report.pdf.
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work best as a complement to broader reforms such as smaller lots, parking reform, apartments on
commercial land, and building-code modernization."

Terner Center research on California impact fees points to another feasibility lever: fee loads can
add meaningful per-unit costs and contribute to marginal projects falling out. Together, these
studies reinforce the same point as RAND: reforms that shorten timelines, reduce uncertainty,
simplify approvals, and lower fees can improve project feasibility directly, without relying primarily
on new financing subsidies.

These magnitudes are economically meaningful. Higher interest rates since early 2022 have
increased both construction-period and take-out financing costs, thereby reducing valuations, and
constraining loan proceeds.' While significant, these effects are still only one part of project
feasibility and must be weighed against the larger cost differences associated with permitting
delays, land-use constraints, regulatory requirements, and broader project-level feasibility
conditions. The same framework also captures the positive effects of reforms that allow more
density, since additional units can improve project economics by spreading fixed costs over a larger
revenue base.

Substantial regulatory reform could conservatively reduce California multifamily construction
costs by roughly 25-35 percent, and perhaps more in the highest-burden jurisdictions. The full
California-Texas cost gap is large (perhaps 60 percent), but only part of it is realistically removable
through policy. Even so, the removable portion appears large enough to materially affect project
feasibility. A 30 percent cost reduction, for example, would be comparable in scale to the increase
in implied property value from a decline in the required yield or cap rate from 6.5 percent to 5.0
percent, holding net operating income constant.

Groundwork and CPE place substantial emphasis on public or federally supported financing for
new multifamily production, especially construction-stage financing.'® CPE also explicitly
discusses construction-to-permanent loans, forward commitments, and long-term financing, while
Groundwork recognizes the sale or refinancing stage but emphasizes expanding public support into
construction lending. These tools may help some projects move forward. But if the larger feasibility

1 See https://www.pew.org/en/research-and-analysis/reports/2026/05/preapproved-building-plans-help-
cities-improve-housing-affordability.

2 A simple back-of-the-envelope calculation illustrates the scale. For a project financed with a 65 percent
loan-to-cost construction loan, drawn gradually over a two-year construction period, a 300 to 400 basis point
increase in rates would raise construction-period interest costs by roughly 2 to 2.6 percent of total
development cost. This calculation does not include take-out or permanent financing effects. Higher long-
term rates can also reduce project feasibility by raising capitalization rates, lowering valuations, reducing
permanent loan proceeds, increasing debt-service burdens, and requiring more equity. Those effects can be
material, but they operate through the same project-feasibility channel rather than through a simple shortage
of capital.

¥ The focus on construction-stage financing may reflect the fact that the federal government already has a
substantial presence elsewhere in the multifamily production, including through permanent financing, tax
credits, and rental subsidies.
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problem is the gap between development costs and take-out value, reforms that reduce costs,
shorten timelines, or allow more density can improve feasibility directly by lowering the amount
that must be refinanced or recovered at completion.

Groundwork acknowledges that land-use and building-code reforms can play a positive role,
including reforms that allow more density, but argues that deregulation alone is unlikely to deliver
broad affordability. That conclusion rests heavily on an Urban Institute study finding relatively
modest supply and affordability effects several years after reform. However that study was deeply
flawed, as we have argued elsewhere, and case studies of successful upzoning and deregulatory
reforms suggest that well-designed policy changes can produce substantially larger effects, adding
roughly 1 to 2.5 percent to the housing stock per year in some cases.’

The magnitudes above suggest that sufficiently large reductions in development costs, delays, and
regulatory barriers can have effects comparable to major improvements in take-out financing
conditions. They also help explain why the same national financing environment can produce very
different construction outcomes across markets. Policies that reduce costs, shorten timelines,
increase allowable density, and lower approval uncertainty improve feasibility through the same
project-penciling channel as financing conditions. In high-cost or highly regulated markets, these
reforms may matter as much as, or more than, lower cost capital alone.

History Shows That Easier Financing Is Not Enough

The finding that national financing conditions interact with local demand trends and broader
project feasibility constraints matters because several recent policy proposals place substantial
emphasis on expanding housing finance and federal credit support as a means of increasing
supply. CPE calls for expanded federal credit to unlock the development pipeline, while
Groundwork advocates a larger public role in housing finance. Both reports point to the two periods
in modern U.S. history with the highest levels of rental housing production, 1971 to 1973 and 1982
to 1986, as evidence that finance-led policy can substantially increase supply. Both therefore place
financing constraints near the center of the housing supply problem.

Historical experience suggests a more complicated reality. Finance-led booms can increase
construction activity, but they are not always durable, well-targeted, or financially sustainable.
Expanding access to capital does not guarantee broad-based supply growth when underlying local
constraints remain in place or when policy incentives encourage projects whose economics are
weak.

The federally supported housing programs of the late 1960s and early 1970s helped finance a
substantial, albeit temporary, increase in multifamily construction, but many projects were
concentrated in weak markets, proved financially unsustainable over time, and ultimately
generated widespread losses and significant urban distress in cities such as Detroit, Chicago, and

14 See https://econjwatch.org/file_download/1409/PeterEtAlMarch2026.pdf?mimetype=pdf or
https://www.aei.org/housing-supply-case-studies/.
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Cleveland. By the early 1980s, Fannie Mae was effectively insolvent because of large interest-rate
losses and survived only through Treasury support.®

The multifamily construction boom of the 1980s also shows how difficult it can be to disentangle
the true drivers of a finance-led housing expansion. Tax incentives, falling interest rates, easier
credit conditions, and economic recovery helped stimulate construction, but much of the boom
proved unsustainable as vacancies rose, market conditions weakened, and tax incentives
changed.®

These episodes illustrate an important distinction. Financing can accelerate development where
projects are already feasible, but it is often a poor substitute for addressing the underlying cost,
regulatory, and land-use barriers that determine whether housing can be built sustainably and at
scale.

This is particularly important in today’s more-regulated markets. In places where permitting
timelines are long, land-use restrictions are binding, and development costs are elevated,
subsidized credit may improve feasibility at the margin without materially expanding overall supply.
In some cases, easier financing is merely capitalized into higher land prices or absorbed through
higher bids for scarce entitled sites, rather than producing a commensurate increase in housing
production.

Public financing programs also frequently come with additional regulatory and programmatic
requirements, including affordability mandates, income targeting, prevailing wage rules, and
compliance obligations." These requirements can raise development costs, lengthen timelines,
and reduce the number of financially viable projects. The result is often a more complex system
that favors larger, better-connected firms with the legal, financial, and administrative capacity to
navigate public programs, rather than a broader market response from builders of all sizes.

Terner Center research on California LIHTC projects finds that local impact fees added almost
$20,000 per unit on average to affordable housing development costs from 2020 to 2023, and that
fee waivers, reductions, or deferrals can improve project feasibility by lowering costs and reducing
the need for additional public funding."®

These problems are not unique to housing. Federal subsidy programs often face unintended
consequences, implementation challenges, and delays when funding comes with complex rules or
strings attached.

S For more, see https://www.aei.org/op-eds/political-disasters-in-us-housing-the-lessons-of-history/ or
Brian D. Boyer, Cities Destroyed for Cash: The FHA Scandal at HUD (Chicago: Follett, 1973).

6 See for example: James M. Poterba, “Tax Reform and the Housing Market in the Late 1980s: Who Knew
What, and When Did They Know It?” in Real Estate and the Credit Crunch, Federal Reserve Bank of Boston
Conference Series No. 36, 1992, 230-261.

7 See, for example HUD and LIHTC program requirements governing income targeting, affordability
restrictions, and compliance obligations attached to subsidized housing finance.

'8 See, https://ternercenter.berkeley.edu/research-and-policy/assessing-the-cost-of-impact-fees-on-
affordable-housing-an-analysis-of-low-income-housing-tax-credit-projects-in-california/.
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Recent federal infrastructure programs offer a similar caution: Large appropriations do not
automatically translate into completed projects when funds must move through complex rules,
state implementation systems, permitting, procurement, and local coordination. Federal
broadband and electric-vehicle charging programs provide recent examples.®

Federal housing finance programs can also come with additional programmatic requirements,
including income targeting, affordability restrictions or set-asides, labor rules, environmental
review, compliance obligations, and reporting requirements. These requirements often raise costs,
lengthen timelines, narrow the set of projects that qualify, and favor larger or more specialized
developers with the capacity to navigate complex public programs. If federal credit support is used
to push projects forward despite weak underlying economics, it can also shift more downside risk
to taxpayers if rents, valuations, or refinancing conditions fall short.

LIHTC illustrates the limits of a financing-first strategy. Even the nation’s largest affordable housing
production subsidy is complex, costly, and limited in scale relative to the broader housing shortage.
In supply-constrained markets, it may also add less net supply than gross unit counts suggest,
because subsidized projects can crowd out some private-market construction by competing for
scarce entitled sites, construction capacity, and local approvals.? The lesson is that subsidized
finance is an imperfect substitute for reforms that make housing less expensive, faster, and easier
to build in the first place.

Housing faces all of these implementation challenges, plus unusually binding local land-use
constraints. That makes federal financing a poor substitute for reducing the barriers that prevent
projects from being built in the first place.

A Supply Agenda Must Start with State and Local Reform

The central issue, therefore, is not whether financing matters. It does. The real question is whether
financing is the primary constraint preventing housing production. The evidence from the 2015-

1 The BEAD broadband program, for example, was created by the 2021 infrastructure law with $42 billion in
funding, yet deployment has moved slowly through federal rules, state plans, grant processes, and
implementation requirements. The NEVI electric-vehicle charging program has also faced a slow rollout, with
only 56 federally funded stations operational when the program was paused in early 2025. For more, see
https://broadbandusa.ntia.gov/funding-programs/broadband-equity-access-and-deployment-bead-program
or https://www.politico.com/news/2025/02/06/trump-administration-ev-charger-program-00203011.

20 | IHTC suffers from what can be called the nine C’s of housing failure. Crowding Out: LIHTC often displaces
private-market housing rather than adding to supply. Studies show that for every 100 LIHTC units built, up to
100 private units are lost; Cost: The average LIHTC unit costs taxpayers $450,000, compared to $0 for a
private development that it replaces; Complexity: LIHTC requires 2,060 pages of federal rules along with
state-level red tape. The real winners? Lawyers and consultants; Corruption: A 2023 Government
Accountability Office report found minimal federal oversight of LIHTC, leaving it rampant for fraud; Cartel: A
small group of specialized developers and nonprofit organizations has mastered the LIHTC system, profiting
handsomely while shutting out competition; Centralized: It is a top-down, government managed program;
Curbs Agency: income limits freeze subsidy recipients in place; Capital Allocation: tax credit dollars are
awarded based on population, not need or cost effectiveness; and Condition: the physical condition of LIHTC
units are, after controlling for location, rents, and year built, are worse that private, market rate units.
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2025 rate cycle presented here suggests it is not. Projects ultimately move forward when expected
revenues provide a sufficient return on total development costs and operating expenses. Policies
that reduce delays, uncertainty, regulatory burdens, and land-use constraints therefore directly
improve project feasibility and expand supply.

Much of this agenda must be carried out at the state and local level. Local governments control
many of the rules that determine what can be built, where it can be built, how long approvals take,
and how much uncertainty developers face before construction begins. But local land-use
authority ultimately comes from the states, and states can set limits on how that authority is used.
State governments have increasingly recognized the connection between restrictive local rules and
housing affordability. According to the AElI Housing Center’s State Legislative Housing Reform
Tracker, 25 states have introduced bills this year that could meaningfully expand housing supply by
limiting exclusionary zoning, allowing more housing types by right, permitting smaller lots and more
flexible building forms, or preventing local approval processes from becoming open-ended veto
points.?'

The federal government has a narrower but still important role. While most land-use authority rests
with state and local governments, federal policy can affect construction costs through program
requirements, environmental review, labor rules, immigration policy, energy and accessibility
standards, trade policy, infrastructure funding, and the conditions attached to federal financing.
Federal policy should therefore focus first on reducing the costs and complexity it imposes, rather
than creating new financing interventions that merely try to offset barriers created elsewhere. It can
also support supply-side reform by rewarding states and localities that permit smaller lots and
more flexible housing types, improving data and transparency around permitting and production,
and making underused federal land available for housing where appropriate.?

The financing debate often centers on large multifamily projects, but a supply agenda cannot stop
there. Most housing production historically occurs in one-to-four-unit structures, and these homes
usually provide more bedrooms per unit. A financing-first agenda aimed mainly at large multifamily
development therefore misses much of the production system, and overlooks the affordability of
homes with 3 or more bedrooms. As Chart 4 shows, since the mid-1960s, one-to-four-unit
construction has consistently accounted for the majority of housing starts, even during periods of
increased public involvement. These homes also tend to provide more bedrooms per unit than
properties with five or more units, making them especially important for families and larger
households.? Any effective strategy to address the housing shortage must therefore consider the
full spectrum of supply.

2" For more, see https://heat.aeihousingcenter.org/toolkit/tracker.

22 For more, see https://www.aei.org/research-products/testimony/unlocking-housing-supply-federal-tools-
to-support-state-reforms-without-federal-overreach/.

28 AEI Housing Center analysis of the Atlanta metro finds that single-family rental homes average roughly 3.0
to 3.4 bedrooms, compared with 1.6 bedrooms in rental buildings with five or more units., “For Whom Do
Institutional Investors Provide Housing? A Deep Dive in Atlanta, GA,” March 2026. See also AEl Housing
Center and U.S. Chamber of Commerce, Strong Foundations: A Playbook for Housing and Economic Growth,
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This point applies not only to large multifamily projects, but also to small-scale infill and one-to-
four-unit housing. Reforms that nominally allow more housing types can have limited effects if they
are paired with requirements that make projects difficult to build. Seattle’s experience with added
affordability fees and requirements, and Minneapolis’s modest duplex and triplex production after
citywide legalization, illustrate the same feasibility problem at a smaller scale: allowing more

housing on paper does not necessarily produce more housing if other rules keep projects from
penciling.

Chart 4: Monthly Share of Housing Unit Starts by Structure Type, United States (1959-2025)
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Conclusion: The Housing Abundance Success Sequence

CPE and Groundwork are right that projects must pencil and that financing conditions affect
feasibility. But that insight does not imply that housing policy should focus primarily on expanding
financing. Capital costs are only one input. Local rules, approvalrisk, land scarcity, soft costs, and

construction timelines also determine whether a project can move forward, and in many high-cost
or highly regulated markets, they appear to matter far more.

The evidence presented here suggests that these cost-side and regulatory factors remain central
determinants of housing supply. Financing conditions shape the pace and timing of development,
but they do not explain housing supply outcomes on their own. Even during a period of historically
low interest rates, many high-cost and supply-constrained markets saw only limited increases in

March 2026; AElI Housing Center, where single-family homes built from 2010-2023 averaged 3.5 bedrooms,

while apartment buildings with 20+ units averaged 1.4 bedrooms and where single-family rentals are more
much more affordable on a per bedroom basis.
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construction activity. By contrast, many lower-cost and more supply-elastic markets continued
building at elevated levels even after financing conditions tightened substantially.

This points to a clear policy sequence. The first priority should be removing the barriers that most
directly raise development costs, increase uncertainty, and constrain production. That means
allowing more density, permitting smaller lots and a wider range of housing types, and expanding
by-right development so projects that comply with existing rules can proceed without discretionary
approvals. It also means simplifying rules, shortening permitting timelines, making approvals more
predictable, and avoiding requirements that unnecessarily raise construction or compliance costs.
This is what we call the housing abundance success sequence.

These reforms directly improve project feasibility. Shorter timelines reduce carrying costs and
financing risk. More predictable approvals lower uncertainty premiums. Greater land-use flexibility
expands the range of viable projects. In practice, these changes lower the threshold at which
housing can be built profitably and sustainably.

The first priority should be reducing the barriers that prevent projects from penciling. If new
construction remains too slow or too limited after those constraints are reduced, policymakers can
then evaluate whether additional federal financial interventions are needed. The historical record
suggests caution about relying too heavily on federal financing programs, which can produce
unintended consequences when underlying supply constraints remain unresolved. Financing tools
may improve feasibility at the margin, particularly in targeted segments of the market, but they are
unlikely to generate broad-based supply growth if regulatory and cost barriers continue to bind.

The underlying problem is that housing production has failed to keep pace with demand across
many overregulated regions for decades, including during periods of exceptionally favorable
financing conditions. The core constraint is therefore not simply the availability of capital. It is the
slow, uncertain, and locally constrained process of building housing.

The housing shortage is significant, but it is not intractable. Expanding supply requires addressing
the barriers that most directly prevent housing from being built. Reform should begin there. If
supply remains insufficient after those constraints are reduced, additional financing interventions
can then be considered. But policy should focus first on removing the obstacles that keep housing
from being produced in the first place, rather than relying on federal financing programs to offset
barriers that policy itself has helped create.
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Appendix:

Appendix Table A1: Multifamily Starts by Market Area, 2015-2020 Average, 2022, and 2025

2015- 2022 vs 2025vs 2025vs

Market Area 2020 Avg 2022 2025 Avg 2022 Avg
Atlanta - Suburban 3,474 17,271 7,889 397% -54% 127%
Atlanta - Urban 7,797 11,791 6,667 51% -43% -14%
Austin 12,858 34,523 10,510 168% -70% -18%
Baltimore 2,963 3,815 1,753 29% -54% -41%
Bay Area - East Bay 4,339 4,062 887 -6% -78% -80%
Bay Area - South Bay 3,755 6,597 2,924 76% -56% -22%
Boise 1,435 2,687 1,249 87% -54% -13%
Boston 8,022 6,983 3,926 -13% -44% -51%
Bridgeport - New Haven 2,893 1,899 3,675 -34% 94% 27%
Central Valley 1,341 2,687 534 100% -80% -60%
Charleston 4,031 7,319 2,476 82% -66% -39%
Charlotte 8,131 21,249 10,668 161% -50% 31%
Chicago - Suburban 2,871 2,581 4,034 -10% 56% 41%
Chicago - Urban 6,289 6,981 2,610 11% -63% -58%
Cincinnati 1,899 3,326 2,025 75% -39% 7%
Cleveland - Akron 1,505 2,957 2,327 96% -21% 55%
Colorado Springs 1,142 5,964 1,032 422% -83% -10%
Columbus 4,590 7,397 10,710 61% 45% 133%
Dallas - North 13,134 16,997 12,220 29% -28% -7%
Dallas - Suburban 5,532 15,949 9,831 188% -38% 78%
Denver 12,134 23,925 11,048 97% -54% -9%
Des Moines 1,428 2,103 2,056 47% -2% 44%
Detroit 1,882 2,695 2,675 43% -1% 42%
Fort Lauderdale 3,711 5,428 3,202 46% -41% -14%
Fort Worth 6,055 9,131 6,896 51% -24% 14%
Grand Rapids 1,308 2,718 2,991 108% 10% 129%
Greenville 2,096 4,174 2,162 99% -48% 3%
Houston - East 3,701 6,959 4,074 88% -41% 10%
Houston - West 11,084 19,399 11,597 75% -40% 5%
Indianapolis 2,540 9,363 5,086 269% -46% 100%
Inland Empire 1,737 4,158 5,040 139% 21% 190%
Jacksonville 3,164 9,108 3,836 188% -58% 21%
Kansas City 4,065 3,910 5,297 -4% 35% 30%
Lansing - Ann Arbor 1,104 1,520 2,149 38% 41% 95%
Las Vegas 3,268 7,359 2,891 125% -61% -12%
Los Angeles - Eastern County 1,538 2,592 1,242 69% -52% -19%
Los Angeles - Metro 6,486 7,354 3,100 13% -58% -52%
Louisville 2,265 2,491 3,400 10% 36% 50%
Madison 1,660 4,099 3,779 147% -8% 128%
Memphis 1,261 1,234 544 -2% -56% -57%
Miami 7,312 13,600 9,974 86% -27% 36%
Milwaukee 2,321 4,204 2,775 81% -34% 20%
Nashville 6,621 13,900 7,518 110% -46% 14%
New Jersey - Central 2,558 4,560 1,754 78% -62% -31%
New Jersey - Northern 7,311 13,425 7,102 84% -47% -3%
North Central Florida 1,588 5,271 4,480 232% -15% 182%
Northern Virginia 5,174 7,556 4,847 46% -36% -6%
Oklahoma City 1,261 2,294 2,407 82% 5% 91%
Omaha 2,261 4,130 5,606 83% 36% 148%
Orange County 4,063 3,575 2,361 -12% -34% -42%
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Orlando

Pensacola

Philadelphia - Suburban
Philadelphia - Urban

Phoenix

Pittsburgh

Portland

Raleigh - Durham

Reno

Richmond - Tidewater

Sacramento

Salt Lake City

San Antonio

San Diego

San Fernando Valley - Ventura County
San Francisco - Peninsula
Savannah - Hilton Head

Seattle

Southwest Florida Coast

Spokane

St Louis

Tacoma

Tampa - St Petersburg - Clearwater
Twin Cities - Suburban

Twin Cities - Urban

Washington DC - Suburban Maryland
West Palm Beach - Boca Raton
White Plains

Wilmington

Winston-Salem - Greensboro

8,398
1,676
2,755
2,848

10,060

1,361
5,028
5,221
1,529
4,408
1,688
5,845
6,058
4,074
2,461
3,454
1,457
11,491
4,111
1,309
2,307
1,633
6,371
2,807
4,918
8,540
2,085
1,819
1,078
1,705

17,882
2,874
3,181
7,803
21,177
1,211
9,006
14,457
2,059
8,773
4,038
9,917
12,994
5,748
4,791
4,233
2,558
14,521
11,697
1,426
5,074
3,382
13,400
6,004
7,814
11,860
4,404
4,533
2,176
951

13,331
1,733
3,901
1,907
15,200
2,932
1,927
5,365
341
4,909
1,788
5,012
4,908
5,141
3,404
4,150
3,701
6,489
9,910
1,096
1,818
3,374
10,157
3,517
1,386
4,221
3,135
1,095
2,416
3,050

113%
71%
15%
174%
111%
-11%
79%
177%
35%
99%
139%
70%
114%
41%
95%
23%
76%
26%
185%
9%
120%
107%
110%
114%
59%
39%
111%
149%
102%
-44%

-25%
-40%
23%
-76%
-28%
142%
-79%
-63%
-83%
-44%
-56%
-49%
-62%
-11%
-29%
-2%
45%
-55%
-15%
-23%
-64%
0%
-24%
-41%
-82%
-64%
-29%
-76%
11%
221%

59%
3%
42%
-33%
51%
115%
-62%
3%
-78%
11%
6%
-14%
-19%
26%
38%
20%
154%
-44%
141%
-16%
-21%
107%
59%
25%
-72%
-51%
50%
-40%
124%
79%

Note: The sample excludes markets with very low baseline construction activity, institutional or university-

driven development patterns, and markets with highly episodic construction activity or discontinuous data

series. Market areas in New York City are also excluded because Yardi’s market coverage there is less

complete than in other major metros.

Source: Yardi Matrix and AElI Housing Center.
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