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Executive Summary

Renters are a growing part of the population in the United States and are increasingly struggling to
make ends meet. A tax credit that would help to alleviate rent burdens and provide a pathway to
financial stability could be very beneficial for this growing demographic. Since the mid-2000s, the
growth in the number of renter households has outpaced ownership growth, a trend that is projected to
continue through 2030. Partially due to this surge in demand, rents have risen faster than incomes,
leading to unprecedented rent burdens. In 2014 nearly half of all renters, 21.3 million households, paid
more than 30 percent of their income for housing and 11.4 million paid more than 50 percent. Rising
housing cost burdens have forced families to cut back on essential expenses, such as food, transportation,
and healthcare.

These housing cost burdens can be efficiently and equitably addressed using the tax code, which has
historically provided substantial federal housing subsidies to homeowners, particularly those with high-
incomes and wealth. While supply-side affordability programs like the Low Income Housing Tax Credit are
necessary to improve rental affordability in some markets, a tax expenditure to assist renters with
housing costs would help balance federal housing spending to ensure sufficient resources are directed
towards families who need it most, and would alleviate or eliminate rent burdens for many families.

The Federal Assistance In Rental (FAIR) Credit takes advantage of the tax code to provide housing
assistance to low-income families. We present three options to structure the FAIR Credit:

* The Rent Affordability option is the most ambitious, providing a credit to all cost-burdened low-
income renter families. At a cost of approximately $76 billion, it would (i) provide profound
financial relief to millions of rent-burdened low-income families, (ii) potentially bring an end to
homelessness, and (iii) break the cycle of poverty that is often exacerbated by unstable housing.
A number of savings in the federal budget could be anticipated from this expenditure,
particularly in reduced healthcare costs.

* The Rent Reduction option would provide a more modest credit to low-income families at a
substantially lower cost: approximately $41 billion. While it wouldn’t eliminate burdens for as
many families, this option would ensure that all low-income renters who are struggling with
paying their rent get a credit that can help them stabilize their finances and housing situation.

FAIR Credit Calculations

The FAIR Credit proposal presents both a rent
affordability and a rent reduction option for
calculating the credit:

A rent affordability calculation would provide
low-income families with a credit equal to
difference between 30 percent of the resident’s
income and the lesser of the gross rent or the
Small Area Fair Market Rent (SAFMR).

A rent reduction calculation would provide a
smaller credit to pay 12-33 percent of the
family’s rent or the SAFMR, adjusted to the
family’s income. For example, a family making 60
percent of the area median income would
receive a credit equal to approximately 18
percent of their annual rent. A family making 30
percent of the area median income could receive
a credit equal to approximately 25 percent of
their rent.

Rent Reduction Calculation
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The Composite option would augment the Rent Reduction option with a targeted credit that

provides deeper, and possibly more frequent, assistance to extremely low-income renters, at a

cost of approximately $43 billion. These three options are summarized in the chart below.

Rent Affordability

Rent Reduction

Composite Option

FAIR Tax Credit in Context

The chart below shows all three FAIR credit
options in the context of other major anti-
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EITC $73Bn $256 for family 26 million
This paper presents an initial proposal for the FAIR Credit to stimulate policy discussion of how to with children households
ensure that renters are not left behind in efforts to rebuild the middle class. The lack of rental
affordability in the United States is pervasive and growing, with no signs of abatement. The tax code has Rent 166 il
proven to be an effective means of increasing the supply of affordable housing (through the Low Income Affordability  $76Bn 5457 families
Option
Housing Tax Credit), as well as helping working families take home more of their pay (through the Earned P
Income Tax Credit). Itis time to put these same principles to work in helping low-income families get out
from under the burden of unsustainable housing costs. While there are many aspects of the program that SNAP (Food $76 Bn $459 fora 46.5 million
Stamps) family of 4 people
could and should be debated and refined, the FAIR Credit presents a bold proposal to achieve this
important, and urgent goal.
5 The FAIR Tax Credit | Terner Center for Housing Innovation 10/7/16




The Scale of the Rent Burden Problem

The number of renter households has been increasing in the US and is projected to grow through 2030.
The US is currently experiencing the sharpest increase in the number of renter households in recent
history.1 Some of this increase is due to the lingering effects of the housing crisis and subsequent
recession, including decreased consumer confidence, a tightened credit box, and lower household
incomes. The shift to renting is also being driven by the nation’s changing demographics. The Urban
Institute estimates that the growth of renter households will outpace the growth of ownership
households by 4 million from 2010 to 2030 as millennials form households, the nonwhite population
(which is also more likely to rent) increases, and as marriage and childbearing are increasingly delayed.2

Rents have Risen, Incomes Have Not
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(Data: American Community Survey. Chart follows Joint Center for Housing Studies America’s Rental Housing 2015.)

Rent burdens have been rising and will likely continue to rise. Demand for rental housing has risen faster
than supply, putting significant pressures on the rental housing stock. Since 2001, rents have increased
dramatically, but incomes have been generally stagnant, as shown in the chart below.

This has resulted in cost burdens of an unprecedented scale. In 2014 nearly half of all renters, 21.3 million
households, paid more than 30 percent of their income for housing and 11.4 million paid more than 50
percent. Given current trends in rental housing production, demographics, and income growth it is likely
that rent burdens will remain high or even rise in the absence of major policy changes.3

The Harm of Rent Burdens

Burdened residents have less to spend on
other necessities. The Joint Center for
Housing Studies has found that low-income
renters paying 50 percent of their income or
more on housing spend about half as much
on healthcare as similar renters who are not
severely cost-burdened.

High rent burdens contribute to
employment instability, trapping low-
income renters in a vicious cycle of housing
instability and poverty. In Evicted,
sociologist Matthew Desmond argues that
repeated evictions and housing instability
limit renters’ ability to move out of poverty.

Renters have few opportunities to save and
build wealth. Unlike homeowners, renters,
particularly those with housing burdens,
have little capacity to save, increasing their
vulnerability to economic shocks and making
it difficult to get ahead.
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(Data from the 2013 Survey of Consumer Finances from the
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Using the Tax Code to Assist Renters

Federal housing subsidies are heavily skewed to homeowners, particularly those with high-incomes and
wealth. The federal government spends about $200 billion on housing through a combination of tax
expenditures and appropriations, with the majority of this housing subsidy — over $140 billion — flowing
to homeowners. Approximately half of homeownership subsidies come in the form of the mortgage
interest deduction. A more detailed description of tax expenditures for homeowners is shown at right,
and as shown below, the deepest subsidies go to higher income families.”

Mortgage Interest Deduction Disproportionately Benefits High-Income Families
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(Data: The Joint Committee on Taxation Estimates of Federal Tax Expenditures For Fiscal Years 2015-2019)

A tax expenditure to assist renters with housing costs would help balance federal housing spending
towards those families who need it most. Currently, the average American family needs to earn nearly
three times the federal minimum wage to afford a modest 2-bedroom apartment.5 Given the millions of
families that do not meet this income threshold, a high proportion of renters are forced to pay over 30

Federal Tax Subsidies for
Homeownership

Federal spending for rental housing is dwarfed
by spending for homeownership. Most spending
for homeownership comes in the form of tax
expenditures, the largest of which are:

e Mortgage Interest Deduction: $77 Bn
e Property Tax Exemption: $34.7 Bn

e Capital Gains Exclusion: $29 Bn

Estimated FY 2016 Expenditures
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forthcoming.)
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percent or even over 50 percent of their income on rent and utilities, undermining their ability to get
ahead and save for the future. Lack of housing affordability has been linked to poor education and health
outcomes and forces families to make difficult decisions about which month-to-month expenses to pay
for, and which to defer.® A renter’s tax credit could help bridge the gap between stagnant incomes and
rising housing costs, promoting greater financial stability and savings.

Tax expenditures are an effective and efficient way of delivering federal funding. The Low Income
Housing Tax Credit (LIHTC) funds approximately 100,000 affordable rental units annually, preserving
affordability for approximately 60,000 units and generating 40,000 new affordable units. ’ The credit
remains popular and its administration is self-funded through its market-based price. While not a housing
program, the Earned Income Tax Credit (EITC) lifts more working families out of poverty than any other
federal program.8 Its effectiveness has led to a nine-fold expansion of the program since its introduction
in 1975, and there are calls from both major political parties to increase it.” The mortgage interest tax
deduction, while regressive, also provides an example of how the tax code can be used to provide large
housing subsidies with little administrative overhead or burdensome compliance requirements.

The determination of which American families get rental assistance shouldn’t be a matter of chance.
While the mortgage interest deduction is available to all families who are eligible to claim it, federal
housing programs funded by appropriations are provided to only a fraction of those who are eligible and
need assistance. Because demand for these programs has risen while appropriations have held constant
or dropped, only approximately one in four low-income families that are eligible for housing assistance
currently receive it."” Both the mortgage interest deduction and the EITC demonstrate how the tax code
. .. . . . . .. ™ 11
can provide an efficient delivery mechanism to provide assistance to all eligible families.

Demand & Supply Side Rental
Assistance

Rental housing assistance in the United States
began with government supply-side programs
like public housing, which constructed low-cost
housing. Since the 1970s, however, demand-side
approaches like housing choice vouchers have
become more popular, providing low-income
families with the means to afford homes.

Both supply- and demand-side approaches are
necessary to address the nation’s affordability
crisis. The tax code currently provides housing
assistance both on the demand side (largely
though tax breaks to homeowners) and the
supply side (the largest federal subsidy for rental
home construction is the Low Income Housing
Tax Credit).

This paper argues for a new demand-side rental
assistance program utilizing the tax code, which
should be a part of a larger suite of programs
that include supply-side interventions as well.
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Options for Structuring the Tax Credit

The tax code is a very flexible instrument, allowing the FAIR Credit to be structured in many different
ways. The optimal design of the FAIR Credit depends on the scale of the credit and the method by which it
reaches the lowest end of the income spectrum. This section of the paper describes several design
options for a tax credit. Later in the paper, we present three specific options at two scales, using different
methods to address the needs of the extremely low-income population.

Rental assistance could be delivered through either a new credit or as a supplement to an existing
credit. Though supplementing an existing credit may be more expedient than creating an entirely new
section of the tax code, there is no existing tax credit that specifically addresses the housing cost burdens
of low-income families. It would likely be just as onerous to revise existing systems as it would be to
create a new credit. In addition, no existing tax credits, including the EITC, take into account geographic
variation in housing costs, which would be critical to the efficiency and cost of the new credit.

The credit could be “capped” at a specified level of annual funding, or “uncapped.” LIHTC, for example,
is capped at $7 billion each year in funding through a state allocation process. While capping a credit
would contain costs, it would also undermine the goal of providing assistance to all eligible families.
Furthermore, a capped credit would have to be actively managed and allocated, increasing the
administrative complexity of the credit and likely direct more dollars to administrative overhead than to
households.

The credit could be refundable or non-refundable. A refundable credit can be claimed even if the credit
exceeds total income tax liability. Refundable credits, particularly if they are uncapped, require budgetary
forecasting and may vary in total cost each year. However, non-refundable credits won’t reach low-
income families who have little or no income tax liability.

Assistance could be calculated to fully alleviate rent burdens or provide assistance in the form of a
smaller rent reduction. A credit could be designed to completely eliminate rent burdens for families by
covering the difference between 30 percent of income and either gross rent or the fair market rent.
Alternatively, a less expensive rent reduction could be provided that would reduce, but not fully alleviate,
rent burdens for families. The three options we present for the FAIR Credit use both calculations to
demonstrate the potential trade-offs of different approaches.
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The credit could be adjusted to reflect local housing costs. Housing costs vary dramatically by geography.
The median monthly rent for a 2-bedroom apartment in San Francisco, CA is $3,300 but only $550 in Flint,
MI." A credit that is designed to make housing more affordable to families should account for these
regional differences to maximize the impact and efficiency of the credit. Established measures to assess
housing costs exist in forms such as HUD’s Fair Market Rent and Small Area Fair Market Rent (SAFMR)
tables. While accounting for local variation in housing costs would require the IRS to alter its systems,
incorporating this geographic adjustment into the tax code could pave the way for other programs (such
as EITC) to begin to recognize the vast differences in living costs across the nation.

The credit could be adjusted by family income in a variety of ways. Adjustment by income could
accomplish one of two separate goals. A progressive structure providing increased assistance as family
income declines would direct the most funds to the neediest. Alternatively, the credit could be calculated
based on income in a “camel-hump” structure similar to the EITC. This structure would provide a
moderate credit for families with extremely low incomes, a larger credit for families with slightly higher
incomes, and a diminishing credit for families with incomes approaching average. This credit would be
less efficient at dealing with housing cost burdens, but could provide a work incentive similar to EITC.
Additionally, the credit could consider only the dollar value of incomes, or be adjusted to account for the
large regional differences in incomes. (The median family income in the Stamford-Norwalk, CT MSA is
over $131,000, but less than $53,000 for the Mobile, AL MSA, for example.)13 The FAIR Credit options
proposed will use a range of progressive structures to provide the most benefit to lower-income
households.

Assistance could be delivered either directly to renters or through landlords. Providing assistance
directly to renters would require no administrative actions on the part of landlords, which would limit the
type-of-payment discrimination that is commonly seen in the housing voucher program. The tax code also
provides a readymade delivery system to residents who already file income taxes. All three credit options
outlined in this paper utilize a direct-to-resident model, building on the efficiency of the existing tax filing
system. One option also delivers some credit to landlords, allowing for monthly delivery of subsidy
(through an agreement to reduce rents). This option facilitates the delivery of assistance to families who
are unlikely to file tax returns, such as families with no or nearly no earned income.™

Credit Calculation Options

Structuring the credit to remain constant or
decrease as income rises directs the most credit
to the families most in need of it.

Progressive Structure Example
(Child Tax Credit for 1-adult, 2-child family)

$3,000
$2,000
$1,000

S0
S0 $60,000 $120,000

Family Income

Value of Credit

Alternatively, structuring the credit to increase
as income rises provides an additional incentive
to earn more. The EITC uses this structure and
has been shown to increase workforce
participation.

“Camel-Hump” Structure Example
(EITC for 1-adult, 2-child family)

$6,000
$4,000

$2,000

Value of Credit
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Existing Tax Credit Proposals

While there is no precedent for a tax credit to substantially ameliorate housing cost burdens in the
United States, credits that are somewhat functionally similar exist and there have been a number of
prior proposals for a renter’s tax credit. While some states allow for some portion of rent to be deducted
or provide very small tax credits, there is no precedent in the United States for a federal credit to make
rental housing more affordable. The most similar programs are state and local property tax “circuit
breaker” credits, but these are non-refundable and often fairly small. “Circuit breakers” are designed to
provide relief to families for whom property taxes are unduly burdensome, particularly the elderly or a
person with a disability on fixed incomes. Some states provide relief to renters as well as homeowners,
acknowledging that rents are set to cover building expenses, including taxes. While some states provide
fairly large credits, most states limit the credit to less than $1,000 a year.15 These credits have, however,
led to proposals for new tax credits to improve housing affordability.16

A number of advocates and scholars have suggested adding a housing supplement to the Earned
Income Tax Credit (EITC). The first call for a supplement of this type came in 2001 from Cushing
Dolbeare. Since then, policy experts and scholars have refined this concept, the most recent of which is
Peter Dreier’s proposal described at right.18 Proponents of this approach note that: (i) designing a housing
assistance program that is a modification of an existing program might make political passage and
administrative implementation easier, (ii) EITC benefits have been increased many times and (iii) the EITC
is well-established and understood by policymakers.

There are, however, some aspects of the EITC that don’t align well with a housing supplement. The EITC
only counts families’ earned income, ignoring other sources of income that should be accounted for if the
supplement is scaled to families’ housing burdens. In addition, by focusing only on those families with
earned income, the EITC is poorly equipped to assist families who aren’t working — especially those who
are struggling to find or maintain employment due to housing instability. Lastly, the EITC is popular in
large part because of its work-incentive “camel-hump” structure, which could conflict with a housing
program that is designed to provide the most assistance to the neediest families.

The Center on Budget and Policy Priorities (CBPP) has advanced a detailed proposal for a renter’s tax
credit.’ In 2013, the CBPP proposed a capped, S5 billion non-refundable credit available to families
making up to the higher of 60 percent of the area median income (AMI) or 150 percent of the poverty
line, but with 75 percent of the credit directed to families with incomes at or below the higher of 30

EITC Housing Supplement Proposal

In a recent article in the journal Democracy, the
scholar Peter Dreier advanced a proposal for a
housing supplement to the EITC. The supplement
would add a credit to the EITC equal to the
difference between 30 percent of the family’s
income and the area’s FMR, similar to a Housing
Choice Voucher. The graph below shows an
example EITC (blue line) and the proposed
housing supplement (red line).

EITC + Supplement for 1-Adult, 2-Child Family
(FMR $10,000)
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$10000 $20000 $30000 $40000

Earnings

(Chart: Bruenig 2016)

Any family that claimed the EITC could also claim
the credit (not only renters). Dreier emphasizes
that the credit is not designed to address the
needs of the poorest families with the most
severe rent burdens. Instead, he proposes an
increase to the voucher program to assist these
families.
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percent of AMI or the poverty line. The credit would cover the gap between 30 percent of a family’s
income and the lower of the rent paid or the small area fair market rent in their area, similar to a Housing
Choice Voucher. The federal government would allocate the credit to states, which would design their
own programs to disburse the credit. The credit could be delivered directly to residents, or through
landlords or lenders. The CBPP estimates that the credit would assist 1.2 million families. The proposal
addresses the needs of extremely low-income families, and pairs well with the existing LIHTC program.
However, the capped structure requires that programs be designed and implemented by each state,
which is administratively complex. It is also unclear how many landlords would be willing to participate in
the program. Landlords must assume a number of new responsibilities including submitting to building
quality inspections and engaging in the routine paperwork and correspondence with the state and federal
government. For compensation they receive a very modest additional credit.
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The FAIR Credit: Three Structuring Options

We have developed three structuring options for the FAIR Credit at different total costs. All options

more fairly allocate federal housing spending between renters and homeowners, and seek to improve

financial and housing stability among low-income renters. The first option, the Rent Affordability option,

is the most costly and ambitious, aiming to alleviate rent burdens for nearly six million U.S. families. The

second option, the Rent Reduction option, is less costly, aiming to substantially reduce, but not

completely eliminate, rent burdens for low-income families. A third option, the Composite option,

provides deep subsidies to some extremely low-income families and shallower subsidies to all other low-

income families, representing a blend of the first two options. The chart below summarizes the design,

costs, and impacts of the three credit options.

Rent Affordability

Rent Reduction

Composite Option

Option Option
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P, < 800 < 800
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rent or SAFMR family income reductions for other
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aml'les ecelving 13.3 million 15.1 million* 15.1 million*
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Total Annual Cost $76 Bn $41 Bn $43 Bn

* Both the Rent Reduction and Composite options would not be limited to rent-burdened families.
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The FAIR Credit: Rent Affordability Option

The Rent Affordability option is an ambitious proposal that has the potential to transform the housing
market, ease the financial stress of millions of renter families, and directly address the crisis of
homelessness. This option uses the tax code to provide a benefit similar to Matthew Desmond’s proposal
for a universal housing voucher program.20 This major investment in addressing rent burdens for all low-
income renters could be expected to have a wide range of benefits. Importantly, this option would have a
major impact on homelessness, providing stability, safety, and economic opportunity to the 550,000
homeless people in the United States, including over 100,000 homeless children.”' The potential cost
savings from ending homelessness would be large, as shelters could be closed and as the dockets of

overburdened housing courts could be cleared. Savings from healthcare costs could be substantial as well.

Eliminating rent burdens for the housed working-class would also provide a wide range of longer-term
benefits to families, neighborhoods, and the national economy.

Utilizing the tax code to administer the Rent Affordability option provides a number of advantages,
including potentially no additional administrative actions on the part of landlords. While this option is
costly, at approximately $76 billion annually, the cost would not be out of proportion to either the needs

Rent Affordability Option in Context

The estimated cost of the Rent Affordability
option — $76 billion — would make it one of the

largest low-income programs in the federal

budget. Major federal anti-poverty programs,

however, are of similar size, and the total cost is

approximately equal to the largest ownership

subsidy, the mortgage interest deduction, which
was $70 billion in 2015 and is anticipated to be
$77 billion in 2016.

Federal
Program

Average
Benefit per
Month

Annual

Maghnitude

100,000 units
of renters nor federal housing expenditures more generally. In fact, it would balance out existing federal e $78n  N/A funded
expenditures on housing: $76 billion is roughly equivalent to the anticipated 2016 cost of the mortgage
interest tax deduction. While eliminating rent burdens would have major effects on the broader housing Housing $20Bn  $640 2 million

. . . . . . Vouch h hold
market, other countries that have instituted similar programs (such as the United Kingdom and the ouchers ousenolds
Netherlands) have shown that well-designed universal, large housing subsidies can be practically T $440 for 33 million
. . . 22 households .
implemented and are economically feasible. Interest $70 Bn making filers take

Deduction >$200,000 deduction
The Rent Affordability option has the potential to provide extensive assistance to extremely low- $256 for 26 million
income families, though some of these families may need assistance accessing the credit. This option EITC $73Bn  family with . hold
. ousenolds
would provide a tax credit to all rent-burdened families making less than 80 percent of area median children
income. While all rent-burdened families would see a dramatic improvement in their financial health and Rent 133 mill
- .3 million
housing stability, we expect that these effects would be most profound at the lowest end of the income Affordability $76Bn  $474 families
spectrum. Extremely low-income families — those earning less than 30 percent of area median income or Option
less than the federal poverty level — face different housing affordability problems than renters with even
somewhat higher incomes. Today, over 70 percent of the families that pay more than half of their income SN ahl(Recd s76pn  >A09fora geomillion
) 23 ] . Stamps family of 4 people
on rent are extremely low-income.”” Extremely low-income households also are much more likely to face
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eviction and are at far greater risk of being or becoming homeless. The Rent Affordability option ensures
that this population will receive the support necessary to afford a place to live. However, this segment of
the population, particularly those who are homeless, is also much less likely to file income taxes;
approximately 12 percent of the U.S. population does not file income taxes and this population is
disproportionately low-income, elderly, or living with a disability.24 This difficult-to-reach part of the
population would be particularly well served by the benefits of the FAIR Credit, but it would require new
outreach strategies, including to facilitate claiming the credit and ensuring that it is delivered monthly and
by redirecting other housing benefits that the FAIR Credit could make available.

The Rent Affordability option will ensure that all families making less than 80 percent of area median
income will be freed from having to pay more than 30 percent of their income on rent. All rent-
burdened families making less than 80 percent of area median income would receive a credit equal to the
difference between 30 percent of the family income and the lower of gross rent or the SAFMR. The credit
would be uncapped, refundable, and provided directly to renters. Unlike vouchers, this housing benefit
would not require any action on the part of landlords. This option would relieve approximately 5.8 million
families from rent burdens. Additionally 7.5 million families, while still paying more than 30 percent of
their income to rent, would have their rent burdens substantially reduced. (Not all families receiving
subsidy will be lifted from rent burdens because many families live in units with rents above the SAFMR.)
* Delivery: All rent-burdened low-income families would receive a tax credit directly through their
income tax refund.
¢ Eligibility: All families making less than 80 percent of area median income that pay more than 30
percent of their income for rent that do not already receive housing assistance from HUD or
USDA.
*  Credit Calculation: The difference between a family’s income and 30 percent of the lower of the
gross rent (including utilities) the family pays or the Small Area Fair Market Rent (SAFMR), or the
Fair Market Rent (FMR) if there is no SAFMR calculated for the neighborhood.
*  Average Monthly Subsidy: $457
e Anticipated Cost: $76 billion
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The FAIR Credit: Rent Reduction Option

The Rent Reduction option reduces rent burdens, but strives to do so at a lower cost than the Rent
Affordability option. This option provides a credit valued at between 12 and 33 percent of the rent or
SAFMR to all renter families making less than 80 percent of area median income. This option will cost
approximately $41 billion and will provide assistance to approximately 15.1 million families, completely
eliminating rent burdens for 2.3 million of these families. Cost burdens will be reduced for 10.8 million
families, and the remaining 2 million families who were not cost-burdened to begin with may be able to
move to better homes or neighborhoods or begin to save to buy a home. Furthermore, providing the
credit to households that are not cost-burdened ensures that families still have an incentive to seek out
housing with rents under the SAFMR. While the Rent Reduction option is not as extensive as the Rent
Affordability option (3.5 million more families will remain cost-burdened under this option compared to
the Rent Affordability option), the benefits to low-income families are still substantial, and its costs are
significantly lower.

The Rent Reduction option will provide some support to nearly all residents making less than 80
percent of area median income. The credit will be uncapped, refundable, and be provided directly to
residents, requiring no additional actions on the part of landlords. This credit would relieve 2.3 million of
the 13.3 million eligible burdened families from rent burdens. Additionally, the credit would relieve about
2.3 million families from severe rent burden (paying 50 percent or more of income for housing). The credit
structure is described below:

¢ Delivery: Directly to residents through their tax returns.

* Eligibility: All resident families making less than 80 percent of area median income that do not
already receive housing assistance from HUD or USDA.

*  Credit Calculation: Based on the family’s income as a percentage of the area median income, and
the lower of the Small Area Fair Market Rent (SAFMR) of the neighborhood where they live or
their gross rent (see chart at right).

e  Average Monthly Credit: $227

e Anticipated Cost: $41.2 billion

Rent Reduction Option Calculation

The rent reduction option would provide a
smaller credit to pay for 12-33 percent of the
family’s rent or the SAFMR, adjusted to the
family’s income. For example a family making 60
percent of the area median income would
receive a credit equal to approximately 18
percent of their annual rent. A family making 30
percent of the area median income could receive
a credit equal to approximately 25 percent of
their rent.

Rent Reduction Calculation

o Family

30% at 30% Family

259 +——— at 60%

20%

15%

10%
5%
0%

Credit Value as % of
SAFMR

0% 20% 40% 60% 80% 100%

Household Income as % of Area
Median

The average credit would be about $2,725
annually or $227 per month. Extremely low-
income families would receive closer to $300 per
month, while families near 80 percent of area
median income would receive approximately half
that amount, $150.
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The FAIR Credit: Composite Option

The Three Options in Context

The Composite option builds off the Rent Reduction option by directing additional assistance to The chart below shows all three FAIR credit
extremely low-income families. As with the Rent Reduction option, all families earning less than 80 options in the context of other major anti-
percent of area median income would receive a credit that ranges between 12 and 33 percent. However, poverty and housing programs.

because this option leaves extremely low-income populations still facing rent burdens due to the lower

level of assistance, it also includes a Voucher-like Targeted Component that provides a larger amount of Federal AL PEIELE (AL

Program Cost Benefit per Maghnitude

assistance to address severe cost burdens among extremely low-income families. The total credit will cost Month

approximately $43 billion and will provide assistance to approximately 15 million families, eliminating rent

burdens for 3 million of these families. e A 100,000 units
57Bn funded
The Targeted Component will provide larger, voucher-like assistance to some extremely low-income
renters. Extremely low-income families would be better served with a larger, potentially more frequent Housing $20Bn  $640 2 million
benefit than the Rent Reduction option would provide. Thus the Targeted Component would be Vouchers households
calculated to eliminate rent burdens for those with the greatest housing needs. This component is based Rent
on the CBPP’s proposal.25 Reduction $41Bn  $227 f151 fm”'on
. amilies
Option
Recognizing that it is harder to reach extremely low-income families through the tax code, this credit c . 151 mill
R . . . omposite .1 million
would be provided to landlords, who would pass on the benefit of the credit to their tenants. Landlords Option $43Bn  $237 .
would claim the credit in exchange for charging their tenants lower rents. Landlords would be required to
income-certify their tenants and could be subject to regular property quality inspections. To be $256 for 26 million
compensated for the additional administrative burden, landlords would be provided a modest credit EIrc S fiT(;ly il households
children
premium in addition to the deduction in rent they provided their residents. While delivery through
landlords is not ideal, matching the timing of benefits to the timing of rent is particularly important to the Mortgage :440 f;’rld 26 mfllfem
. . - . . - ouseholds i
extremely low-income population, and delivering the credit to landlords is a ready means of providing Interest $70 Bn making filers take
monthly benefits to renters. Deduction $200,000 deduction
The Targeted Component would be capped to reduce the costs of this Component to $5 billion. The 2:f"td il 7680 8474 13.3 million
. . . L. L , ordability n o
allocations would be run through state housing finance agencies, in a way that is similar to state’s Option families
allocation of nine percent Low Income Housing Tax Credits (LIHTC).
¢ Delivery: To landlords, who claim a credit approximately equal to the rent reduction they provide SR (Eecd 5459 for a geomilion
) y. PP yeq yp Stamps Srte family of 4 people
their residents.
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Eligibility: Landlords providing housing to families making less than 30 percent of area median
income or less than the federal poverty level that do not receive housing assistance from HUD or
USDA.

Credit Calculation: The difference between 30 percent of the resident’s income and the lower of
gross paid or the SAFMR.

Average Monthly Credit: $446

Cost: S5 billion

Families who do not receive assistance from the Targeted Component would still be eligible under the
Rent Reduction option. However, the cost and impact of this component of the credit will be slightly less
because some families will receive the Targeted Component instead. This component of the credit would
relieve approximately two of the ten million eligible families from rent burdens. About 1.8 million families
would be relieved from severe rent burden. The credit structure is described below:

Delivery: Directly to residents through their tax returns.

Eligibility: All resident families making less than 80 percent of area median income that do not
already receive housing assistance from HUD or USDA or from the Targeted Component.
Credit Calculation: Identical to the Rent Reduction credit calculation.

Average Monthly Credit: $220

Anticipated Cost: $38 billion
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Potential Enhancements to the FAIR Credit

The FAIR Credit would be more effective if the IRS delivered the credit more frequently, ideally
monthly, to residents. Rather than a one-time annual tax refund, more frequent payments of the FAIR
Credit would better align with the monthly payments families must make on rent. This is particularly
important for larger credits, such as with the Rent Affordability option. A number of pilot programs have
shown that often, families prefer more frequent payments and are better able to use the credit to
manage their expenses.26 The IRS has delivered monthly EITC payments through the Advance EITC
program and currently delivers semi-annual payments of the health premium tax credit to insurance
companies under the Affordable Care Act.” However, more frequent credit payments would be a
significant change for the IRS. The Advance EITC Program was fairly small-scale and there are few health
insurance companies relative to the number of FAIR Credit recipients. We recommend, nevertheless, that
more frequent FAIR Credit payments be pursued, as the benefits to residents would be substantial.”®

The FAIR Credit would be more effective if coupled with split-refund programs that facilitate and/or
reward savings. One of the lessons from the EITC has been that when given the opportunity to do so, low-
income families will save part of their tax refunds, allowing them to build assets that can help achieve
economic stability and invest in education, homeownership, or a small business. The FAIR Credit could
operate in a similar way, helping working families who can’t get ahead because of their housing costs.
Building on tax code infrastructure, renters who receive the FAIR Credit could split their refund, directing
funds to more than one account.” This would allow them to allocate some of the credit for immediate
use to defray urgent housing expenses (or non-housing expenses that have accumulated as the result of
housing cost burdens), while saving the rest for their future. Directing the refund to a tax-advantages
savings account or an Individual Development Account (IDA), which provides matched savings for specific
savings goals, could provide additional benefits. While some encouragement to enroll in these programs
might be needed, there is proven demand for split EITC-refund programs.g0 Outreach efforts should be
incorporated into the rollout of the FAIR Credit and will be critical to uptake rates, as has been the case
for EITC split refunds.’

While split-refund programs and other financial products could make the FAIR Credit more effective,
the Consumer Financial Protection Bureau (CFPB) should closely monitor all financial products involving
the credit. A number of predatory financial products that take advantage of tax credits provided to low-
income families have emerged since the rise of the EITC. One of the most prevalent types was the refund
anticipation loan, which used upcoming EITC refunds as collateral for high-cost loans. Refund anticipation
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loans were very common until the FDIC effectively banned banks from originating these loans in 2013.%
The FDIC’s procedures for implementing the bans are under investigation by the FDIC Inspector General,
however, and a number of other financial products have been developed that provide slightly earlier or
slightly easier access to refunds in exchange for exorbitant fees and/or interest rates.” The CFPB has also
taken actions to prevent the origination of refund anticipation loans and should be vigilant about the
potential of the FAIR Credit to be exploited.g4

The FAIR Credit may need to work in tandem with the voucher program to reach extremely low-income
families. It is challenging to provide housing assistance to extremely low-income families through the tax
code because they are less likely to file income taxes and the need for month-to-month assistance is more
pressing. Policymakers should explore the potential for complementing the FAIR Credit with the voucher
program. For example, extremely low-income households (specifically those who do not file taxes) could
be given a voucher, and then “graduate” to the tax credit subsidy as their incomes rise and finances
stabilize. The capped, Targeted Component of the Composite option is delivered to landlords avoiding
many of the problems of using the tax code to assist extremely low-income families. $5 billion, however,
still leaves many families with some housing cost burden. The Targeted Component provides assistance to
only about 15 percent of the 8.1 million extremely low-income and severely cost-burdened families in the
country.g5 The $5 billion level of funding is taken from the CBPP’s proposal, and we agree that this is an
appropriate level of funding to begin with.
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Initial Implementation Options

If the FAIR Credit proves to be too costly for immediate implementation there are a number of ways
that the credit could be adjusted, though this would diminish its effectiveness. The roll-out of the FAIR
Credit could follow a pattern set by the EITC of initially being (i) restricted to a limited population and/or
(ii) providing a smaller per-family credit before growing to its full potential.

Initially limiting the FAIR Credit to families with children would dramatically reduce costs. There is some
justification to limiting the credit to families with children, at least initially. Families with children tend to
have less discretionary income and research has shown that young people benefit disproportionately
from the improved housing stability that comes from reducing or eliminating rent burdens. Housing
assistance like the FAIR Credit might allow for recipients to move to better neighborhoods, which has also
been shown to improve children’s long-term economic outcomes.*® This limitation would dramatically
reduce the eligible population for the credit and the cost of the credit. However, narrowing the scope of
this credit to low-income families means it will likely be reaching those that are already the target of a
number of other large federal assistance programs including the Child Tax Credit, Temporary Assistance
for Needy Families (TANF), and a large portion of the EITC.

The FAIR Credit amount could be reduced to make it less costly, but less effective at reducing rent
burdens. Research has shown that escalating rent burdens have a wide range of negative effects, with the
severest effects felt by those with cost burdens of 50 percent or more.”” While a threshold higher than 30
percent would have negative consequences to families relative to the options presented in this paper, a
burden of 35 percent is better in many ways than a burden of 50 percent or more. The credit options
could be reduced in a few ways:

* The Rent Reduction option could be scaled down across the income spectrum. A decrease by
five percentage points, for example, would lessen the cost of the credit by approximately $10
billion. The reduction would mean that the average benefit would be reduced by about $50 per
month. Families making 50 percent of area median income would receive about $150 per month.

* The Targeted Component of the Composite option and the Rent Affordability option could be
reduced by increasing the standard of affordability above 30 percent of family income.
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Time-limiting the FAIR Credit might provide families with an incentive to increase earnings, but would
complicate the credit and might limit its effectiveness. A few housing programs, such as Work Advantage
in New York City, have used time-limited assistance as a means of encouraging families to aggressively
increase their income. The effectiveness of time-limiting housing support is unclear. Advantage, an anti-
homelessness program, was criticized as being ineffective and only lasted from 2007 to 2011.%8 Many
time-limited housing programs have been anti-homelessness programs, and have been evaluated with
criteria such as shelter re-entry rates. While the Targeted Component of the Composite option and a
substantial portion of the Rent Affordability option could be expected to have a significant impact on
homelessness, both options have a broader set of goals than just anti-homelessness. Furthermore, time
limiting the credit would complicate the implementation of the program, as a record would need to be
kept of who had already taken the credit, and rules would need to be established about the eligibility of
changing family structures.
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Questions for Further Study

This paper presents an initial proposal for a renter’s tax credit to stimulate policy discussion of how to
ensure that renters are not left behind in efforts to rebuild the middle class. We have outlined the scale
of the problem of rental affordability, and the scale of needed solutions. The tax code is a promising
mechanism to address rental affordability, with a proven track record as an effective delivery system for
housing assistance and assistance to low-income families. This paper is meant to start a discussion of the
best structure for a renter’s tax credit. As such, there are a number of important questions that remain
around the implementation and scale of the FAIR Credit. This section describes some particularly
important questions that should be examined to ensure that the credit achieves its goals and does not
have unintended consequences.

The FAIR Credit will need to be designed and administered in a way that prevents fraud. One of the
benefits of using the tax code to deliver and calculate the FAIR Credit is that mechanisms already exist to
ensure that the information that is used to calculate the credit, such as family income, is accurate.
Nevertheless there is some information that the credit requires that is beyond what filers currently
report, inviting the possibility of fraud (see bar at right). This is not a comprehensive list, however, and
policymakers should consider other potential pathways by which fraud could occur.

How will the FAIR Credit affect market rents? It is possible that the credit will cause market rents to rise
in some instances, particularly in markets where generating or rehabilitating housing is difficult. There
have been a number of studies that have examined the ways in which housing vouchers have affected
market rents, generally finding that there has been little or no rise in rents.”® These studies deserve a
closer look, however. The most thorough study was the Experimental Housing Allowance Program (EHAP)
experiment, conducted from 1970 to 1981, examining 30,000 low-income households in 12 cities across
the United States. This study was instrumental in the development of the modern Housing Choice
Voucher program and provides the most detailed analysis on the impact of resident-based housing
assistance on housing prices (examined in the “Supply Experiment” of EHAP). Much has changed in the
United States since the early 1980s, however, and the credit, particularly the Rent Reduction Component
of the Composite option, is structured very differently from a voucher. The effects of the Rent
Affordability option are of particular importance, as it is far larger than the Rent Reduction option.
Econometric models that estimate the impact of the credit on rents in different housing markets can

Preventing Fraud

Misinformation about residence location or
rent paid. Residents could receive a larger credit
if they reported living in an area with a higher
SAFMR than their actual home or if they
reported paying more than their actual rent.
While the current tax system provides some
information about the location of renter’s
residency, additional documentation may be
required to prevent this type of fraud.

Unreported rent-sharing. Numerous recipients
of the FAIR Credit will likely share their home
with another family or tax-unit, and if this is
unreported, families will receive credits that are
too large. Detailed verification of residence could
deter this type of fraud. USPS information may
be useful in determining the separation of units
within buildings.

Unreported other housing assistance. The FAIR
Credit is limited to families that do not receive
HUD or USDA assistance, but reporting this
assistance is not currently required on income
taxes. The FAIR Credit should require that
families report these types of assistance on their
taxes and work with HUD and USDA to deter this
type of fraud.
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assist in identifying potential unintended consequences and can inform how the credit should ultimately
be structured.

The design of the FAIR Credit should also take into account the complexities of measuring and tracking
income. IRS data could be used to examine the proper definition of “income” for the credit. This paper
uses a definition of “income” that includes all cash income except for Supplemental Security income (SSI).
Ideally the FAIR Credit would include all sources of income, but currently the IRS does not require
reporting from a number of sources such as SSI and TANF. Further research should be performed to
examine the feasibility of accounting for these other sources of income and whether the administrative
burden of doing so is justified. Policymakers should also assess whether the credit should be adjusted to
account for differences in family size. Many housing assistance programs are adjusted for household or
family size to account for the increased housing needs of larger families. In addition, because tax refunds
are provided to families or individual filers who often share homes with other filers, this could complicate
compliance and credit calculations. 40 Lastly, it would be useful to examine the population that face rent
burdens but who might have difficulty accessing the credit. A study produced in 1998 found that about 12
percent of the population does not file income taxes and most of these people earn less than $10,000 per
year.41 A more thorough understanding of this population could provide insight into how the credit should
be marketed.

The interaction of the FAIR Credit with other large housing and anti-poverty programs should be
examined. The FAIR Credit, particularly the Rent Affordability option, would be a major change in federal
housing policy and could be expected to have an impact on the housing choice voucher program, project-
based housing subsidies such as Section 8 and LIHTC, and anti-poverty programs such as EITC. The very
large housing subsidies provided to extremely low-income families (particularly in high cost markets)
might have an attenuating effect on the work-incentive effect of the EITC. The FAIR Credit may also limit
the appeal of subsidized housing, particularly if it is of relatively lower quality than unsubsidized housing
renting for less than the SAFMR. The extent of these and other interactions with large federal and state
programs could be examined using currently available data and might justify adjustments to the credit.
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Conclusion

If we hope to create opportunities for economic mobility and rebuild the middle class, we need to
ensure that the more than 42 million renters in the United States have access to safe, stable, and
affordable housing. While there are recent signs that incomes are rising and that poverty rates are
starting to fall, rental housing affordability remains a crisis. Approximately half of all renters still spend
30% or more of their income for housing, and a quarter spend over 50 percent.42 Recent wage gains
would need to be sustained for many years to seriously improve rental affordability. Meanwhile federal
spending remains unfairly skewed to wealthy homeowners. Federal politicians from both major political
parties have expressed their support for comprehensive tax reform, and we believe it’s time for
progressive rather than regressive tax poIicy.43

The FAIR Credit is meant to advance the development of a large-scale means to address the needs of
renters through the tax code. Piecemeal solutions to the crisis of rental affordability are inadequate and
housing programs funded by appropriations will never be sufficient to address renters’ housing needs.
Today, we only provide rental assistance to one in four rent-burdened families who are eligible for
assistance. The FAIR Credit represents one idea for a substantial improvement, and an equitable solution
to the rental affordability crisis that we believe deserves serious consideration.
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Appendix A: Methodology for Estimates

The Terner Center worked closely with the Center on Budget and Policy Priorities (CBPP) to develop the
estimates of the credit’s costs and its effects on residents. The CBPP used 1 year 2014 American
Community Survey (ACS) and 2014 HUD administrative microdata for their analysis. Estimates were
adjusted to account for households with missing data and to remove households already receiving federal
rental assistance. Cost estimates were based on 75 percent participation rate of households that are
income-eligible.

Because of the practical complexity of using HUD’s definitions of area median income, we developed a
similar but simpler way of accounting for regional variations in incomes. We divided all Census-designated
Zip Code Tabulation Areas (ZCTAs) by median income quintiles, and then found the median income of the
median zip code within each quintile. The results of this analysis are shown below:

Classifications of Zip Code Tabulation Areas (ZCTAs)

Income Range Zip codes per Median income of

category category
0-20th percentile median income (1% SO to $36,250 6,442 $30,625
Quintile Income ZCTAs)
20-40th percentile median income $36,250 to $44,309 6,357 $40,601
(2™ Quintile Income ZCTAs)
40-60th percentile median income $44,309 to $52,454 6,397 $48,302
(3 Quintile Income ZCTAs)
60-80th percentile median income $52,454 to $65,452 6,399 $57,796
(4th Quintile Income ZCTAs)
80-100th percentile median income $65,452 to $247,768 6,399 $69,055
(5th Quintile Income ZCTAs)

This classification provides a means of quantifying any family’s income as a percentage of the median
income of the quintile of ZCTA in which they lived. This is the calculation we refer to when we specify a
family’s area median income. In practice we would recommend using HUD’s area median income metric
for the calculation of the credit, as this provides a more accurate picture of regional variations in income.
Initial comparisons between the two standards suggest that using HUD’s area median income standards
will reduce the estimated costs of the credits in this paper by approximately 20 percent.
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To calculate the credit we use the lesser of gross rent (including utility payments) or the Small Area Fair
Market Rent (SAFMR). Gross rent is estimated using ACS data. SAFMR is provided by HUD at the ZIP code
level for all metro areas in the US. For non-metro areas the larger-scale Fair Market Rent (FMR), also
provided by HUD, was used as the upper bound for the credit calculation. SAFMRs are used when possible
because they have a number of advantages to using the FMRs alone. FMRs represent the 50" or 40"
percentile of rent for an entire metro area, which ignores the large variations in market rents within the
metro. FMRs are used to calculate the payments for housing choice vouchers and the standard has
effectively led to the federal government providing subsidies far above local market rates in the low-cost
markets where low-income residents often reside. Furthermore, adjusting to within-metro variations in
market rents allows for the recipients of subsidies to be able to afford to live in higher-amenity, higher-
rent neighborhoods that might be prohibitively expensive if benefits were limited to the average of the
entire metro. While HUD’s proposed SAFMRs have been the subject of criticism by some high-cost, low-
vacancy rate cities, we believe that these criticisms can be addressed and that some mutually-agreed-
upon version of SAFMRs provide a good standard for the FAIR credit at a national level.
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Appendix B: Policy Round-Table Discussants

On May 24™ a round-table was held at the University of Southern California to discuss the FAIR Credit. The
following individuals provided their thoughts on various tax credit options during the event.

Name Organization

Raphael Bostic University of Southern California

Orlando Cabrera Squire Patton Boggs

Karen Chang PennyMac and Sperling Economic Strategies
Caroline Danielson Public Policy Institute of California

Peter Dreier Occidental College

Richard Gentry San Diego Housing Commission

John Griffith Enterprise Community Partners

Mary Kaiser California Community Reinvestment Corporation
John Moon Federal Reserve Bank of San Francisco
Barbara Sard Center on Budget and Policy Priorities
Michael Stegman Bipartisan Policy Center

Barry Zigas Zigas and Associates
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