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INTRODUCTION

Across 14 years of non-partisan Texas Lyceum surveys asking
Texans whether they believe the Texas economy is better off,
worse off, or about the same as the rest of the country, only
recently—in 2021 and in 2022—have Texans been more
likely to say our state’s economy is in worse shape than the
nation’s economy.* The trend continued in the latest poll,
conducted January 2023, which found that 52% of Texans
believe they now spend too much of their income on housing
costs.? Texas has long cultivated a reputation for relative
affordability that encourages population growth and economic
development, but these survey results reinforce a growing
concern of Texans in all kinds of communities—urban,
suburban, and rural—that their financial future looks less
optimistic than it has in the past. With high levels of inflation
increasing the cost of everyday living expenses, household
budgets are strained. Housing-related costs are the largest
expense category for Texans, regardless of income level 3
Many factors impacting inflation are driven at a national or
even global scale, but the price of owning or renting a home

is also highly influenced by local conditions. Potential new
homeowners, pressured by higher interest rates, find that they
can afford few homes at current prices and are forced to stay
in the rental market. Existing homeowners are squeezed by
higher property tax valuations while also recognizing that
they could benefit financially from selling their home, but
many observe that finding a new place to live in a desirable
neighborhood would be too costly for them. High housing
costs for both homeowners and renters limit households from
moving to pursue jobs that offer upward economic mobility.
Diminishing housing affordability poses a threat to the state’s
economic well-being, and actions to encourage affordable
housing deserve focused attention from the 88th Legislature.

The motivation for this issue brief begins with the University
of Texas at Austin’s 10-year Strategic Plan, “Change Starts
Here,” which commits to understanding affordability
challenges for the university's community. University
leadership brought together a diverse group of stakeholders
throughout the 2021-2022 academic year to share their
perspectives about housing challenges and opportunities

in Austin. To build on and broaden the geographic scope

of this work leading up to the legislative session, a faculty
collaboration representing the LB] School of Public Affairs,
the School of Architecture’s Community and Regional
Planning department, the School of Law, and the Steve
Hicks School of Social Work convened two focus groups to
discuss housing affordability issues in fall 2022. Roundtable
and breakout session conversations included participants
from cities and metro areas throughout the state, including
Austin, Dallas, Fort Worth, Houston/Harris County, Abilene,

Lubbock, and El Paso. Discussion participants represented
city governments, policy organizations, academia, real estate
developers, investors, and housing advocacy organizations.

The purpose of this document is to summarize the
conversations and raise awareness of the key housing
affordability themes and issues that emerged during the
focus groups. Participant perspectives reflected the diversity
of their experience working in the housing affordability
space, and conflicting views were occasionally presented.
The inclusion of identified issues in this brief does not

imply that all participants were in agreement. Some
participants offered ideas the state could take to help address
housing affordability, which are shared, but this document
does not intend to present policy recommendations.

CONTEXT

Noting that Texas offers no exception to the nationwide
housing shortage,s participants in the housing affordability
stakeholder conversations largely focused on ways to
increase the supply of both market-rate and affordable
housing. Because housing demand is outpacing supply,
especially in a fast-growing state like Texas, more market-
rate housing must be constructed to ensure that households
at all income levels do not face housing costs that rise faster
than their growth in wages. Households are generally
considered to be housing cost-burdened when they pay
more than 30% of their income toward housing expenses
like mortgage payments, rent, insurance, and utilities.

What is “affordable” housing? Affordable housing is a
relative term that depends on both geographic location
and household income. Participants discussed the need
for public education to address misconceptions about
affordable housing and who benefits from it. Housing is
said to be affordable when households have enough money
left over after paying their housing costs to afford other
necessary budget expenses such as food, transportation,
childcare, clothing, and healthcare. Because of the limited
number of market-rate housing units that are affordable to
many households, government programs incentivize and
support the development of affordable housing. Affordable
housing programs typically limit occupancy of units

to households at or below certain area Median Family
Income (MFI) levels, and residents do not pay more than
30% of that MFI amount on rent or mortgage payments.

Federal programs that provide funding for affordable
housing largely aim to help households with low and
moderate incomes (incomes of less than 60% of the area
MFT for rental housing and less than 80% of the area MFI
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for homeownership), as these households struggle the
most to find market-rate housing they can afford without
becoming housing cost-burdened.® Residents earning less
than 50% of the area MFI, in particular, face enormous
cost burdens and difficulties navigating the state’s
narrow supply of safe and affordable housing available to
households at these income levels. Because of the increasing
struggles that middle-income households are facing to
access homeownership opportunities, some housing
programs in high-cost markets also provide support for
households earning from 80% to 120% of the area MFI.

Effective policies to increase market-rate and affordable
housing supply must be designed with the local context
in mind because housing shortages may be most acute for
differing income groups depending on the jurisdiction.
There is no “one-size-fits-all” solution, which is why
participants in these housing conversations mentioned

a combination of statewide regulatory reforms and

ways the state could support local market-rate and
affordable housing development through incentives.

STAKEHOLDER CONVERSATIONS:
KEY THEMES AND ISSUES

During the stakeholder conversations, five thematic
issues emerged and are discussed in this issue brief:

Negative effects of local regulations on market-
rate and affordable housing supply

Lack of sufficient funding to support the
development of affordable housing

Issues with statewide regulation of
affordable housing programs

Issues affecting households receiving housing support

Property tax exemptions and public benefits

NEGATIVE EFFECTS OF LOCAL
REGULATIONS ON MARKET-RATE AND
AFFORDABLE HOUSING SUPPLY

Local land development policies and permitting processes
often reflect decades of amendments and regulatory response
to specific issues that may no longer be relevant. In today’s
context, where lack of supply is driving up the cost of
housing in Texas, participants suggested that municipalities
could be incentivized by the state to fast-track the housing
development process. Especially as the cost of debt is
increasing due to rising interest rates, time spent navigating
land development restrictions and permitting requirements
costs both market-rate and affordable housing developers

money, which ultimately increases the price for households
who will move in when the housing is completed.

Participants also suggested that cities be incentivized to
eliminate restrictions on the types of housing that are

more likely to be affordable for households making the

local MFT or less, such as Accessory Dwelling Units (ADUs)
and duplexes. Often called “infill” housing, these types of
homes are frequently outlawed outright or made infeasible
by development requirements such as excessive lot line
setbacks and off-street parking space minimums. Population
growth and changing market conditions necessitate
reconsideration of local regulations that may have been
appropriate at some point but now contribute to restrictions
on the state’s housing supply, driving up housing prices.

A related issue is that many Texas cities have very little land
zoned to allow for multifamily housing and manufactured
homes. Multifamily housing is an important form of
affordable and market-rate housing in the state. Participants
reported barriers to changing restrictive zoning regulations
to allow for multifamily development through existing
political processes. Expanding multifamily housing would
help ease the state’s housing supply shortage and ensure
that workers are able to live in reasonable proximity to

jobs and educational opportunities. Similar barriers exist
for manufactured homes, an important form of market-

rate homeownership for lower-income households.

Participants suggested that the state consider providing
incentives or requirements for the review of land development
policy and financial support to increase local government
capacity to change existing regulations. An example of state
action is SB 491, filed by Senator Bryan Hughes (R-Mineola)

in the current session. The bill seeks to prevent Texas cities
with more than 750,000 residents from establishing height
restrictions that limit the development of multifamily housing
based on a lot’s proximity to another lot that is located more
than 5o feet away; this action represents an effort to curtail
the influence of single-family home structures on surrounding
development’ Another recent precedent is the U.S. Housing
and Urban Development (HUD) “Yes In My Backyard”
competitive grant program, which provides funding for local
governments to identify and remove regulatory barriers to
increasing and preserving housing supply.® Other examples

of state action to increase housing supply include New York’s
recently announced “Housing Compact,” Massachusetts

state law 40 B, and California state laws SB 9 and SB 10.9
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LACK OF SUFFICIENT FUNDING
FOR CREATING AND PRESERVING
AFFORDABLE HOUSING

In 2020, Texas'’s state and local government spending on
housing and community development equaled just 0.9%

of total expenditures.*® Compared to other states’ share of
spending on housing and community development, Texas
ranked 49th in state spending (only ahead of Nebraska),
33rd in local spending, and 4oth in combined state and
local spending (similar to Kentucky, West Virginia, and
North Dakota). Of the amount Texas spent on housing

and community development, local governments funded
97.9% of expenditures compared to the state’s contribution
of 2.1% of expenditures. Participants suggested that the
state consider ways to increase the use of the funding
sources it controls for affordable housing, including state
budgetary surpluses and relatively flexible one-time and
ongoing federal funding like the American Rescue Plan Act
(ARPA), Community Development Block Grants (CDBG),
and CDBG-Disaster Recovery (CDBG-DR) money.

State-held private activity bonds are an important element of
financing affordable housing projects through the federal Low-
Income Housing Tax Credit (LIHTC) program, which currently
produces more affordable housing than any other program in
the United States by awarding developers federal tax credits in
exchange for providing units that are affordable to households
earning less than 60% of the area MFI.** The LIHTC program
has a competitive element, known as the 9% tax credit, which
is awarded to developers by the Texas Department of Housing
and Community Affairs (TDHCA) according to the criteria set
forth in its annually updated Qualified Allocation Plan (QAP).
The LIHTC program also has a historically non-competitive
element, known as the 4% tax credit, which requires
developers to fund their projects using at least 50% federally
tax-exempt bond financing. Participants noted that it can be
difficult to achieve that 50% requirement and suggested that
the state consider prioritizing the use of private activity bonds,
rather than the current lottery system, for affordable housing.

Land costs are a significant driver of housing development
costs. Participants noted that both the State of Texas and local
jurisdictions own significant amounts of underutilized public
land. Participants discussed the possibility of leveraging state-
owned land for development as affordable or mixed-income
housing, which could be done in partnership with nonprofit
and private developers. The state could also incentivize the
development of local jurisdictions’ publicly owned land, and
provide technical assistance to help smaller communities
with limited capacity to undertake the development

process of creating affordable housing on these parcels.

ISSUES WITH STATEWIDE
REGULATION OF AFFORDABLE
HOUSING SUPPORT PROGRAMS

As the agency responsible for administering Texas'’s allocation
of Low-Income Housing Tax Credit funding, the Texas
Department of Housing and Community Affairs serves as the
gatekeeper for determining which projects receive federal
subsidy according to the criteria set forth in the Qualified
Allocation Plan (QAP) it develops to comply with federal

and state laws. Participants discussed several aspects of the
QAP, often dictated by state law, that can make it difficult

for worthy projects to receive funding. They suggested that
the effectiveness of these elements be evaluated given the
current supply shortage and increasing unaffordability issues:

Reconsider criteria that awards or deducts project
scoring points based on local neighborhood
organization and state representative project
support or project opposition letters.

Reconsider state-mandated restrictions on how
close projects may be located to each other,
particularly in high-opportunity areas.

Evaluate ways the QAP may be disincentivizing
developer use of local density bonuses, which can help
increase project feasibility in areas with high land costs.

While perspectives varied, some participants

urged a reconsideration of restrictions that prevent
projects from being located in low-income areas
when evidence exists that the neighborhood is
experiencing increased investment and revitalization.

ISSUES AFFECTING HOUSEHOLDS
RECEIVING HOUSING SUPPORT

Because lack of funding is a critical barrier to the creation
of affordable housing, it is important to fully maximize

the utilization of existing programs. Congress created the
federal Housing Choice Voucher (HCV) program to provide
low-income tenants with funding to help cover the costs

of market-rate rents for apartments of their choosing. It is
difficult to receive an HCV because the program’s limited
funding creates long waiting lists. Addressing state-specific
issues, participants discussed additional obstacles faced

by Texans who do receive HCVs. Many landlords refuse

to accept HCVs, and while some Texas jurisdictions have
tried to prevent source-of-funding discrimination against
HCV holders, the state overruled these local efforts in 2015.
Participants noted that this action by the state has exacerbated
the difficulty HCV recipients face when trying to find a unit
that will accept their voucher. When tenants are unable to
find a housing unit that will allow them to use their HCV,
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and while some Texas jurisdictions have tried to prevent
source-of-funding discrimination against HCV holders,

the state overruled these local efforts in 2015. Participants
noted that this action by the state has exacerbated the
difficulty HCV recipients face when trying to find a unit
that will accept their voucher. When tenants are unable to
find a housing unit that will allow them to use their HCV,
this important source of federal funding to support housing
affordability is given to the next household on the waiting
list, who will likely face the same struggles to find a landlord
or property management company that will accept the
voucher. The discrimination against voucher holders not
only creates obstacles for using the voucher but also limits
voucher holders’ access to high-opportunity neighborhoods
offering greater educational and economic opportunities.

Participants also discussed how emergency rent relief
funding deployed during the pandemic as part of the
Texas Eviction Diversion Program was an effective way
for households to maintain their housing in the face of
financial emergencies. This program intervened to prevent
many households from having an eviction on their

record, which creates barriers to accessing both market-
rate and affordable housing in the future. Participants
discussed how eviction mediation programs provide an
alternative to formal eviction proceedings, which are time-
consuming and costly for both landlords and tenants.

PROPERTY TAX EXEMPTIONS
AND PUBLIC BENEFITS

Rising real estate market valuations create rising property
tax bills, which can be a significant financial burden for
homeowners, landlords, and renters. To address this issue, the
state is discussing an increase in the homestead exemption

to help homeowners afford increasing property tax bills.*

The state also offers property tax mitigation mechanisms

that support the development of affordable rental housing.

In 2015, amendments to Section 303.042(f) of the Texas Local
Government Code allowed private developers to receive
100% property tax exemptions and sales tax exemptions
through long-term leases with Public Facility Corporations
(PFCs) established in partnership with local government
entities. This tax exemption structure is becoming an
increasingly utilized tool for developing multifamily housing
in Texas, but participants noted the need for “guardrails”

that ensure the housing public benefit received is worth the
significant cost of lost tax revenue for local jurisdictions.
Some examples of standards that participants felt should be
incorporated into the requirements for PFC tax exemption
eligibility include transparency and accountability measures,
adoption of industry-standard affordability requirements,
establishment of minimum thresholds for the number of

income-restricted units provided by PFC developments,
prevention of source-of-income discrimination, and
limiting the use of the PFC mechanism to the geographic
area controlled by certain types of local jurisdictions.
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