lot of apartment owners can't wait until 2012, It's not hard to see why. If and
when the economy recovers, rental owners will be looking at a perfect con-
fluence of events—a shortage of available entry-level housing units; a boom
in demand driven largely by Millennials; and the ability to push rents to

astronomical highs.

That trough is deep and cavernous, Today, housing starts have
sunk to historical lows, making it nearly impossible to add any kind
of meaningful supply over the next couple of vears. And the current
stock of housing supply—and the impending shortage—belies an up-
tick In demand that has yet to manifest itself. Consider that there's a
simmering Nood of Millennials waiting to strike out on their own, Cur-
rently doubling up, living at home, or still residing in dorms, this de-
mographic group only needs for the economy to get a much-needed
Jolt before it can begin fueling housing demand.

And that has apartment gwners salivating, *T think a spike will oc-
cur in demand,” says David Nischwitz, senior vice president and di-
rector of property redevelopment for Mid-America Apartment Com-
mumnities, a Memphis, Tenn.-based REIT with more than 40,000 units,
“We'll have an absorption opportunity because a lot of new supply is
not put out there, I think 2011 and 2012 could be phenomenal years
for us from a pricing power perspective.’

Indeed, the future seems phenomenal—from a business perspec-
tive, But what about the impact this socially depraved amalgam of
events will have on society? In the first quarter of 2009, average 115,
rents hovered at $1,015 a month, an increase of more than 10 percent
over the past five yvears, according to Carrollton, Texas-based M/FPF Re-
search, The result is a reality in which the average 1.5, worker and his or
her family are forced to spend a disproportionately large share of their
income for shelter. Consider that a recent study found that three-guar-
ters of severely cost-burdened households had low incomes, with a
striking 51 percent of low-income renters and 43 percent of low-income
homeowners paying more than half of their incomes for housing,

Mow the question plaguing most industry observers is: How bad
will it get? And what is the role of the multifamily industry in address-
ing this looming affordability crisis? No one seems to have the an-
swers. And ultimately, that hurts us all.

SPIRALING OUT OF CONTROL

Houslng affordability is a dynarmic entity, It's not just a measure of
how high rents or home prices go but also a glimpse into salaries, life-
styles, and choices. For instance, in a market where $100,000 salaries
are commonplace, rents of $1,500 to $2,000 a month might be consid-
ered affordable. The flip side, of course, is that in recessionary times,
it doesn't matter how much home prices and rents fall—people are
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“It's hard to sit here today—when people see the value of their homes
falling and apartment owners advertising free rent—and get anyone to
believe that we're going to have a housing shortage,” says Tom Bozzuto,
CEO of The Bozzuto Group, a Greenbelt, Md.-based multifamily man-
ager overseeing 28,500 units throughout the Mid-Atlantic. “It's not a

lot of fun right now to be in the apartment business. But, you take

pleasure in knowing that this is the trough of the wave.”

losing their jobs and waking pay cuts.

What's mare, research suggests that the housing “oversupply”
media pundits often discuss doesn't tell the whole story. Oversupply
exists, but not at the price it needs to be. "Even if there is oversup-
ply, it doesn't necessarily equate that those homes are within people’s
budgets,” says Andrew Mooney, executive director of the Local Ini-
tiatives Support Corp. (LISC) Chicago, a New Yorl-based group that
helps community residents transform distressed neighborhoods into
healthy, sustainable communities.

Harvard University’s Joint Center for Housing Studies, consid-
ered one of the foremost authorities on affordability, looks annually
at households with both mederate cost burdens (those that pav more
than 30 percent of their income for housing), as well as severe cost bur-
dens (those that pay more than half of their incomes for housing).

Historically, affordability hasn't been as significant an issue. From
1980, when Harvard first began looking at the problem, to 1990, the
share of households with moderate cost burdens increased 1 percent,
while the share of severely burdened households actually fell by about
0.5 pereentage points. In the "90s, both moderately and severely cost
burdened households rose less than 1 percentage point.

Then came the housing boom. In 2001, the number of severely
cost-burdened families rose to more than 16 percent, while those with
mederate cost burdens jumped to 13 percent—both all-time highs.
By 2007, families with cost burdens jumped by almost 6 percentage
points, topping out above 19 percent, All told, about one-fourth of
Americans faced cost burdens when the housing bubble burst (and
just before interest rates rose on many of their adjustable loans). Put
another way, 17.9 million households had severs cost burdens, while
another 216 million had moderate cost burdens, meaning a whopping
35 percent of the 112.4 million total households in the United States
faced financial hardship of some sort,

The Components of Inventory Change (CINCH] report, based on
the biennial American Housing Survey conducted by the 1.5, Depart-
ment of Housing and Urban Development {HUDY, finds that from 2005
to 2007, the net number of units that renters with incomes at or below
50 percent of AMI could afford declined by a range of 1.5 million to
2 million units. The report attributed three-quarters of the loss to units
becoming less atfordable over the two-year span, while the remainder
of the loss, representing approximately 500,000 units, was attributed
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