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UNDERSTANDING THE SMALL AND MEDIUM MULTIFAMILY HOUSING STOCK INTRODUCTION

INTRODUCTION

esidential buildings containing two to 49 units are a much more common and important

source of housing in the United States than has generally been recognized, especially among

those who rent. For many people, the terms “rental housing” and “apartments” mean large-
scale, often high-rise, developments. The reality is that buildings with more than 50 units account
for less than 10 percent of all rental units. Instead, the overlooked segment of the real estate market,
which we term small and medium multifamily housing (SMMF), has served as a long-run provider
of naturally occurring affordable housing.

Moreover, SMMEF serves as an equilibrating force in the larger market,
allowing people to continue living with a sustainable housing cost relative to
income. Yet, for the past 25 years, construction of SMMF has declined,
relative to historical trends, and old SMMEF buildings are not being replaced
with similar building types. Buildings in this segment are aging out, leading to
a decrease in physical quality.

'This paper, based on our in-depth analyses of public and proprietary datasets,
provides an introduction to SMME, highlighting four main features of these

properties and three takeaways. We focus on SMMFs prevalence in the
overall housing stock, its affordability, its age, and its place in the rental and ownership stock.
Because of SMMF’s critical role in providing affordable shelter, we suggest that policymakers
support the development of financial tools to preserve existing SIMMEF as it ages and reduce barriers
to production of new SMMEF. We also identify unanswered questions and call upon the housing

policy community to join us in further exploration of this critical segment of the housing stock.
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1: SMMF’S PREVALENCE IN THE HOUSING STOCK

mall and medium multifamily properties are ubiquitous throughout the United States,
accounting for 21 percent of the national housing stock and providing homes to 22 percent
of the total population. They are most commonly found in the central cities and suburbs of
major metropolitan areas, where they contribute 34 and 22 percent, respectively, to the total stock
of housing units. SMMF’s presence is most pronounced in the rental stock: SMMF makes up
54 percent of this housing segment.

Urban economic theory predicts higher density development, such as SMMF and “large”
(50+-unit) multifamily buildings, in central cities than in suburbs or rural areas. Consistent
with this prediction, we find that SMMF provides a higher share of all homes in central cities
(34 percent) than in suburbs or rural areas, but even in the suburbs, SMMF accounts for more
than 1 in 5 housing units. Overall, slightly less than half (48 percent) of all SMMF units are
in central cities. Again, this speaks to the broad distribution of these homes across the
landscape — more than one-third of all SMMF units are in the suburbs — and hints at why
SMMF plays a critical role in offering affordable housing choices throughout the country.

Table 1. Percentage of Housing Stock by Building Size by Geography

Building Size (Units)

Geugraphv ------

MSA - Central City 21,469,203

13,467,185 3,430,538 585,589 38,952,516 34.4%
MSA - Suburban 31,481,383 9,687,484 1,477,048 1,578,607 44,224,522 21.9%
MSA - Rural 14,237,411 1,318,885 83,490 1,904,784 17,544,570 7.6%
Non-MSA Urban 7,137,597 2,381,591 225,233 648,714 10,393,134 23.1%
Non-MSA Rural 16,328,341 1,147,892 31,582 4,209,579 21,717,394 5.5%
Total by Unit Type 90,653,934 28,003,038 5,247,891 8,927,274 132,832,136 21.1%

Source: 2013 American Housing Survey
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Figure 1: Building Categories by Tenure Type

SMME Rentals are 54% of All Rental Units
\
Rented 13% 9% 4%
Owned 88% 7%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Percent of Housing Stock Category
Units: m1 m2 m34 59 ®m10-19 ®m20-49 ®m50+ H Mobile Home

Source: 2013 American Housing Survey

SMMF is a crucial source of housing for renters, as indicated in Figure 1, which shows the
distribution, as of 2013, of the national housing stock by building size and tenure. SMMF
buildings contain a higher share (54 percent) of the rental housing stock than do single family
houses (34 percent) or large multifamily buildings with 50 or more units (9 percent). As the next
section of this paper shows, while rental affordability has largely been treated as a multifamily
problem, our findings suggest affordability is a more nuanced issue and properly understanding it
requires further segmenting of multifamily properties. Even within SMME, distinctions may be
helpful, as buildings with 2 — 19 units, which we consider to be smaller SMME, account for 45
percent of the total rental housing stock. While the overwhelming majority of owner-occupied
units are single-family (88 percent), with a modest share comprised of mobile homes, RVs, boats,
etc. (7 percent), there are still many more owner occupants in 2 — 49-unit buildings than in large

condominiums or cooperatives.
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2: SMMF’'S AFFORDABILITY

n average, SMMF provides homes to the lowest-income households. This is true for both

units that are owned and rented, while single-family and large multifamily properties in

both categories have higher-income residents. In particular, buildings with 2 — 19 units

house the most low-income households. SMIMF overall has an outsized concentration of subsidized

units: Despite accounting for 21 percent of the national housing stock overall, it has more than

55 percent of all subsidized units.

Figure 2: Rent per Unit (weighted average out of total rental stock)
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Source: 2013 American Housing Survey

Smaller SMMF forms the most affordable segment of the housing stock. Nationwide, the

average rental unit’s monthly rent was $833, according to 2013 data. As shown by the

distribution of rents in Figure 2, 40 — 49 and 50+-unit buildings had the most expensive

average rents. Conversely, the most affordable rents are in buildings with 2 — 9 units. (On a

per square foot basis, single-family homes are the least expensive of any building type, but the

low cost per square foot is more than offset by the much larger size of the homes.)
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2: SMMF’S AFFORDABILITY

Table 2: Household Income by Tenure Group by Building Types

Average Annual Income

Units per

Structure

1 S 43,691 S 80,163
_ S 33,465 S 72,062
“ S 33,164 S 63,932
“ S 33,258 $ 76,505
m S 35976 $ 68,856
m $ 37,906 S 58,056
m S 371928 $ 96,426
- S 36,421 $ 73,009
“ $ 40,812 $ 89,941

Source: 2013 American Housing Survey

Table 2 shows the average annual household income of those living in different building sizes.
Income distribution by building size is basically U-shaped for both renters and owners, with
the wealthiest households living in the 1- and 50+-unit buildings and the poorest living in
SMMEF. Within the SMMF category, structures with fewer than 10 rental units have the

lowest-income residents.

Table 3: The Number and Percentage of Subsidized Housing by Building Type

Number of Housin

4,790,383 35,862,216

976,929 2,481,070 1,332,390 b0l o
247,131 848,604 128,549 dizad. o SRS
(26 %) (41 %)
639,304 1,328,356 739,377 2707004 L2353 1ol
(56 %) (51 %)
859,069 2,760,895
50+ unit 90,495 304,110 464,464 ! L
- (18 %) (8%)

Source: 2013 American Housing Survey

Table 3 shows the number of housing units receiving government assistance in three

mutually exclusive forms. Of these subsidized units, 56 percent are located in SMMF

buildings, 26 percent in 1-unit buildings, and 18 percent in large 50+-unit buildings.
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Table 4: Household Income Bands by Building Size

Building Size (Units)

Income band ” SMMF
1 2 34 5-9 10-19 20-29 30-39 40-49 50+ Total

(K only
0-10K 28% 11% 13% 15% 13% 5% 3% 2% 11% 100% 60%
10-25K 34% 9% 12% 14% 13% 5% 2% 2% 10% 100% 56%
25-35K 38% 9% 12% 12% 13% 5% 3% 1% 7% 100% 55%
35-50K 41% 9% 10% 13% 12% 5% 2% 1% 7% 100% 51%
50-75K 44% 7% 9% 12% 13% 5% 3% 1% 7% 100% 49%
75-100K 45% 6% 9% 10% 13% 5% 2% 2% 9% 100% 46%
100K+ 49% 6% 8% 9% 8% 4% 2% 2% 12% 100% 39%

Source: 2013 American Housing Survey

The median renter household income in 2013 was just shy of $33,000". Table 4 shows that
SMMF is a crucial source of housing for renters in the bottom half of the income distribution.
Among renters with the lowest incomes — those making less than $10,000 annually —

60 percent live in SMMEF. Similarly, the segment also houses the majority of renter households
in the $10 — 25,000, $25 — 35,000 and $35 — 50,000 income bands. In contrast, SMMF units

house a much smaller share of rental households making above $100,000 in annual income.

1 Table B25119, U.S. Census Bureau, 2013 American Community Survey
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3: AGE OF THE SMMF STOCK

ecause of the importance of SMMF for low- and moderate-income households, the

long-term viability of the stock matters. It is therefore worrisome that the construction of

SMMEF has slowed in recent decades. While a boom in the construction of SMMF
happened in 1970s and 1980s, its share of new construction has subsequently declined
significantly, even as the retirement of older SMME from the stock is accelerating. Consequently,

SMMF is, on average, much older than large multifamily properties.

Figure 3: Percent of Existing Units Built by Decade by Building Category
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Source: 2013 American Housing Survey

Figure 3 shows, by decade of construction, the distribution of existing single-family, SMMF and
50+-unit buildings. While the construction of existing SMMF and 50+-unit buildings rose over
time until 1970s, starting in 1990, the new construction of SMMF has lagged significantly
compared to that of single-unit and 50+-unit buildings. Of the existing units, SMMF accounted
for more than a quarter of all units built in the 1970s and 1980s, but since 1990, it has only

represented about 15 percent of new construction.
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3: AGE OF THE SMMF STOCK

Figure 4: Distribution of SMMF Properties Built in Cook County, Ill., Over Time
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Turning from national survey data to a parcel-level dataset, we see that the national pattern holds
true in Chicago. Figure 4 shows the number of existing SMMF properties in Cook County by year
built. Similar to national trends, SMMEF construction peaked in the mid-1920s and saw a modest
resurgence in the 1960s and 1970s, but has substantially declined since 1980. As a result, many of
the buildings from the height of the last SMMEF construction boom are approaching 100 years old.

Figure 5: Comparison of Rents by Decade Built and Building Type (Weighted Average)
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As might be expected, we find that newer buildings command higher rents than older ones
across the country. SMMF has the lowest rents compared to single-family or large buildings
created in the same decade, going back as far as buildings built in the 1950s. A slight rent
premium ($30 — 100 per month) exists for older SMMEF buildings and for 50+-unit buildings
(built in the 1930s or prior) relative to rents for the average-aged SMMF building. In contrast,

older 1-unit rentals command significantly lower rents.

Table 5: Detailed Rents by Decadal Cohort (Weighted Average)

Building Size (Units)

$718 5760 $811 5790 $994 $1,067 $926 $1,097 $1,027
$719 $822 $878 $835 $1,003 $1,081 $1,039 $1,050 $1,084
$727 $801 $752 $876 $845 $949 $1,095 $1,033 $1,097
$747 5782 $811 S775 $853 $830 $783 $952 $1,071
3842 5755 5793 5822 5734 5764 $862 51,010 $1,003
$868 $719 $780 $758 5783 $822 $881 $932 $876

$861 $698 $698 $711 $740 $710 $746 $891 $827

$903 $745 $695 $751 $800 $819 $865 $842 $935

$894 $676 $677 $840 $912 $812 $793 $747 $1,064
$1,060 $798 $968 $817 $955 $946 $923 $1,004 $1,202

Source: 2013 American Housing Survey

Generally, newer and larger buildings command higher rents. Many SMMEF size categories
follow a U-shaped rent pattern: older buildings (pre-1940) and newer buildings (1990s and later)
have higher rents, while SMMF buildings 30 to 80 years of age are less expensive. This is broadly
consistent with the filtering hypothesis, which posits that as buildings age, rents decrease,
allowing them to transition to providing housing for lower-income households. It is likely that
rents are high in very old buildings (older than 80 years) because of their historical or
architectural value and/or selective non-demolition. In other words, if very old buildings were in
poor quality and lacked historical or other significance, they were more likely to be demolished

and thus not show up in the data.
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Table 6: Comparison of Percentage of Severely Housing quality decreases with time for all
Inadequate Units by Building Size and three building categories, but multifamily
Decade Built housing shows a higher absolute degree of

severe inadequacy than 1-unit buildings, as
. --- shown in Table 6. Single-family units have

higher absolute quality on average than

2.7% 5.3%
1.9% 5.3% 8.2% SMMEF units in every time period. Over
ARt Lk DR time, however, these single-family units
1.9% 31% 3.2%

decline in average quality at a faster rate
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1.7% 3.6% 2.8%
than SMMEF units. Viewed as a ratio of

1.6% 3.0% 3.1%

A e B new vintages to old vintages, the proportion

0.9% 1.9% 2.3% of severely inadequate new buildings

0.5% 1.3% 3.0% (post-2000) to old buildings (pre-1919) is
present 0.3% 1.1% 1.6% 1:5 for SMME, and greater than 1:8 for

Source: 2013 American Housing Survey 1-unit and 50+-unit buildings.

4. OWNER-OCCUPIED SMMF UNITS

ost of this analysis has focused on the important role that SMMTF plays in the rental

market. While SMMF accounts for only a small share (4 percent) of the overall

owner-occupied housing stock, we do find interesting geographic concentrations of
owner-occupied SMME;, with 2 — 4-unit buildings more common in the New England, Chicago
and South Florida metro areas. South Florida is also an outlier with respect to the concentration

of owner occupancy in 5 — 49-unit buildings.

Compared to rental units in similarly sized buildings, however, owner-occupied units have more
rooms (usually by a half-bath, on average) and greater overall square footage. While rents per square
foot tend to rise as buildings get larger, per-square-foot valuations for owner-occupied units do not
follow the trend closely, with per-square-foot valuations for homes in 3 — 4-unit buildings roughly
20 percent below 2- and 5 — 9-unit buildings. Just as SMMEF buildings tend to have lower-income

renters than single-family or 50+-unit buildings, homeowners in SMMF buildings also have lower

median incomes than single-family owners or owners of units in large buildings.
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KEY POLICY TAKEAWAYS

he majority of America’s largest, most productive cities are experiencing rapidly rising rents,

and the size of the population facing significant housing cost burdens is growing.

Moreover, evidence indicates that the rise in cost-burdened households is not limited to
coastal metropolitan areas or other “hot” markets. This paper indicates the extent to which
SMMF matters for renters and homeowners. Because these buildings are the most affordable
segment of the housing stock, they are playing, and will continue to play, a crucial role in
providing reasonably priced housing. Policymakers must understand that role and begin to
consider the best approaches to both preservation and production of SMMEFE. We must preserve
and expand the affordable stock to meet current needs even as we encourage the market to
produce more housing which, with time, will become affordable. Here, we present three policy

implications of the trends in SMMF to start the much-needed conversation.

Takeaway #1: Production of SMMF Must Be Simplified and Expanded
Communities should have the flexibility to produce more SMMEF units when
needed. The current low rate of production suggests that the construction of
affordable units is not keeping up with the demand of low-income renters. While
there are many reasons why SMMEF is not built in particular places, policymakers
should not stand in the way of building this type of housing when it can help
communities, and they should offer incentives for more production to overcome

market failures that are clearly occurring in many areas. Streamlining regulations to

expand the supply of smaller buildings can improve longer-term affordability.
SMMEF properties have exhibited a greater likelihood of becoming more affordable as they age
than other building categories, so the relative lack of new construction over the past few decades

may indicate future challenges to the supply of market-rate affordable units.

Takeaway #2: New Tools Must Be Created to Encourage Preservation and Financing of SMMF
Again, given the production gap, preserving existing SMMF is critical to broader affordability in
the rental market. The loss of this crucial stock due to age and deterioration will increase pressure on
rents and displace lower-income families. Communities should be given the necessary capital and
financing tools to rehabilitate and preserve SMME when they determine such units are the best
way to maintain affordable housing options. Due to the age of this segment of the housing stock,
preservation requires investment, but existing financing tools don't easily work for smaller properties
seeking to retain more affordable rents. Developing and funding tools that encourage preservation

of affordable SMMF is critical to protecting these underappreciated sources of affordable housing.

]}
ENTERPRISE COMMUNITY PARTNERS, INC. | 11



KEY POLICY TAKEAWAYS

Takeaway #3: Additional Research on SMMF Is Needed

We need more research on SMMEF housing. Considering the importance of the segment of the
housing stock we documented above, we remain surprised that researchers and policymakers have
focused so little on the SMMF segment. Many questions remain. Where are these buildings
located within metro areas? Why has their production declined in recent decades? What is the
best way for communities to leverage their affordability to foster efficient and equitable market
outcomes? We will continue studying these issues, and we encourage the rest of the housing
policy community to join us in this pursuit. As we begin to answer these questions, we hope to be
able to identify opportunities to preserve and expand the supply of SMMF buildings that offer
greater affordability than other building types, both after they are newly built, and also over time.

REFERENCES
These takeaways are based on our working paper “Small and Medium Multifamily Housing Units:
Affordability, Distribution, and Trends.” Please see this paper for more information on the

data sources and analysis methodology. It is available in the Enterprise Resource Center,
http://bit.ly/2n1OLj7.
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