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Naturally Affordable  

Housing is generally considered affordable if total housing costs do not exceed  
30 percent of an individual’s gross income. This is really more of a programmatic 
definition than a practical one; it is a helpful measure for setting subsidized rents 

and utility allowances for low-income families that are lucky enough to live in LIHTC or 
Section 8 housing. 
 But this definition doesn’t take into account the myriad of other factors that aren’t 
“technically” regarded as housing costs but effect affordability. Transportation and 
commuting costs, for example, are not considered in this formula. Yet many families can 
only find affordability in the suburbs and exurbs or in neighborhoods without easy access 
to mass transit and, as a result, getting to work makes their housing more expensive. 
 The subsidized market is only a small part of the affordable housing landscape. 
According to data from the CoStar Group, subsidized housing only represents about eight percent of the overall 
rental market. Although it may be a little more of the total rental stock if you include market rate apartments that 
accept portable vouchers. 
 So most low and moderate income renters don’t live in subsidized housing. There simply is not enough 
supply to meet demand. Many of these renters are in the “workforce housing” income band—they are severely 
housing- cost- burdened but earn too much to qualify for subsidy. 
 So where do they all live? 
 Many of them live in the approximately 5.6 million units of “Naturally Occurring Affordable Housing” or 
“NOAHs.” The rents in these apartments are affordable to low-income families because the apartments are older 
and of lower quality. The amenities and features tend to be very limited and the neighborhood characteristics and 
qualities can be pretty variable. It’s functional housing and it is at risk. Residents living in NOAHs in desirable locations 
are facing rising rents while those living in NOAHs in impoverished neighborhoods confront deterioration. 
 As a society and as an industry, we need a concerted strategy to preserve these properties as affordable, but 
given the private nature of the product we lack the regulatory levers necessary to do so. Society needs to increase 
the supply of these units but we are not building them because regulatory barriers make it cost prohibitive to 
build at this price point absent subsidy in most markets. 
 Fortunately, there is a lot of innovation around the edges of this market that could change this dynamic. For 
example, Senator Ron Wyden has proposed a workforce housing credit that, if enacted, could be a great resource 
to preserve and increase these units. Local programs in Massachusetts and New York City are similarly leveraging 
“lighter” subsidies to encourage building new workforce units.
 Meanwhile, mission-oriented private equity acquisition funds operated by Enterprise Community Partners, PNC, 
Housing Partnership Network, as well as CDFI’s, like CIC, LIF and others, are a promising source of capital active in 
this space. A recent paper published by the American Enterprise Institute (Economical Rental Housing For Com-
munities that Work) suggests that a combination of cost-effective land use regulation and more efficient design, 
construction and management practices might be another way of encouraging more naturally affordable housing.
 As our industry matures and becomes more competitive, diversification of income sources beyond developer 
fees and an increased emphasis on cash-flow are on many of our members’ minds. Industry data has found that as 
an investment opportunity, NOAHs actually compare pretty favorably to higher end rentals. Historically, vacancy 
is low and rent growth is surprisingly strong. A skilled developer can create many operational efficiencies through 
property management economies of scale and strategic energy investments. 
 While we do not want to lose focus on our core mission and business model, it is important that we also 
expand the preservation and production conversation beyond our highly specialized space. 
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 The asset class under our noses

In early October, the Urban Land Institute’s (ULI) Terwil-
liger Center for Housing and the National Association 
of Affordable Housing Lenders (NAAHL) co-hosted a 

day-long symposium/roundtable on what we decided by 
the end of the day just might be an emerging asset class 
whose preservation is integral to the success of America’s 
cities and the urban economy. We called it NOAH, Natu-
rally Occurring Affordable Housing, and using as our base 
of discussions fantastic big data accumulated by CoStar1, 
we spent six intense hours identifying facts, discovering 
implications, and contemplating a way forward.

Facts: 70 percent more rentals than the entire 
affordable inventory?

 Of America’s 42.8 million rental units2, 3.3 million are what 
you and I would call ‘affordable housing’ – governmen-
tally influenced with rent regulation or subsidy.  Another 
23.5 million (55 percent of the rental inventory) are in 1-4 
apartment properties3, leaving 16.0 million of what we can 
call the ‘investable’ rental inventory. CoStar then classifies 
all these properties using not the traditional market-adjusted
A-B-C-D, but a location-independent physical-attributes 
star system (analogous to hotels) ranging from 5-star 
(highest) to 1-star (lowest). While the better LIHTC prop-
erties are 3-star, for the sake of comparison CoStar limited 
its analysis to 1-star and 2-star properties4, of which CoStar 
counts 5.5 million. 
 That’s right, America has 70 percent more 1-star and 
2-star conventional NOAHs than it has all governmental-
ly-affordable housing. Of these, the data showed other 
striking if explicable findings:
1. The NOAH inventory is old, built mainly in the 60s 

and 70s and by inference not substantially rehabbed 
since then. 

2. Unlike the luxury 
(4-star and 5-star) 
properties, which 
are concen-
trated in larger 
developments, 
the NOAH 
inventory is 
evenly distribut-
ed among 5-9 
unit buildings, 
10-19, 20-49, 50-99, 100-199, and up, with each band 
representing roughly one million apartments. 

3. The NOAH inventory is anti-concentrated; the largest 
owner CoStar identified has 11,000 apartments (a 
0.2% share of the national market), and the 25th 
largest has 3,000.

4. The NOAH inventory is becoming less affordable. In 
the three years from 2013 to 2016, rents rose 7.8 percent 
relative to median income.

5. NOAHs also represent much of the dwindling stock of 
larger (3-BR and 4-BR) apartments. Four decades of 
favoring 1-BR’s and 2-BR’s in both conventional and 
affordable development makes the bigger, older apart-
ments rare, hence in demand.

6. For most big American cities5, the aggregate market 
capitalization of its metropolitan NOAH inventory is 
substantial: Boston, in tenth place nationwide, has $8 
billion of NOAHs; Denver (ranked 19th) has $4 billion, 
and San Diego (ranked 4th) has $21 billion.

Implications: Essential national infrastructure 
disappearing under pressure?

 Three decades of LIHTC-dominated practice have remade
the affordable-housing financial ecosystem to be LIHTC- 
congenial, and unintentionally uncongenial to NOAH’s, 
which are materially different in three interlocking ways:
1. Physical configuration. The prevalence of smaller 

properties assures that even the medium-scale NOAH 
owner-operators will have multiple discrete buildings, 
often in clusters of scattered sites.  Heterogeneity of 
street address, shell, HVAC, layout and configuration 
means these are high-complexity assets even as they 
are smaller-dollar-value apiece.  A regulatory overlay 
would smother them in standardization.

1 CoStar (http://www.costar.com/), a national real estate market-analytics
firm, has built a national platform to capture highly granular data, including 
scrapes via its subsidiary Apartments.com (http://www.apartments.com/), 
covering roughly 400,000 rental properties ranging in size from the largest 
down to 5-9’s.  
2 Unless otherwise referenced, all statistics in this article are from the 
CoStar presentation. For a copy, email me at dsmith@recapadvisors.com.  
3 Census data; CoStar does not track it.
4 They showed photographs of representative properties in the various 
categories. 1-stars look like your typical older urban low-end conven-
tional property, while 2-stars would be right at home in the older assist-
ed inventory of §221d3, §236, §221d4, and §515.
5 Los Angeles ($115 billion) and New York City ($160 billion) are conspic-
uous outliers, but they always have been.
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6 Myself included.  Mea maxima culpa.

2. Owner/operator model. Older, conventional, smaller, 
anti-concentrated, NOAHs are often operated by 
people who aren’t just the owners, they’re the principal 
employees. Though these properties will produce tax 
losses, they go to waste because the passive loss rules 
make them largely useless for the owner/operators and 
impractical to syndicate. In making extinct the older tax 
shelters, the 1986 Tax Reform Act also unwittingly killed 
off the professional smaller conventional owner-operators 
by depriving them of resources. 

3. Financing. Because they are older urban properties, 
NOAHs often have a commercial/retail ground floor and 
may have an owner-operator living in one of the apartments. 
Three income sources makes them hard to underwrite, and 
tends to disqualify them from the triopoly of secondary- 
market liquidity sources (Fannie Mae, Freddie Mac, FHA).  

 For NOAH’s to be a proper asset class, all three of these 
elements have to work replicably, and currently none of 
them do. NOAH’s are capital-disadvantaged, which goes a 

long way to explaining why the preservation-related efforts 
of many national-leading innovators – many of whom were 
present as highly valuable contributors during the day-long 
session – are both so urgent and so complex to do.

A way forward: what makes an asset class?

 Thirty years ago, when the ink was scarcely dry on the 
1986 Tax Reform Act, LIHTC wasn’t an asset class, it was 
a consolation prize whose viability many of us doubted6.  
Today it’s not only an asset class, but big business with 
scaled swift sophisticated capital flowing from the nation’s 
largest and most visible financial institutions to small-scale, 
high-touch properties everywhere in the country.  
 NOAH’s aren’t a national problem: they’re a metropoli-
tan problem occurring nationwide. They’re an endangered 
species, and for their survival, and the health of America’s 
cities and our urban economy, they need to become a 
recognized preservation asset class.


