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The Paradox of Affordable Housing Policies

1. If supply is constrained, credit easing (which increases demand) makes 
entry-level homes less affordable.

2. As a result of this credit easing, low-income homebuyers are subjected to 
higher leverage, unsustainable price boosts, greater home price volatility, 
and unknowing land speculation. These are risks low-income households, 
including protected class households, are ill-equipped to handle.

Credit easing policies have created a systemic barrier to sustainable 
homeownership and wealth creation.

This is a violation of the obligation to Affirmatively Further the Goal of Fair 
Housing.
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Do No Harm and 
Beware of Unintended Consequences



Do No Harm
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A focus on fixing the valuation process to account for race could do more harm than good.
• It is not supported by our research as our critique of the Brookings study clearly shows.
• It will likely lead to mispricing and put homeownership out of reach for low-income households.
• It would result in a wealth redistribution to sellers from first-time buyers.

In the past, “affordable housing” policies such as the Safety and Soundness Act of 1992 

that sought to increase the minority homeownership rate turned out to escalate the risks 

for both borrowers and taxpayers. 

Source: FRED

https://www.brookings.edu/research/devaluation-of-assets-in-black-neighborhoods


“Building Back Better” and other policies should learn from the past
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Policies to address income inequalities and racial discrimination have fueled 
government profit seeking, had unintended consequences, which is exacerbated 
by a “one size fits all” approach.  The result is substantial harm to the very 
households to be helped. 

• Government profit or rent seeking and cartels
• Government Mortgage Complex
• Government Education Complex
• Government Health Complex
• Government Energy Complex (in planning stages)

Federal government's one size fits all approach vs. federalism
• $600/week unemployment assistance across country - was this an attempt as a 

back door to $15 minimum wage?
• GSE and FHA loan limits



“Building Back Better” and other policies should learn from the past
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• Forty-plus multifamily and community development statutes since 1930s:

• Public housing fails to build wealth and perpetuates segregation.

• Low Income Housing Tax Credit (LIHTC) perpetuates segregation, is incredibly expensive, 

and crowds out unsubsidized supply.

• Inclusionary zoning & transit oriented development:

• Expensive and helps only a few.

• Longer loan terms and looser underwriting:

• Stokes demand and home price inflation when supply is constrained.

• When combined with other forms of risk layering, leads to high defaults under stress.

• Builds wealth, especially generational wealth, much more slowly 

• Increases income stratification

• Disparate impact and violates agencies’ obligation Affirmatively Furthering Fair Housing. 

• Low interest rates:

• The task of increasing the homeownership rate for lower-income and minority households 

has been made immeasurably more difficult due to the Fed's interest rate and quantitative 

easing policies that needlessly drive up home prices for potential homebuyers.

• These increases tend to be permanent.
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How to Safely and Sustainably Expand the 
Credit Box and Address Housing Needs



The Stressed Mortgage Default Rate (MDR)
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The Periodic Table represents historical stressed MDRs for 
the cohort years 2006-2007 calculated through 2018, which 
represents the worst-case scenario stress test similar to a car 
crash test or a hurricane safety rating. 

The stressed MDR captures most relevant risk characteristics 
at origination: combined loan-to-value (CLTV), credit score, 
debt-to-income ratio, loan term, loan type, and tenure.*

Advantages of the MDR:
• Takes into account risk layering. 
• Is both straightforward and easy to implement. 
• Builds on FHFA’s research. 
• All data elements used to select the applicable stressed 

MDR for all loans are common and known at origination. 
• Superior to many compensating factors that are opinion 

based, lack rigorous empirical support, or fail to take into 
account risk layering.

We propose setting a maximum MDR of 14%
• This keeps credit available while promoting sustainable 

homeownership through faster equity accumulation. 
• Because MDR limits increase in conjunction with 

shorter loan terms, borrowers that would otherwise be 
unable to qualify with a hard DTI limit, could be able to 
qualify for a mortgage when opting for a shorter term.

• MDR limits are counter-cyclical, meaning they provide 
friction during a boom and room to ease during a bust. 

• During a boom, this would help keep home prices from 
increasing much faster than wages, particularly for 
entry-level borrowers. 

• During a bust, the limit would be unchanged, thereby 
allowing more normal credit terms to be available as 
the recovery progresses.

*The additional risk factor multipliers are for loans with a 15- or 20-year loan 
term, loans with a 40-year loan term, loans for a second home, and loans for 
an investor home. These factors are available by loan type.
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Stressed MDRs are Highly Correlated to Post-Financial Crisis 
Default Rates 

Source: AEI Housing Center, www.AEI.org/housing. 

Stressed Mortgage Default Rates (MDR), calculated solely on the basis of loan characteristics present at 
origination, are highly predictive of default rates both in a non-stress delinquency environment and in a 
stress delinquency environment such as the pandemic even though the size and nature of the 
pandemic is fundamentally different from the financial crisis. 

The MDR was equally predictive of defaults for any given loan type. 
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http://www.aei.org/housing


Ways to safely and sustainably build wealth
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• Set Limits to the Mortgage Default Rate (MDR)

• Build generational wealth through sustainable homeownership for low SES households by 
reducing leverage (risk of default) for aspiring low-income home buyers.

• Reduce default propensity by limiting loan leverage. Defaults are a key contributor to 
neighborhood blight.

• Build generational wealth

• Wealth Building Home Loan (WBHL)

• LIFT Home would provide targeted assistance to buy down the rate on a 20-year term loan

• Subsidizes wealth building, rather than debt. 

• 20-year term loan reduces default risk to sustainable levels.

• Expand housing supply

• Increasing supply and reducing income stratification through Light Touch Density.

• Making Auxiliary Dwelling Units (ADUs), 2, 3, and 4 unit housing legal in 1-unit neighborhoods.

• Allow extra rooms in homes to be rented out.

• Promote Walkable Oriented Development in existing neighborhoods with a mix of residential and 
commercial properties.

• Expands opportunity as these neighborhoods have job and education opportunities.

• End government profit seeking in housing and elsewhere (for example: student loans)

• End the taxpayer backed competition between FHA and the GSEs for risky loans


