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Chair Bettencourt and members of the Senate Committee on Local Government, thank you for the
opportunity to speak with you today. I am Kevin Erdmann, a senior affiliated scholar at the Mercatus Center at
George Mason University. My research focuses on the effects of land use restrictions, and my work on the topic
includes the 2019 book Shut Out and the recent book Building from the Ground Up.!

In today’s testimony I offer these main takeaways:

All paths to create new housing face obstructions—some new, some long-standing.

2. Some of these barriers to expanding the housing stock arise from federal policy and cannot be affected
by state policymakers.

3. Atall levels of government, permissiveness in housing regulation is vital. Permissiveness in housing
regulation ensures that houses are available for everyone. It is the only way to stop the relentless rise in
rents, and it will preempt an increase in homelessness.

HOW NEW HOUSING IS CREATED
New housing can be created through several avenues:

e Developers can build large apartment complexes. These complexes are an important element for cities
transitioning into exciting urban hubs capable of expanding useful mass transit systems and bustling
central residential areas. Many cities have created years’ worth of regulatory hoops for such projects to
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jump through and frequently are able to stop projects outright at the discretion of individual
policymakers.?

e Families or small-scale landlords can build structures such as duplexes or backyard units (also referred
to as accessory dwelling units).? This housing can fill niche needs within individual neighborhoods.
The extra rental income they generate can help working-class homeowners make their mortgage
payments. They can give elderly parents or young adults semiprivate living options. These types of
housing fill countless needs, but they are simply illegal in most neighborhoods because of zoning
regulations that are common across the country.

o Families can buy single-family homes. This is the housing type most favored by zoning regulations. But
since 2007, new lending standards regulated by the Consumer Financial Protection Bureau and by
underwriters at the federal mortgage agencies (the Federal Housing Administration, Fannie Mae, and
Freddie Mac) have prevented millions of families from buying new homes.* Homeownership rates
peaked in 2004, and because of these new lending standards, homeownership rates for all working-age
age groups are still lower than they had ever been before 2004 going back to 1982, when the Census
Bureau began annually tracking homeownership.’

o Developers can build single-family homes to rent to families. This housing type was unusual in the past,
but it is becoming more common because, owing to the difficulty families have today qualifying for
mortgages under the new tight lending standards, many families who want to live in single-family
neighborhoods can do so only by renting. This type of housing has only recently started to grow, but
because of fears about both the corporate owners and their renter tenants, municipalities in some
places have started to limit or ban it.®

HOW OBSTRUCTIONS ON BUILDING NEW HOUSING AFFECT HOUSING COSTS IN TEXAS
These obstructions have increased housing costs the across country, including in Texas. According to Zillow,

the median rent in the United States has risen by more than 5 percent annually since 2014, and this has been
true in many Texas cities too. Even worse, the lack of new supply creates a bidding war for the homes that exist.
That 5 percent average increase is not evenly distributed. In Texas’s largest metro areas, rents have risen
annually by about 4.5 percent in neighborhoods where the average annual income is $100,000, but they have
risen more than 6.0 percent in neighborhoods where the average annual income is $35,000.” That adds up to a
20 percent cumulative additional increase in rents since 2014 in the neighborhoods that can least afford it. This
is not a coincidence; it is the predictable result of an inadequate supply of new housing.?
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The decade-long depression in construction has caused rents to rise the most for low-income individuals, who
can least afford it because they naturally have the fewest alternatives. When everyone has more choices, people
with more income do not have to poach the housing choices of those who have less. The rising tide truly lifts all
(house)boats.

It might be hard to imagine how building more homes in middle-income and affluent neighborhoods can help
make homes in poorer neighborhoods more affordable. Maybe it is easier to think about it from the other
direction. When there are not enough new homes in middle-income and affluent neighborhoods, the homes
that were formerly occupied by less affluent families become costlier. The millions of families (usually with
lower incomes) moving out of housing-deprived places such as coastal California because of rising rents for
many years were victims of this problem. The past decade, during which housing production has been low
across the country, has provided researchers with an unfortunate national experiment to confirm the problem.’

HOW TO FIX THIS
Some significant obstructions are not within the power of Texas policymakers to change. Much of the decline

in entry-level single-family home building since 2008 is likely due to federal mortgage regulations. And the
significant increase in the demand for housing in Texas is likely due to residents of states like California being
driven out of their native states and pulled into Texas in search of affordable housing.

Where Texas policymakers can control these obstructions, permissiveness will yield better results for Texas
residents. Cities need to be able to accommodate changing needs. Both large-scale and small-scale apartment
developments and accessory dwelling units are a part of that solution. And where the final stopgap source of
new housing is now growing, which might finally settle these rising rents—new large-scale single-family
home developments for rent—I strongly urge you to refrain from adding obstructions and to prevent
localities from adding them as well.'* Families that the federal government considers unqualified for a
mortgage need homes, and if all types of new construction that can provide those homes face some sort of
legal injunction, then the government is effectively legislating homelessness, even if it is dressed up as an
imposition on corporations and developers.

The problems of cost and access have many solutions that do not involve public spending and frequently
simply require government getting out of the way.

Where the cost of new homes is high, consider the many unnecessary contributors to that cost that can easily
be removed (Houston has been an exemplar in this way):"
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e  Are there parking mandates?
e  Are there rules about minimum lot sizes?
e Are there delays in permits and inspections?

e  Are there height limits, unit size minimums, or arbitrary aesthetic requirements?
Where rents are rising, consider why renters lack alternatives:

e  What percentage of urban land outright bans apartments, backyard units, and other housing types?
e  Are there bans on manufactured homes?

e  Are there ordinances against living arrangements like unrelated roommates?

If some new types of owners or property uses seem a nuisance, consider why they are being chosen over the
alternatives:

e If municipalities are bothered by the growth of short-term rentals such as AirBnB, then they should
remove the barriers to new hotels.

e If municipalities are bothered by corporate-owned build-to-rent neighborhoods, then they should
remove the barriers to more apartments, more duplexes and triplexes, and more homeowners.

e Ifexisting residents of poor neighborhoods are being priced out by gentrification, then policymakers
should remove the barriers to building new neighborhoods or new dense luxury high-rise apartments.

After years of accumulation, individual rules meant to obstruct home building on the margins have added up to
obstruction on the whole. They say when you’re in a hole, the first thing to do is to stop digging. To get home
builders to pick up their literal shovels once again, rule makers first need to put their proverbial shovels down.
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