How do we define affordable
housing?

Today's guest article comes from Todd Litman, founder and executive director of
the Victoria Transport Policy Institute.

Unaffordability is a major problem, particularly in attractive and economically
successful communities. Most households spend more on housing and transportation
that is considered affordable. This is a great challenge and a great opportunity:
increasing affordable housing supply makes communities more inclusive, and
increases economic opportunity, freedom and happiness.

Living in a popular, dense urban neighborhood isn't so expensive compared to suburban living when you factor in savings on

home maintenance, utilities and transportation. (Source: Johnny Sanphillippo)

How affordability is defined and measured can affect which solutions are
implemented. Measured one way, a particular solution may seem effective and
beneficial, but measured another it may seem wasteful and harmful overall. Let me
describe a specific example.


http://www.vtpi.org/

The latest International Housing Affordability Survey (IHAS) was released late
January. It rates VVancouver the third most unaffordable city in the world, blames this
entirely on the region’s urban containment policies, and so recommends more urban
fringe development. The Survey is heavily promoted by its authors and widely
reported by media, with little critical analysis. | analyzed its methods and
recommendations, and recently released my findings in a new report, True
Affordability: Critiquing the International Housing Affordability Survey. Let me share
some highlights of my study and hope that you will read the full Critique for more
details.

My overall conclusion is that the IHAS is propaganda, intended to support a pro-
suburban political agenda rather than provide objective guidance. The IHAS’s
analysis methods are biased and many of its recommendations are unsupported by
research. The authors, Wendell Cox and Hugh Pavletich, are either very poor
researchers or intentionally misrepresent key issue.

Experts recommend measuring affordability based on the portion of household
budgets needed to purchase basic goods and services. Affordability was originally
defined as households being able to spend up to 30% of their budgets on housing, but
since households often make trade-offs between housing and transportation costs,
experts now define affordability as households spending up to 45% of their budgets
on housing and transport combined. This recognizes that a cheap house is not truly
affordable if it has high transport costs, and households can rationally spend more for
more accessible housing with more affordable transport.

The IHAS analysis methods have various structural problems which bias results:

o The IHAS evaluates housing affordability using Median Multiples, which measure the
ratio of median house prices to median household incomes. This only considers house
purchase prices, ignoring other shelter costs such as maintenance, utilities and property
taxes, and it ignores transportation costs. The costs the IHAS considers are smaller on
average than the costs it ignores. Since detached, urban fringe housing tends to have
higher maintenance, utility and transport costs, this exaggerates the affordability of
urban expansion and underestimates the affordability of compact infill.

e Itoverlooks or under-samples affordable housing types including secondary suites,
rentals, subsidized housing, and condominiums. This exaggerates unaffordability where
such housing is common.
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e ltincludes a limited set of regions. In some countries it includes both small and large
cities, but in Asia it only includes large and expensive cities such as Hong Kong,
Singapore and Tokyo. This exaggerates unaffordability in those countries.

« It fails to account for factors that affect regional affordability such as population and
economic growth, incomes and geographic constraints. This exaggerates unaffordability
in attractive, economically successful and geographically constrained regions.

e It measures entire regions, ignoring within-region affordability variations. Central
neighborhoods are generally most affordable overall, considering total housing and
transportation costs, and offer other benefits such as commute time savings and health
benefits.

These biases make detached urban-fringe housing seem more affordable, and compact
infill housing seem less affordable, than households actually experience.
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Although Houston and Atlanta households spend relatively little on housing, this is offset by their high transport costs, making

them least affordable of all regions included in the U.S. Consumer Expenditure Survey. (Source)

More comprehensive analysis leads to different conclusions about unaffordability
problems and appropriate solutions. For example, the IHAS ranks Atlanta and
Houston as more affordable than Seattle and Washington DC, but when evaluated
using actual consumer expenditure data the ranking reverse, because the sprawled
regions’ low housing costs are more than offset by their higher maintenance, utility
and transport costs, making the sprawled regions the least affordable of the 22 regions
included in the U.S. Consumer Expenditure Survey, as indicated in the chart above.

IHAS ignores many benefits of living in a walkable urban neighborhood. It claims
that suburban design reduces travel time costs, but within virtually all regions, more
central neighborhood residents have better access to jobs and services, and shorter
duration commutes than urban fringe residents, as indicated below. This is particularly


https://www.bls.gov/cex/

true for non-drivers, who have far more independent mobility and therefore greater
economic opportunities in central urban neighborhood. The IHAS ignores these
benefits.
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Residents of more central urban neighborhoods tend to have much shorter
commutes than at the urban fringe.


https://project.wnyc.org/commute-times-us/embed.html
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The IHAS claims with great certitude but no real evidence that urban containment
policies are the primary cause of urban housing price increases. In fact, even studies it
cites indicate that restrictions on urban infill are much more common and costly than
urban expansion restrictions, as illustrated below, and therefore a much larger cause of
unaffordability. Reducing these constraints on affordable infill, so more households
can find suitable housing in walkable urban neighborhoods, is the key to creating truly
inclusive communities.

80% ¥ Discourages Urban Expansion ™ Discaurages Infill
60%
40% -
: N
| H .. B

0%
Zoning ordinances  Limit density Prohibits mobile  Development Prohibits low-rise Adequate public Pace of Urban
below 15 units/ homes impact fees apartments  facility ordinances development containment
acre controls policy

Portion of Jurisdictions
R

Most zoning codes and development policies limit urban infill. Few jurisdictions have urban containment policies, and these

generally allow some urban fringe development.(Source)

More objective analysis indicates that housing unaffordability results from a
combination of population and economic growth, plus constraints on both urban
expansion and infill. Expansion may be appropriate in cities with abundant land
nearby, but incurs high costs to residents and communities. As a result, there are good
reasons to favor infill with policies that increase affordable housing in existing urban
areas.

The IHAS makes recommendations unsupported by research. It advocates urban
expansion but ignores the additional costs of suburban design to residents and
communities. The IHAS ignores the mobility needs of people who cannot, should not
or prefer not to drive, and therefore the isolation and higher transport costs they
experience in automobile-dependent, urban-fringe areas. It claims incorrectly that
sprawl benefits disadvantaged people. Good research indicates the opposite:
physically, economically and socially disadvantaged people have more independence,
better economic opportunities, and better outcomes in walkable urban neighborhoods
than in automobile-dependent urban fringe areas.

Although the IHAS is presented as objective research, it does not reflect professional
standards: its analysis is not transparent, it misrepresents key issues, fails to respond
to legitimate criticism, and lacks peer review. The IHAS is propaganda, intended to
support a political agenda. It is important to consider these biases and
misrepresentations when using information from the IHAS.
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