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construction weakness will be offset by
a growing demand associated with the
existing stock. Specifically, mortgage
demand in the remainder of the decade
will include refinancings of long-term
loans to reduce interest rates, rollover of
shorter-term balloon loans coming due,
refinancings to rehabilitate buildings,
and existing property sales. Some
observers expect that the $33 billion
origination volume in 1994 to increase
to over $35–$40 billion in 1996 and
1997.47

(v) Interpreting the Trends. These
trends have been interpreted by some as
evidence that the private capital markets
in the mid-1990s are capable of
providing the necessary liquidity to the
multifamily market. However, there are
other considerations to be weighed.

Despite the upturn in lending for new
construction and the increased
participation by banks, private conduits
and REITs, there are indications that the
private credit markets may not be
meeting the full range of multifamily
credit needs. The loans most likely to be
originated by banks or sold to private
conduits and real estate investment
trusts (REITs) are not secured by
affordable rental units. One market
observer noted, ‘‘* * * while Wall
Street has recently sought to fill
multifamily lending gaps through
conduits, these conduits barely nick the
surface of affordable housing,
concentrating primarily on market-rate
multifamily properties.’’ 48

There are several reasons for the
continued gap in multifamily finance.
First, multifamily mortgages, like small
business loans, lack standardization.
This is particularly true for affordable
housing loans because the
developments often require a mix of
financing sources in order to make the
project affordable to low-income
households. Second, multifamily loans
are also relatively large, making
multifamily mortgage pools more
difficult to diversify than single-family
pools. Third, there is far less
information about the performance of
multifamily mortgages than there is for
single-family mortgages, particularly
those secured by affordable
developments.

(vi) Current Credit Gaps: Property
Types. HUD has anecdotal evidence that
credit shortages exist currently for
certain classes of existing affordable
properties: smaller multifamily

properties (i.e., 5 to 20 unit properties)
in older urban areas, and properties of
all sizes in inner cities in need of
rehabilitation.49 While some may
consider these to be market ‘‘niches,’’
they are not insignificant markets. For
example, small multifamily properties
actually comprise a major component of
the nation’s affordable housing stock:
the 1991 Residential Finance Survey
shows that there were about 470,000
properties in the U.S. with between 5
and 19 units, but only 150,000 with 20
or more units.

Affordable housing for seniors is
another class of properties that the
conventional market has had difficulty
financing. The primary reason for this
difficulty appears to be uncertainty by
the market over the nature of seniors’
housing.50 Compared to other
multifamily rental housing, seniors’
housing is more specialized and non-
homogeneous. It is a currently evolving
product, and investors are especially
uncertain of its financial performance.

Finally, there is inadequate capital to
finance construction of new affordable
units, which usually involve low-
income housing tax credits, in higher-
growth markets.

(vii) Current Credit Gaps: Lending
Terms. Terms of conventional financing
can also restrict access to credit for units
intended for lower-income families. For
example, an obstacle to the financing of
new construction or substantial
rehabilitation of housing for lower-
income families is the inability to lock-
in an interest rate (without payment of
an exorbitant fee) for the permanent
loan. Over 60 percent of outstanding
multifamily debt either carries a
variable interest rate, or will have a
balloon payment due in less than 10
years.

The construction financing for most
new construction or substantial
rehabilitation projects covers both the
actual construction and the initial rent-
up periods, while the interest rate
usually floats until the project has
reached the required occupancy level
and is ready for permanent loan takeout
and possible securitization. The
inability to lock-in permanent rates
without paying prohibitive lock-in fees,
makes it much more difficult to finance
affordable housing because a rate
increase during construction and rent-

up can make an affordable project
infeasible.51 If the GSEs are able to
provide new financial instruments that
include forward rate commitments at
reasonable cost, for example, the credit
gaps for affordable units can be reduced.

(viii) The Impact of Credit Gaps. A
major problem facing low-income
households is that low-cost housing
units continue to disappear from the
existing stock.52 The ability of the
nation to maintain the quality of the
affordable housing stock and to stabilize
inner city neighborhoods depends on
the availability of adequate capital for
small existing properties,
redevelopment projects, and senior
housing.

The current availability of
multifamily credit for certain types of
multifamily mortgages is not a valid
argument that the GSEs are unneeded in
the multifamily credit markets. Rather,
the current competition for multifamily
mortgages on amenity-rich apartments
and the tightening spreads between the
yields of privately issued multifamily
MBS and comparable maturity Treasury
bonds demonstrate the benefits that
increased liquidity in multifamily
markets could provide to the affordable
rental housing market. That is, the
GSEs’ participation in the market can
reduce the cost of capital and ultimately
improve housing quality and/or
decrease rents paid by low-income
families.

(ix) Rentals in 1- to 4-Unit Buildings.
HUD is also aware that a significant
portion of the demand for rental
housing is satisfied by rental units in
properties containing 1 to 4 units. In
1993, about 57 percent of the rental
housing in the nation was in buildings
with fewer than 5 units. However, there
is considerable variation across local
markets in the portion of the rental
stock that is contained in 1- to 4-unit
properties. The New York area, for
example, has only 30 percent of its
rental units in 1- to 4-unit properties,
while Chicago has 46 percent and


