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ABSTRACT 
 
The Low-Income Housing Tax Credit (LIHTC) is the nation's dominant affordable housing 
production instrument, yet its architecture, routing subsidy through the tax code rather than direct 
appropriation, introduces a structural asymmetry whose fiscal consequences this thesis examines: 
the federal government determines the corporate tax rates, competing credit provisions, and bond 
financing rules that govern investor demand for LIHTC equity, while municipalities bear the 
residual fiscal burden when credit prices erode. Using New York City as its primary case study, 
this thesis traces how post-2016 pricing pressures, driven by corporate tax reform, the expansion 
of competing renewable energy credits, and the reduction of the bond financed-by test, have 
compressed equity bids to approximately $0.85 per credit dollar nationally as of mid-2025, 
generating per-unit shortfalls of $14,000 to $27,000 and aggregate citywide financing gaps of 
$42 million to $81 million annually under moderate to severe price-shock scenarios. The central 
finding is that HPD and HDC function as de facto shock absorbers for federal tax-policy 
decisions over which the municipality exercises no authority and that resolving this 
authority-incidence asymmetry requires federal acknowledgement that the cost of underpriced 
tax credit equity is borne not by the Treasury that forgoes the revenue but by the cities obligated 
to replace it.  
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TERMINOLOGY 
 
Federal Programs and Legislation 
 
LIHTC – Low-Income Housing Tax Credit 
CRA – Community Reinvestment Act (1977) 
HOME – HOME Investment Partnerships 
Program 
ARRA – American Recovery and Reinvestment 
Act (2009) 
HSTPA – Housing Stability and Tenant Protection 
Act (2019) 
IRA – Inflation Reduction Act (2022) 
IRC – Internal Revenue Code 
OBBBA – One Big Beautiful Bill Act (2025) 
PATH Act – Protecting Americans from Tax Hikes 
Act (2015) 
RAD – Rental Assistance Demonstration 
TCAP – Tax Credit Assistance Program 
TCJA – Tax Cuts and Jobs Act (2017) 
TRA86 – Tax Reform Act of 1986 
 
Federal Agencies and Regulatory Bodies 
 
FDIC – Federal Deposit Insurance Corporation 
FHFA – Federal Housing Finance Agency 
FRB – Federal Reserve Board 
GSE – Government-Sponsored Enterprise 
HUD – U.S. Department of Housing and Urban 
Development 
IRS – Internal Revenue Service 
OCC – Office of the Comptroller of the Currency 
 
New York State Agencies 
 
HCR – New York State Homes and Community 
Renewal 
HFA – New York State Housing Finance Agency 
 
New York City Agencies 
 
HDC – New York City Housing Development 
Corporation 
HPD – New York City Department of Housing 
Preservation and Development 
IBO – New York City Independent Budget Office 
NYCHA – New York City Housing Authority 
RGB – Rent Guidelines Board 

 
 
NYC and NYS Subsidy Programs 
 
PAB – Private Activity Bond 
GO – General Obligation Bond 
HTF – Low-Income Housing Trust Fund 
IAI – Individual Apartment Improvement 
MCI – Major Capital Improvement 
PBV – Project-Based Voucher 
SLIHC – New York State Low-Income Housing 
Tax Credit 
 
Financial and Deal Structure Terms 
 
AMI – Area Median Income 
DDA – Difficult Development Area 
DSCR – Debt Service Coverage Ratio 
ELI – Extremely Low Income 
GP – General Partner 
IRR – Internal Rate of Return 
LP – Limited Partner 
NOI – Net Operating Income 
QAP – Qualified Allocation Plan 
QCT – Qualified Census Tract 
TDC – Total Development Cost 
 
Research and Data Organizations 
 
CRS – Congressional Research Service 
GAO – U.S. Government Accountability Office 
JCHS – Joint Center for Housing Studies (Harvard 
University) 
NYCHVS – New York City Housing and Vacancy 
Survey 
NYHC – New York Housing Conference 
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 0.1 INTRODUCTION 

 

 

Figure 1: LIHTC Program Funding vs NYC 4% Housing Production1 

 

In 2025, the Joint Committee on Taxation estimated that the federal government would forgo 

$14.4 billion in tax revenue through the Low-Income Housing Tax Credit (LIHTC) program, a 

sum exceeding the combined appropriations of all other federal housing subsidies. This amount 

does not appear on any HUD appropriations bill and is not subject to annual congressional 

approval. Since its enactment under the Tax Reform Act of 1986, LIHTC has financed over three 

million rent-restricted rental units and has become, by quantitative measures, the nation’s most 

significant production instrument for affordable housing, supporting approximately half of all 

federally assisted rental homes and nearly all new income-targeted construction. However, the 

program’s architecture contains a structural peculiarity that distinguishes it from the direct 

expenditure program it replaced: LIHTC is structured as a tax expenditure rather than a direct 

appropriation. Congress defines a stream of tax credits whose statutory formula–comprising 

1 Figure by Author. Data Sources: NYC Open Data and Novogradac, 2026. 
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eligible basis, applicable fraction, applicable percentage, and qualified allocation–determines the 

nominal credit allocation, but not the realized monetary value that enters a project’s capital stack. 

The equity a project ultimately receives depends on the market price per dollar of tax credit, 

which is influenced by corporate tax policy, investor tax liability, competing tax-advantaged 

instruments, Community Reinvestment Act compliance obligations, and macroeconomic 

conditions. These factors are determined in legislative and market arenas largely disconnected 

from housing policy deliberations. 

 

The volatility of this pricing process has two key implications for the subsequent analysis. First, 

the statutory formula for converting development costs into nominal credits places a ceiling on 

potential subsidy rather than guaranteeing realized equity. Thus, the effective subsidy intensity of 

a LIHTC allocation fluctuates with investor demand in ways that neither developers nor housing 

finance agencies can anticipate or control. Second, the risk of declining credit prices over time is 

not borne by the federal government, which created the program and established its parameters. 

Instead, this risk is transmitted through financial markets to projects and, ultimately, to the state 

and local housing systems that rely on LIHTC as the financial backbone of their affordable 

housing pipelines. Over the past decade, the price of LIHTC has faced sustained downward 

pressure from several reinforcing factors: the Tax Cuts and Jobs Act of 2017 reduced the federal 

corporate tax rate from 35 percent to 21 percent, diminishing the value of the depreciation 

deduction that constitutes a significant component of investor returns; the Inflation Reduction 

Act of 2022 substantially expanded renewable energy and climate-related tax credits, creating 

competing instruments through which corporations can satisfy tax-liability offsets at superior 

yields; additionally, the permanent reduction of the bond “financed-by” test from 50 percent to 

25 percent of aggregate basis, codified under the One Big Beautiful Bill Act of 2025, expanded 

the potential supply of 4% credits without ensuring a corresponding increase in investor demand 

or complementary subsidies. Collectively, these developments have contributed to a national 

repricing environment in which 4% credit-equity bids have declined from levels exceeding $1.00 

per credit in strong markets to approximately $0.85 as of mid-2025. The fiscal consequences of 

this decline fall not on the federal treasury, but on the municipal agencies responsible for 

maintaining affordable housing production. 
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New York City is particularly vulnerable to these dynamics. The city’s affordable housing 

production strategy relies extensively on 4% LIHTC paired with tax-exempt private activity 

bonds issued by the Housing Development Corporation (HDC) and state entities. This structured 

financial product that forms the foundation of large-scale new construction and preservation 

transactions administered by the Department of Housing Preservation and Development (HPD) 

and HDC. New York State has already used nearly its entire private activity bond volume cap for 

housing, with HDC alone carrying approximately $17.3 billion in outstanding bonds as of 

December 2024 and routinely projecting exhaustion of its statutory bond authority within each 

allocation cycle. This condition renders the 4% credit channel a quasi-competitive instrument, 

despite its statutory characterization as an as-of-right entitlement. When LIHTC prices decline in 

this context, the same statutory credits generate less equity for each prospective project. The 

resulting financing gap must be filled by additional HPD and HDC subsidies drawn from general 

obligation bonds, corporate reserves, and other constrained municipal resources, or absorbed 

through higher leverage, reduced project scope, shallower affordability targeting, or outright 

cancellation of transactions that no longer achieve feasibility. At the pipeline level, these 

per-project equity shortfalls aggregate into a local fiscal burden whose magnitude scales with the 

city’s production volume and whose incidence is concentrated on a city budget already operating 

near its constitutional debt limit. 

 

This thesis adopts a fiscal federalism perspective to analyze how the burden of national, 

tax-driven price shocks in a federal tax-credit program is ultimately borne by municipal fiscal 

resources, particularly in a large, high-cost jurisdiction that has structured its affordable housing 

apparatus around 4% LIHTC and private activity bond (PAB) financing. The central argument is 

that in New York City’s current system, characterized by full utilization of PAB volume cap, 

binding reliance on 4% LIHTC, constrained revenue growth under the Housing Stability and 

Tenant Protection Act’s rent-regulation framework, and finite local capital resources, most 

LIHTC price risk is effectively transmitted from the federal tax system onto city agencies and the 

city budget. As a result, HPD and HDC function as de facto shock absorbers for federal 

tax-policy decisions over which the municipality exercises no authority, yet for which it bears 

full political accountability regarding housing outcomes. The analysis proceeds in three parts: 

Chapter I establishes the statutory architecture, policy objectives, and structural vulnerabilities of 
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the LIHTC program as enacted and subsequently modified; Chapter II examines the investor 

landscape, pricing mechanics, and national-level forces that have driven the post-2016 decline in 

credit valuation; and Chapter III traces the transmission of these national dynamics into New 

York City’s 4% pipeline, quantifying project-level and citywide fiscal incidence under plausible 

price-shock scenarios and assessing the feasibility of gap-filling options available to a 

municipality whose subsidy instruments, while substantial in absolute terms, are structurally 

insufficient to absorb sustained erosion in the federal program’s effective value. 

 

0.2 LITERATURE REVIEW 

 

As LIHTC operates through archaic tax laws, closed-door syndication markets, and black box 

CRA regulatory frameworks rather than direct appropriation, its primary documentation resides 

in IRS guidance, federal financial regulatory publications, and the practitioner literature of the 

syndication industry rather than in peer-reviewed journals. The result is a literature whose 

authoritative center of gravity lies in government research reports, industry publications, and 

applied research center analyses, with peer-reviewed scholarship concentrated disproportionately 

in the aftermath of the 2008 financial crisis. The post-2016 structural repricing, which operates 

through different mechanisms and has not produced the same acute project stalls, remains largely 

undocumented in the academic records. Therefore, this thesis draws primarily upon statutory 

sources, government research reports, industry data publications, practitioner interviews, and 

administrative datasets, treating academic literature as a contextualizing layer rather than the 

primary institutional record.  

​

 Theoretical Foundations: Fiscal Federalism 

 

Fiscal federalism is the study of how responsibilities and financial burdens should be divided 

among levels of government. Its central concern is not whether government should provide a 

given public good, but which level of government should provide it, who should pay for it, and 

what happens when those two questions yield different answers. The theoretical framework 

draws upon the classical fiscal federalism tradition, whose most comprehensive contemporary 

treatment is Wallace E. Oates’s 2008 Essay “On the Evolution of Fiscal Federalism: Theory and 
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Institutions,” which reviews the development of two distinct intellectual strands. The 

first-generation theory, organized around the “Decentralization Theorem,” holds that 

decentralized provision of local public goods is welfare-superior to centralized uniform 

provisions when preferences and costs vary across jurisdictions, on the grounds that local 

governments and tailor outputs to constituent demands in ways that a single national standard 

cannot. The more recent second-generation theory, which incorporates political economy 

considerations and empirical evidence on intergovernmental grant behavior, recognizes that 

decentralized actors do not always behave as efficient local welfare.2 

​

The framework becomes analytically powerful for this thesis through the concept of fiscal 

incidence, which asks not merely who writes the check for a given public program but who 

ultimately bears the economic burden when that program’s cost shifts. In a multi-level system, 

the government that authorizes a program and the government that absorbs its cost overruns are 

not always the same, and fiscal incidence analysis identifies where the residual burden lands 

when they diverge. Applied to LIHTC, the question is straightforward: when federal tax-policy 

decisions reduce the equity generated by a credit allocation, which level of government fills the 

gap? When a higher level of government makes policy decisions that impose financial costs on a 

lower level, the theory identifies that arrangement as a structural inefficiency. The corrective 

mechanism Oates prescribes is the intergovernmental grant, specifically a matching grant that 

forces the higher government to internalize some share of the costs its decision creates rather 

than passing them entirely to the jurisdiction below. 

  

The application of this framework to federal housing programs is developed in Driessen and 

Hughes's Congressional Research Service (CRS) report, Fiscal Federalism: Theory and 

Practice. The article establishes the analytical vocabulary for decomposing the costs and 

responsibilities of multi-level programs by identifying the conditions under which federal 

statutory authority combined with local implementation responsibility generates a 

cost-externalization dynamic, which constitutes the closest available theoretical antecedent for 

2 Wallace E. Oates, "On the Evolution of Fiscal Federalism: Theory and Institutions," National Tax Journal 61, no. 2 
(June 2008), 313-17. 
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the fiscal incidence analysis in Part III.3 LIHTC fits this description precisely: the federal 

government captures the political credit for authorizing a large and visible affordable housing 

program while externalizing the fiscal risk of credit price deterioration onto municipal agencies 

whose budgets, unlike the federal treasury, are constrained by constitutional debt limits, 

competing capital demands, and the political accountability that housing production shortfalls 

generate at the local level. 

  

Academic Scholarship 

  

The peer-reviewed literature on LIHTC is most accurately characterized not by its depth but by 

its distribution, clustering around the program's production outcomes and neighborhood effects 

while leaving the financing mechanics, equity pricing dynamics, and intergovernmental fiscal 

consequences that constitute this thesis's analytical core comparatively underexplored. The most 

comprehensive recent synthesis is Yiwen Kuai's 2024 article in Housing Policy Debate, which 

surveys the accumulated literature across production outcomes, neighborhood effects, tenant 

characteristics, and policy design, finding broad consensus that LIHTC constitutes an 

indispensable production instrument while explicitly identifying the 4% credit channel, state tax 

credits, and the financing complexity of layered transactions in high-cost markets as domains 

where scholarly understanding remains underdeveloped.4 That gap is analytically significant for 

this thesis insofar as the 4% program's interaction with private activity bond volume caps and the 

financed-by test represents the primary transmission pathway through which national pricing 

dynamics reach New York City's fiscal accounts. 

  

Stamm and LaJoie's Tax Foundation overview provides the standard programmatic reference for 

the program's statutory architecture and syndication mechanics, tracing its legislative lineage 

from the Tax Reform Act of 1986 through subsequent modifications and documenting the credit 

calculation, compliance structure, and the limited partnership model through which tax benefits 

pass to investors, establishing the foundational institutional description against which the pricing 

4 Yiwen Kuai, "A Comprehensive Review of the Low-Income Housing Tax Credit Program," Housing Policy 
Debate 34, no. 5 (2024): 1, 30.  

3 Grant A. Driessen and Joseph S. Hughes, Fiscal Federalism: Theory and Practice, Congressional Research 
Service Report R46382 (Washington, DC: CRS, June 3, 2020)  3-4. 
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and incidence dynamics examined in Parts II and III can be assessed.5​

​

The academic literature bearing most directly on the market mechanisms this thesis analyzes has 

been shaped disproportionately by the 2008 financial crisis, which generated the program's most 

visible structural failure and prompted a concentrated burst of empirical investigation in the 

2009–2012 period that has not been replicated in the subsequent slow-moving but structurally 

consequential repricing environment. Eriksen and Rosenthal's 2010 study in the Journal of 

Public Economics is representative of this crisis-era scholarship, documenting partial crowding 

out of conventional rental construction and establishing the methodological standard for 

analyzing how LIHTC investment interacts with broader housing market dynamics, though its 

primary concern is housing supply economics rather than the fiscal federalism question this 

thesis pursues.6 

 

The most analytically proximate piece of academic scholarship to this thesis's concerns is 

Lowers's 2025 article in the North Carolina Banking Institute, which provides the most recent 

empirical treatment of geographic pricing variation and identifies CRA assessment area 

non-fungibility as the structural mechanism preventing arbitrage from equalizing prices across 

geographies, thereby sustaining the premium that New York City and similar metropolitan areas 

command over rural and weakly banked markets.7 

 

This CRA geographic captivity is analytically central to Part II of this thesis, as it explains why 

the national price compression documented after 2016 does not eliminate New York City's 

pricing advantage so much as it shifts the entire distribution downward, preserving relative 

differentials even as absolute price levels decline across all markets. Taken together, the 

academic literature confirms the program's centrality to affordable housing production and 

identifies the mechanisms through which CRA demand and geographic market structure shape 

7  Joshua D. Lowers, "Incentivizing LIHTC Development in Rural CRA Deserts," North Carolina Banking Institute 
29 (2025): 493, 496. 

6 Michael D. Eriksen and Stuart S. Rosenthal, "Crowd Out Effects of Place-Based Subsidized Rental Housing: New 
Evidence from the LIHTC Program," Journal of Public Economics 94, nos. 11–12 (2010). 

5 Everett Stamm and Taylor LaJoie, An Overview of the Low-Income Housing Tax Credit, Fiscal Fact No. 722 
(Washington, DC: Tax Foundation, August 2020), 4-6. 
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credit pricing, but stops well short of quantifying how those pricing dynamics translate into fiscal 

obligations at the municipal level. 

  

Government Research and Congressional Analysis 

  

The authoritative statutory reference for LIHTC's programmatic architecture is Mark P. 

Keightley's Congressional Research Service report An Introduction to the Low-Income Housing 

Tax Credit, which provides the most detailed and continuously maintained official summary of 

eligible basis rules, applicable percentage calculation, volume constraints, compliance 

requirements, and the income and rent restrictions governing tenant eligibility, and which 

functions as the primary statutory reference for the program architecture analysis in Part I.8​

​

GAO-12-869R provides the most systematic empirical documentation of CRA's role in driving 

LIHTC equity pricing, presenting survey data from state housing finance agencies that tracks 

mean state-reported prices from $0.89 in 2005 through the pre-crisis peak of $0.92 in 2006, the 

crisis trough of $0.65 in 2009, and the partial recovery to $0.74 in 2010, with state-level 

variation extending from $0.75 to $1.03 at the pre-crisis high, and establishing through interview 

and survey evidence that geographic assessment area boundaries prevent CRA investment in one 

market from compensating for underperformance in another, a finding that provides the 

empirical foundation for this thesis's argument about the structural non-fungibility of 

metropolitan pricing premiums.9 

  

The Federal Reserve Bank of San Francisco's CRA Investment Handbook, authored by David 

Erickson, complements the GAO's empirical documentation with the institutional mechanics of 

CRA compliance, establishing the regulatory architecture of assessment area delineation, 

investment test criteria, and the competitive dynamics that render LIHTC the preferred 

9 U.S. Government Accountability Office, Low-Income Housing Tax Credits: The Role of Syndicators, 
GAO-12-869R (Washington, DC: GAO, September 2012), 14, 17. 

8 Mark P. Keightley, An Introduction to the Low-Income Housing Tax Credit, Congressional Research Service Report 
RS22389, updated July 11, 2025, 1–5. 
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instrument for large banks seeking to satisfy community development obligations in dense urban 

markets where multiple institutions' assessment areas overlap.10 

 

Industry Publications and Applied Research Centers 

  

As the LIHTC equity market generates its primary documentation through deal flow and 

syndicator monitoring rather than public reporting or academic publication, the industry 

literature produced by Novogradac & Company LLP constitutes an indispensable primary source 

with no equivalent in the academic corpus. 

  

Novogradac's March 2020 pricing history, December 2017 TCJA client alert, and 2025–2026 

podcast series on post-OBBBA market conditions together provide the longitudinal price series 

that documents the trajectory from sub-$0.40 prices in the program's early years through the 

pre-crisis peak of $1.05 to $1.10 in late 2016 to the current national average of approximately 

$0.85, the depreciation-value impact estimates quantifying the TCJA's approximately 14 percent 

reduction in aggregate investor return, and the most current available documentation of the 

post-OBBBA pricing environment in which non-CRA properties were registering letter-of-intent 

prices in the low-to-mid $0.80s as practitioners adapted deal structures to manage the interaction 

between reduced volume cap burden and increased taxable debt costs.11 

 

The New York Housing Conference's November 2025 policy brief supplements the national 

Novogradac data with New York City-specific evidence of financial distress, presenting portfolio 

data from Enterprise Community Partners documenting 56 percent negative cash flow 

prevalence across 160 citywide LIHTC projects comprising approximately 12,928 units, a figure 

whose magnitude illustrates the degree to which the dual pressure of equity price compression 

11 Novogradac & Company LLP, "A Look at the LIHTC: Past Pricing Trends, the Current Market, and Future 
Concerns," Novogradac Journal of Tax Credits, March 2020, 1–3;  Novogradac & Company LLP, "Client Alert: Tax 
Reform," December 2017, 1–2;  Novogradac & Company LLP, "Tax Credit Equity Pricing Post-OBBBA: What 
Does the Future Hold?" podcast, October 14, 2025; Novogradac & Company LLP, "25% Test Implementation, 
Recycled Bonds, Taxable Tails, and Other Ways to Close the Financing Gap," podcast, February 3, 2026. 
 

10 David Erickson, CRA Investment Handbook (San Francisco: Federal Reserve Bank of San Francisco, March 
2010), 1–15. 
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and rent-regulation-constrained income growth has already reached the operating performance of 

the existing assisted stock rather than remaining a prospective concern.12 

  

The NYU Furman Center's November 2025 data brief, authored by Brendan Murphy, Mark 

Willis, and Rahul Iyer, provides the most analytically essential applied research document for 

Part III, supplying portfolio-level evidence of the fiscal stress accumulating in New York City's 

LIHTC-assisted stock under the dual rent ceilings imposed by IRC §42 income restrictions and 

the Housing Stability and Tenant Protection Act of 2019's restructuring of the rent-stabilization 

framework, a body of evidence whose granularity and institutional provenance render it the 

closest available substitute for the internal agency data that HPD and HDC declined to provide.13 

 

Willis's April 2025 testimony before the New York City Rent Guidelines Board, "Preservation 

Challenges," extends the data brief's analysis with time-series evidence quantifying a $1,444 per 

unit annual revenue shortfall when the RGB one-year adjustment's 1.68 percent CAGR is 

measured against operating cost inflation of 3.05 percent CAGR in the Bronx during the 

2010–2023 period, a structural divergence that interacts with LIHTC equity price compression to 

compound the fiscal stress on both individual projects and the city agencies that stand behind 

them.14​

​

Research Gap 

  

The existing literature has established the foundational components of the argument this thesis 

assembles: that LIHTC equity pricing is structurally volatile rather than a stable subsidy stream, 

responding to corporate tax policy, macroeconomic conditions, and competing investment 

opportunities in ways that housing finance agencies cannot anticipate or control. In addition, 

CRA geographic constraints generate persistent and durable pricing premiums in metropolitan 

markets where multiple banks' assessment areas overlap, sustaining above-average equity 

contributions in cities like New York even as national price levels decline. Furthermore, local 

14 Mark Willis, "Preservation Challenges," Testimony before the Rent Guidelines Board, April 2025, slides 5–6. 

13 Brendan Murphy, Mark Willis, and Rahul Iyer, Data Brief: Government-Subsidized, Income-Restricted, 
Rent-Stabilized Properties (NYU Furman Center for Real Estate and Urban Policy, November 2025). 

12 New York Housing Conference, "Policy Reforms Required to Avoid Defaults in Distressed Affordable Housing," 
Policy Brief, November 24, 2025. 
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governments in high-dependence jurisdictions absorb a disproportionate share of the fiscal 

adjustment burden when equity prices fall, either through increased capital contributions, 

reduced production volumes, or shallower affordability targeting. 

  

What the literature has not done is translate these general propositions into a quantified, 

project-level and pipeline-level account of fiscal incidence for a specific jurisdiction operating 

simultaneously under the full constellation of constraining conditions that define New York 

City's position: exhaustion of PAB volume cap that forecloses the option of absorbing price 

impacts through expanded deal volume; a binding rent-regulation regime under HSTPA that 

prevents NOI-based gap-filling through debt expansion; and proximity to the constitutional debt 

limit that caps the city's capacity to increase GO bond allocations to housing without displacing 

other capital priorities. 

  

The absence of this translation is not incidental. It reflects the broader evidentiary gap identified 

in the opening section of this review: the academic and government literature has largely 

documented LIHTC's structural vulnerabilities in general terms or in the context of acute market 

disruptions, while the granular fiscal mechanics of sustained structural repricing in a 

high-dependence, high-constraint municipality have been left to practitioners whose institutional 

constraints prevent public attribution. 

  

This thesis undertakes that translation, constructing the stylized deal model and pipeline scaling 

analysis that convert the abstract price-incidence relationship into concrete fiscal magnitudes 

assessable against the actual capital budgets and debt capacity of HPD and HDC, and thereby 

producing the first systematic quantification of LIHTC price shock transmission for New York 

City's 4% pipeline under the post-2016 repricing environment. 

 

0.3 METHODOLOGY 

 

This thesis employs a mixed-method case study design integrating three systematic research 

components: a structured review of primary documents spanning federal and state legislation, 

agency publications, and administrative datasets; semi-structured interviews with LIHTC market 
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practitioners; and a practitioner-calibrated quantitative model of project-level and pipeline-level 

fiscal incidence. Each component addresses a distinct evidentiary layer of the research question. 

The documentary review establishes the statutory and institutional architecture; the interviews 

provide market pricing data and deal-structure conventions not available in public sources; and 

the quantitative model translates the interaction of those inputs into assessable fiscal magnitudes. 

The case study is bound to New York City because the city's simultaneous exhaustion of PAB 

volume cap, dependence on 4% bond-financed LIHTC, binding rent-regulation regime, and 

proximity to its constitutional debt limit constitute the full set of structural conditions under 

which fiscal incidence is most severe and most analytically legible. 

 

The documentary research proceeded through a systematic review of sources organized across 

five categories. First, primary federal and state legislation was reviewed directly, including the 

Tax Reform Act of 1986, the Tax Cuts and Jobs Act of 2017, the Inflation Reduction Act of 

2022, the Consolidated Appropriations Acts of 2018 and 2021, the PATH Act of 2015, and the 

One Big Beautiful Bill Act of 2025, alongside Internal Revenue Code provisions §42 and 

§142(d). Second, agency publications and administrative records were reviewed, including 

HPD's Qualified Allocation Plans (2023, 2025), HCR's Qualified Allocation Plan (effective June 

11, 2025), HDC's February 2021 Private Activity Bonds Presentation and November 2024 board 

minutes, HCR's Fiscal Year 2024 Operations and Accomplishments report, and HCR's 2025 

Multifamily Finance 9% LIHTC Request for Proposals. Third, administrative project-level data 

were drawn from HPD's publicly accessible NYC Open Data portal, specifically the 

Low-Income Housing Tax Credits Awarded by HPD dataset. This dataset records all accepted 

4% LIHTC applications at the project level and provides the production volume figures used to 

calibrate the pipeline scaling analysis in Chapter 6. Fourth, government research reports were 

reviewed, principally Keightley's CRS RS22389, GAO-12-869R, Driessen and Hughes's CRS 

R46382, and the IBO's 2025 federal funding report. Fifth, industry and applied research 

publications were reviewed on a rolling basis throughout 2025, including Novogradac's Journal 

of Tax Credits archives, market-trend podcasts, and client alerts; NYHC policy briefs; and the 

NYU Furman Center's 2017 research brief and November 2025 data brief. 
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The interview component involved outreach to more than 20 industry professionals spanning 

equity investors, tax credit syndicators, housing finance attorneys, nonprofit developers, and 

public agency staff. Of those contacted, only four were willing to speak directly and on record to 

the specific research questions of this thesis. This low response rate reflects a broader 

institutional reluctance among market participants to characterize pricing dynamics and fiscal 

consequences in attributable terms during an active period of market repricing. The four 

participants whose interviews are cited in this thesis are a LIHTC equity investor, two tax credit 

syndicators occupying distinct positions within the syndication supply chain, and a NYC housing 

policy researcher. Interviews were conducted in 2025 and 2026 via video conference and ranged 

from approximately 45 minutes to one hour in duration. A semi-structured protocol was used, 

organized around five topical domains: investor yield calculation and the components of pre-tax 

equivalent IRR; the role of CRA compliance obligations in investment decisions and the 

relationship between CRA geography and pricing premiums; the market impact of TCJA, the 

IRA, and the financed-by test reduction under the OBBBA; the specific dynamics of New York 

City's equity market and its pricing premium over national averages; and the interaction between 

LIHTC equity shortfalls and city subsidy requirements under the post-HSTPA rent-regulation 

environment. All four subjects are cited in anonymized form, as Tax Credit Equity Investor, Tax 

Credit Syndicator #1, Tax Credit Syndicator #2, and NYC Housing Policy Researcher.. All 

interviewees requested that no direct quotations be attributed to their interview.. 

 

The fiscal incidence model in Chapter 6 is constructed in two stages. The first stage develops a 

stylized 4% new-construction capital stack for a representative New York City project. The 

model's inputs were derived from the author's direct professional experience underwriting and 

structuring multiple multifamily affordable housing developments of comparable scale in New 

York City, supplemented by project-level production data from HPD's NYC Open Data portal. 

Unit count, total development cost per unit, eligible basis, debt sizing, equity contributions, 

developer fee structure, and soft loan parameters are each calibrated to reflect market 

conventions as directly observed through the author's practitioner experience rather than 

estimated from secondary literature. This grounding is both the model's primary strength and a 

source of the subjectivity discussed under Limitations below. Pipeline volume is anchored to the 

2,942 4% LIHTC units documented in HPD's NYC Open Data records for 2023, the most recent 
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complete annual dataset available at the time of writing. The second stage applies three 

price-shock scenarios of negative $0.00, negative $0.05, and negative $0.10 per credit dollar to 

the baseline stack, with scenario magnitudes calibrated to observed historical pricing movements 

documented in Novogradac's longitudinal pricing series.  

 

A significant methodological constraint throughout this research was the inability to obtain 

formal responses from the primary public agency actors whose fiscal exposure constitutes the 

thesis's central subject. Written inquiries were submitted to HPD, HDC, and HCR requesting 

interviews with staff involved in capital allocation, deal underwriting, or LIHTC program 

administration. None of these agencies provided a formal response or agreed to participate in an 

on-record interview. This pattern of institutional non-engagement is consistent with the political 

sensitivity of publicly characterizing the fiscal consequences of federal program design, given 

that agencies must maintain ongoing working relationships with federal counterparts. One 

informal conversation was conducted with an HPD staff member whose observations informed 

the analytical framing of several arguments in Part III. Those statements are not cited as a formal 

source, given the unofficial nature of the exchange. The absence of formal agency participation 

is a meaningful limitation, as HPD and HDC possess internal underwriting data, capital 

commitment records, and pipeline-level subsidy tracking that would substantially sharpen the 

incidence estimates developed in Chapter 6. This thesis relies instead on publicly available 

agency documents, the IBO's fiscal analysis, and practitioner interview accounts to reconstruct 

the institutional parameters that agency participation would have permitted to be verified 

directly. 

 

The stylized deal models, the LIHTC price calculation, CRA equity price calculation, and 4% 

LIHTC pro forma rest upon practitioner-calibrated rather than project-observed parameters. 

Actual per-unit development costs, eligible basis calculations, and equity pricing vary across 

projects, boroughs, income-targeting depths, and development types in ways that a single 

representative model cannot fully capture. The model's purpose is to establish a plausible and 

professionally grounded analytical baseline whose order-of-magnitude incidence estimates are 

robust to reasonable parameter variation rather than to replicate the full complexity of any actual 

transaction. The pipeline scaling assumes a uniform capital stack structure across all 4% 
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production, whereas actual projects exhibit heterogeneous subsidy layering that would alter 

per-unit shortfall magnitudes across the distribution of funded transactions. The analysis is bound 

to New York City, whose institutional arrangements are sufficiently distinctive that direct 

quantitative extrapolation to other jurisdictions would require separate calibration. The 

practitioner interview sample, constrained by the low response rate among those contacted, 

cannot support statistical inference regarding market-wide views and is treated throughout as 

contextualizing and interpretive evidence rather than as a basis for empirical generalization. 

 

SECTION I: HISTORY AND ARCHITECTURE: THE MECHANICS OF LIHTC 

 

1.1 PRE-1986 FEDERAL HOUSING FINANCE  

 

Mid-century Federal housing policy relied heavily on three mechanisms: direct public housing 

development through the Department of Housing and Urban Development (HUD), project-based 

rental assistance programs via Section 8 new construction and substantial rehabilitation 

contracts, and a constellation of tax preferences that rendered real estate investment a highly 

lucrative opportunity for high-income individuals seeking to shelter taxable income. The three 

channels were not distinct but were rather fundamentally designed to work in tandem to shape 

the very architecture of affordable housing finance. Direct subsidies and project-based programs 

dictated the eligibility of tenants and the rent, while tax code amendments provided equity, 

structured the capital layering, and improved the attractiveness of investing in below-market rent 

housing, even while the income remained hampered.15  

 

However, direct expenditure experienced a significant contraction as a mechanism for housing 

production under the Nixon administration when the 1973 moratorium abruptly halted new 

public housing construction and again when the Reagan administration’s budgetary retrenchment 

reduced HUD funding for new construction and rehabilitation by approximately 70 percent 

between 1981 and 1986.16 As such, tax-based incentives rose in prominence as the mode of 

federal housing investment.  

16 Keightley, Introduction to the LIHTC, 2. 
15 GAO, Low-Income Housing Tax Credits, 1–3. 
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The Economic Recovery Tax Act of 1981’s Accelerated Cost Recovery System (ACRS) 

incentivized residential real estate investment by introducing a standardized nineteen-year 

accelerated depreciation schedule, which permitted investors to claim deductions far exceeding 

the actual deterioration of the structure and generous passive-loss rules that allowed the 

depreciation losses to offset hefty taxes from wages, dividends, and other real estate partnerships. 

From the perspective of investors, ACRS increased the attractiveness of real estate by raising 

after-tax yields without increasing operating revenue because tax savings could be recognized as 

additional economic benefits associated with the property.17 Yet this open-ended tax preference, 

uncapped by a fixed budget or affordability requirements, was also the source of mounting 

congressional objections, as it exposed the budget to unbounded investment volume without 

reliably generating durable affordability outcomes.  

 

The efficacy of the pre-1986 mechanism as an instrument of housing policy remained contested; 

however, its fiscal burdens, especially the mandate to build and upkeep thousands of new units a 

year, soured for policymakers as the federal deficit expanded during the early 1980s. The 

combination of accelerated depreciation and passive-loss deduction had spawned a festering 

industry of tax-shelter syndicates that packaged real estate investments specifically to generate 

paper losses.18 The political economy of ACRS proved increasingly untenable as benefits 

concentrated on high-income investors who could utilize passive losses to shelter their income 

streams, with the benefits to lower-income tenants only incidental. By the mid-1980s, concerns 

regarding the equity and efficiency of these arrangements prompted tax reformers to converge 

with broader bipartisan efforts to revise real estate tax incentives.​

​

1.2 ENACTMENT AND EVOLUTION OF LIHTC​

 

The Tax Reform Act of 1986 (TRA86) was a watershed moment in federal housing policy as it 

curtailed the general real estate tax advantages of ACRS while carving out a mechanism to 

subsidize select social investment classes through rule-bound tax credit incentives, namely, the 

18Stamm and LaJoie, Overview of the LIHTC, 4. 
17  Keightley, Introduction to the LIHTC, 6. 
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Low-Income Housing Tax Credit (LIHTC) program, codified under Internal Revenue Code §42 

(IRC-42).19 The initial intention of LIHTC can thus be seen as a calibrated compromise between 

repealing tax incentives for affordable housing and incurring unbounded fiscal tax losses. 

Replacing the investor-driven tax shelter regime, LIHTC offered a platform solution whereby a 

restricted volume of tax benefits is tied to specific affordability objectives and ongoing 

administrative oversight.20  

 

Reflecting the experimental nature of the tax credit approach, LIHTC began its institutional life 

as a temporary three-year program subject to a sunset clause absent affirmative congressional 

approval.21 While the program was preceded by the 1976 Historic Tax Credit program, LIHTC’s 

early years exposed its potential to incentivize affordable housing construction and highlighted 

structural ambiguities, as its cost was determined by investor participation rather than by a fixed 

appropriation. The need for modifications prompted Congress to commission the 

Mitchell-Danforth Task Force in 1989, which recommended enduring elements of LIHTC, such 

as enhanced state oversight through the Qualified Allocation Plans, refined affordability 

requirements, strengthened compliance infrastructure, and clarified regulations on the eligible 

basis. 

 

In 1993, the codification of the program in the Omnibus Budget Reconciliation Act heralded 

LIHTC as an enduring congressional commitment to tax-credit architecture as the nation’s most 

ubiquitous production tool for affordable housing. When the time came to reevaluate the 

program, LIHTC supported 25 percent of all new multifamily residential construction and almost 

all income-targeted housing, proving the practical necessity of the program.22 Subsequent 

modifications further refined the program by introducing fixed floors for the 9% and 4% credit 

rates, expanding Difficult Development Areas and Qualified Census Tracts to boost the credit 

amount by 130 percent, and implementing income averaging to grant access to a greater range of 

tenant incomes.23 

 

23 Keightley, Introduction to the LIHTC, 3–5. 
22 Stamm and LaJoie, Overview of the LIHTC, 4. 
21 Stamm and LaJoie, Overview of the LIHTC, 4. 
20 Keightley, Introduction to the LIHTC, 1–2. 
19 Stamm and LaJoie, Overview of the LIHTC, 4. 
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As of 2023, LIHTC has financed over three million rent-restricted rental units.24 The Joint 

Committee on Taxation estimates that the federal government will forgo $14.4 billions in tax 

revenue in 2025, exceeding the combined appropriation of all other federal housing subsidies 

despite not appearing on HUD’s appropriations bills.25 The specific budgetary classification of 

“tax credits” carries explicit implications, as the program’s costs are recorded as a loss of tax 

revenue on the federal ledger rather than as a discretionary expense. As such, the effective value 

of a tax credit to investors is predicated upon corporate tax liabilities and investor demand, rather 

than an annual congressional allocation, insulating the program from the volatility of 

appropriations politics but exposing it to tax-policy changes.  

 

1.3 POLICY OBJECTIVE AND ARCHITECTURE 

 

LIHTC differentiates itself from direct federal housing programs and the pre-1986 tax 

preferences it replaced, as it is designed to incentivize and accompany equity investment in 

affordable rental housing. At its core, the policy objectives implied by its architecture and history 

promote: expanding the supply of income-restricted rental units, leveraging private equity and 

lender underwriting to multiply the impact of federal subsidy dollars, and securing long-term 

affordability through compliance requirements that ensure public subsidy is directed toward 

durable benefits.  

 

The core function of LIHTC is to incentivize the development of affordable rental housing. As 

fundamental market failures have demonstrated that private developers cannot profitably produce 

units affordable to low-income renters absent external subsidies, due to reduced operating 

income, the program, as such, addresses this failure through a mechanism in which federal 

income tax credits provide investors with a dollar-for-dollar reduction in their tax liabilities in 

exchange for providing financing towards the development of affordable rental housing. This is 

crucial, as the traditional debt-equity structure of a real estate financing model is compromised 

when developing affordable housing, as reduced operating income cannot adequately service the 

loan size needed to make a project feasible. As such, by including subsidized equity alongside 

25 Ibid., 4. 
24 Ibid., 1. 
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the typical capital structure, these projects can reduce reliance on costlier financing, lowering 

debt service requirements and making lower affordable rents sufficient to sustain properties over 

their operating life.  

 

The second objective, leveraging private capital while imposing market discipline, reflects the 

aforementioned calibrated compromise between the progressive goal of expanding affordable 

housing supply and the fiscally conservative call to minimize direct government costs by shifting 

construction and operating risks from federal balance sheets to private parties. The program is 

able to leverage federal investment through a syndication model in which general partners (GP), 

the active manager and lead sponsor in the partnership, sell tax credits to corporate investors, 

primarily banks with large tax burdens and Community Reinvestment Act (CRA) obligations, 

insurance companies seeking tax-liability reductions, and, prior to 2008, the 

government-sponsored enterprises Fannie Mae and Freddie Mac, who provide upfront equity in 

exchange for a ten-year stream of tax credits, depreciation deductions, and, in rare selective 

cases, cash distribution.26 

 

The economics of this model for a tax credit equity are concentrated in the tax benefits over cash 

distribution, with typical internal rates of return ranging from a 50-100 basis point spread on the 

ten-year treasury bill returns, as investors are motivated by tax shelters, namely, credits and 

depreciation deduction, rather than operating distributions, which are subject to taxation.27 The 

economic model for the GPs is concentrated on the immediate return on investment through the 

developer fee, based on a permitted percentage of the total development cost, and to a much 

lesser degree, property cash flow. The bulk of the property cash flow is reserved for private 

lenders, who provide the first mortgage financing, to service the debt, further disciplining project 

economics. From the government's perspective, for a fraction of the total development cost, the 

housing impact of its subsidy dollars, combined with private equity and debt, is substantially 

magnified. Novagradac estimates that the 2025 LIHTC equity market minted approximately $25 

billions in new tax credits with CRA-motivated banks constituting approximately 84.8 percent of 

27 Tax credit syndicator, interview by David Ni. 

26 Stamm and LaJoie, Overview of the LIHTC, 5; Novogradac & Company LLP, "About the Low-Income Housing 
Tax Credit." 
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total investments.28 It is widely acknowledged by industry practitioners that the affordable 

housing development market would not exist without LIHTC and CRA.  

 

The third policy objective addresses a historical weakness of earlier housing subsidy programs, 

which created short-lived affordability that was quickly converted into market-rate housing, 

thereby dissipating the social value of the public seed investment. LIHTC addresses this concern 

through extended compliance mandates and stringent tax-credit recapture mechanisms. The 

compliance architecture operates through two sequential periods: an initial fifteen-year 

compliance period, during which annual certification by the state housing finance agency and 

IRS requires that units are retained to income-qualified tenants at restricted rents; and a 

fifteen-year extended use period, where reporting obligations are no longer enforced, and the 

project is no longer subject to tax credit reclamation risks.29 Some states have extended 

affordability requirements beyond the federal minimum, reflecting legislative judgment that 

thirty years are insufficient to make the housing stock permanently affordable. In California, 

projects financed through 9% credits require a fifty-five-year extended use period, while New 

York City’s QAP requires all LIHTC projects to waive the right to seek a “qualified contract” 

that would otherwise permit early exit from affordability covenants.30 

 

1.4 9% VS 4% CREDIT 

 

The tax credit and affordability architecture of LIHTC is defined by two distinct paths: the 

competitively allocated 9% credit and the bond-linked 4% credit, each subject to different 

independent volume constraints, subsidy intensity, and affordability requirements, with 

consequences for how fiscal risk and administrative burdens are distributed across different 

levels of government that stand at the heart of this thesis’s analytical core.  

 

30 Kuai, "Comprehensive Review," 5; The “qualified contract” clause is a loophole still operative in federal statutes 
whereby the failure to secure a qualified buyer within a mandated one-year window permits the property to be 
released from affordability restrictions entirely; National Council of State Housing Agencies, 2021. 

29 Stamm and LaJoie, Overview of the LIHTC, 6. 

28 Novogradac & Company LLP, "LIHTC, PAB Multipliers Applied to IRS Population Figures Mean Record PAB 
Cap for 2025," April 2025. 
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The supply of 9% credits is determined by a statutory per-capita formula set annually by the IRS, 

adjusted for inflation. This procedure is not subject to affirmative congressional action, thus 

permitting the nominal expansion of the program to stand independently of appropriation 

politics. For 2025, the per-capita multiplier was set at $3.00, a record 4.9 percent inflation 

adjustment, yielding a national allocation of $11 billion in 9% credits.31 The 9% credit is 

designed to deliver approximately 70 percent of a project’s eligible cost basis in present-value 

subsidies over a ten-year credit distribution period, providing significantly greater value for more 

eligibility constraints.32 As demand substantially exceeds supply in most states, developers are 

compelled to compete via criteria set forth in the state-regulated Qualified Allocation Plans 

(QAP), which can prioritize deeper income targeting, underserved areas, energy efficiency, 

design standards, and other criteria, in accordance with the needs of the state’s constituents. 

 

The 4% credit operates through a principally differentiated mechanism and objective by linking 

credit eligibility to tax-exempt private activity bond (PAB) financing rather than to a federal 

per-capita allocation, such that a project automatically qualifies, in industry parlance, “as of 

right”, provided 25 percent of the aggregate basis is financed through bond proceeds.33 The 4% 

credit delivers approximately 30 percent of the eligible cost basis in present-value subsidy, less 

than half the intensity of a 9% credit and faces no direct volume cap on credit generation.34 

Instead, the constraints are dictated by the allocation of private activity bonds, which are set by 

the State Division of the Budget in New York State, based on a federal per capita volume cap of 

$130 per capita for 2025, which must be portioned amongst affordable housing, infrastructural 

development, student loans, and other congressionally designated eligible uses.35 Approximately 

two-thirds of states have PAB demand equal or exceeding available authority, with thirty-five 

states classified as oversubscribed or at parity for rental housing allocation.36 While nominally 

uncapped, 4% credits have become effectively constrained by a surplus in demand for bond 

allocation, a constraint particularly devastating in high-production states such as New York and 

36 Ibid. 
35 Novogradac, "LIHTC, PAB Multipliers." 
34 Stamm and LaJoie, Overview of the LIHTC, 7. 
33 Keightley, Introduction to the LIHTC, 1. 
32 Stamm and LaJoie, Overview of the LIHTC, 7. 
31 Novogradac, "LIHTC, PAB Multipliers." 
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California, where the demand for affordable housing vastly outweighs the remaining volume cap 

available.37 

 

The federal affordability architecture governing both credit types originates in Section 42’s 

income and rent test, which establishes the minimum threshold for LIHTC eligibility. Project 

owners must irrevocably elect either the 20/50 test, reserving at least 20 percent of residential 

units for households earning more than 50 percent of area median income (AMI), or the 40/60 

test, reserving at least 40 percent of units for households at or below 60 percent of AMI, with 

maximum rents in all restricted units capped at 30 percent of the applicable income limit 

adjusted for bedroom size.38 A third option introduced by the 2018 Consolidated Appropriations 

Act, the income averaging election, permits a blended set-aside in which at least 40 percent of 

units are occupied by tenants whose average income does not exceed 60 percent of AMI with no 

units designated above 80 percent. The provision was designed to prevent income clustering at 

60 or 50 percent AMI threshold and to permit cross-subsidization of very-low-income tenancies 

with higher income units.39 These federal minimums represent a floor, not a ceiling. In New York 

City, the Qualified Allocation Plan imposes a stricter 25/60 election, a requirement that exceeds 

the federal 20/50 and 40/60 minimums even as projects remain structured to satisfy one of the 

federally mandated tests.40  

 

The practical divergence between 4% and 9% projects in New York arises less from statutory 

prescription than from the structural logic of each program as 4% bond financed transactions 

permit the inclusion of unrestricted market rate units with the developer routinely structuring the 

4% project as mixed-income developments in which as few as 25 percent of the income 

restricted units are made financially feasible due to the income of the remaining market rate 

units. 9% projects, by contrast, are structured as fully affordable in practice, not because the 

federal statute mandates it, but because the program’s scoring system is such that the allocation 

mechanism rewards depth of affordability, rendering a mixed-income 9-percent applicable 

non-competitive relative to fully affordable proposals pursuing the same credit reservation.41  

41  New York City Department of Housing Preservation and Development, 2025, 16. 
40 New York City Department of Housing Preservation and Development, Qualified Allocation Plan, 2025, 26. 
39 Ibid. 
38 Keightley, Introduction to the LIHTC, 5. 
37 Novogradac, "LIHTC, PAB Multipliers." 
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In a typical 4% transaction, the issuing agency, in New York City, the Housing Development 

Corporation, floats tax-exempt private activity bonds. However, the proceeds of which are lent 

directly into the project as below-market debt, with the tax-exempt status of the instrument 

enabling a discounted interest rate.42 The bonds themselves are sold to institutional investors on 

the secondary market through private placements or negotiated sales that transfer the debt 

obligation off the agency’s balance sheets while preserving the below-market borrowing cost at 

the project level.43 Where bond proceeds and tax credit equity together fail to close the financing 

gap, a common condition given the scale of developing costs in high land-cost markets such as 

New York City, a subordinate loan originated by a city agency, typically structured as a soft 

second mortgage repayable from residual receipts and in some instances forgivable.44 

 

1.5 FEDERAL, STATE, AND LOCAL ROLES 

 

 

Figure 2. LIHTC Timeline: Property Level and Government Level.45 

 

As illustrated by the volume cap determination of 9% and 4% credits, LIHTC is administered 

through a multi-tiered system in which federal statutes establish the quantity of available subsidy, 

45 Figure by Author. 
44 Ibid., 9. 
43 Ibid., 27. 

42 David Erickson, CRA Investment Handbook (San Francisco: Federal Reserve Bank of San Francisco, March 
2010), 9. 
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state agencies determine project eligibility, and local governments provide supplementary 

financing to close funding gaps, especially in high-cost jurisdictions.  

 

Federal jurisdiction is exercised by Congress and the Internal Revenue Service, which 

establishes the statutory framework through provisions that culminate in determining the 

aggregate supply of credit and the value of credits to investors. The provisions are: the per-capita 

multiplier that determines the 9% credit volume, rules relating to 4% credits to bond financing 

under IRC §142 (d), the income and rent restriction guidelines under IRC §42, and HUD 

administers compliance functions and designates basis boosts through Difficult Development 

Areas (DDA) and Qualified Census Tracts (QCT) based on census-tract poverty data and 

construction-cost indices.46 Federal institutions also set the corporate tax rates, determining the 

value of credits to investors, a parameter that will be elucidated in the following chapter, as 

changes to the corporate rate directly affect the post-tax yield of credits and thus the fiscal 

benefits to investors. Although the primary statutory authority over the credits remains with the 

IRS and the Treasury Department, with HUD’s compliance oversight capacity, a bifurcated 

administrative system is created so that housing expertise resides with the housing experts, and 

the tax-administration authority resides with the tax authorities.  

 

The state housing finance agencies hold the central administrative responsibility within the 

program, exercising discretionary authority that shapes the geographic distribution of the credits 

and the characteristics of the credit recipients. For 9% credits, the New York state outlined eight 

metrics for evaluation: community impact & revitalization, financial leveraging, sponsor quality, 

deep affordability, supportive housing needs, family housing in opportunity areas, long-term 

affordability, and nonprofit participation.47 States also administer the bond allocation governing 

4% credit availability by determining the PAB authority for housing and the geographic 

distribution based on state legislative preferences and housing need assessment. New York state 

allocates bond authority of the Federal LIHTC and the State LIHTC through both state-level 

entities, principally the New York State Homes and Community Renewal (HCR), New York 

State Housing Finance Agency (HFA), and local issues such as the New York City Housing 

47 New York State Homes and Community Renewal, 2025 Multifamily Finance 9% LIHTC Request for Proposals, 
2025. 

46 Keightley, Introduction to the LIHTC, 3–4. 
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Development Corporation (HDC) and the Department of Housing Preservation and Development 

(HPD), creating a layered system in which on-the-ground production depends upon assessments 

and divisions made at multiple governmental tiers, none of which the city itself controls.  

 

Municipalities and their city housing agencies occupy a position of increasing complexity within 

the intergovernmental regulatory hierarchy, possessing, at times, implementation authority and 

essential gap financing, yet lacking control over the federal and state parameters that ultimately 

preside over the size of the subsidy a project receives. In New York City, HPD, and the HDC are 

the primary administrative agents for LIHTC-financing projects. HDC issues tax-exempt bonds 

and provides first-mortgage financing, while HPD designs programmatic termsheets, awards city 

capital subsidies drawn from general obligation bonds (GO bonds), and executes regulatory 

agreements during the thirty-year or longer compliance period with property operators.48As 9% 

credits are a scarce resource and competitive across the entire state, with upstate and suburban 

legislators demanding geographic parity, New York City, despite its high construction costs and 

deep affordability requirements, has leaned heavily into 4% bond-financed transactions, 

requiring heavier layering of local subsidies to achieve financial feasibility as 4% credits offer 

less equity per dollar of eligible basis than 9% credits. 49 

 

1.6 STRUCTURAL VULNERABILITIES 

 

The policy objectives and intergovernmental architecture described in previous sections have 

embedded within them structural vulnerabilities that separate LIHTC from direct appropriations 

programs and have resulted in program instability, disproportionate risk profiles, and uneven 

distribution of fiscal burdens across levels of government. Three particular vulnerabilities have 

warranted particular attention: the program’s pro-cyclical dependence on private investment, the 

exposure to federal tax-policy volatility, and the concentration of residual gap financing at the 

local level. Understanding these vulnerabilities proves essential to comprehending why LIHTC, 

despite its bipartisan support and formidable production record, has incited fiscal crises that have 

disproportionately burdened local governments. 

49 Ibid. 
48 NYC Housing Policy Researcher, interview by David Ni, 2025. 
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The program’s reliance on private equity and debt to finance affordable housing production 

creates a pro-cyclical dynamic that does not exist in appropriations-financed programs. As 

LIHTC’s impact expands during economic expansions, when corporate profits are robust, yet 

contracts during recessions, precisely when affordable housing needs intensify, and 

counter-cyclical intervention is needed.50 The 2008 financial crisis illustrated this vulnerability as 

reduced corporate incomes diminished investors’ need to offset taxable income with credits, 

precipitating a sharp decline in LIHTC-financed construction and forcing many projects to 

default as committed tax equity investors withdrew from transactions already in progress.51 Of 

the major investors, 2008 was also when Fannie Mae and Freddie Mac, which together 

constituted approximately 40 percent of all LIHTC investments and entered into federal 

conservatorship the same year, withdrew from the market, as their projected losses during the 

fiscal crisis satisfied all future needs for taxable income offset in the foreseeable future.52  

 

Beyond cyclical fluctuations in macroeconomic conditions, LIHTC faces structural exposure to 

federal tax-policy changes that can alter the value proposition independent of development 

finance, as the program’s effectiveness depends on corporate investors valuing tax credits highly 

enough to make their equity substantial enough to cover the gap. As such, while an increase in 

corporate tax rates can increase tax liabilities, driving up the demand for and tax write-off value 

per credit, a decrease in corporate tax rates decreases tax liability, shrinking demand for and tax 

write-off value per credit. In 2017, the Tax Cuts and Jobs Act under the first Trump 

Administration illustrated this vulnerability when a reduction in corporate tax rates from 35 

percent to 21 percent dried up demand for tax deductions and tanked the valuation of tax credits. 

A $100 deduction, which was once worth $35 in tax savings at a 35 percent tax rate, was reduced 

to merely $21 in tax savings, a 40 percent decrease in value. More recently, the expansion of 

renewable energy tax credits, under the Inflation Reduction Act of 2022, increased the 

availability of corporate tax liability offsets, diverting potential investments away from LIHTC 

and further constraining the equity available for affordable housing production. These historic 

tax-policy dynamics operate independently of the housing market and affordable housing 

52 Ibid. 
51 Ibid. 
50 Stamm and LaJoie, Overview of the LIHTC, 5. 
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demand, revealing that legislative priorities, such as deficit reduction, industrial policy, and 

climate, that bear no correlation with housing objectives, have a profound impact on the finite 

resources available for affordable housing production.  

 

The structural vulnerabilities examined above assume particular significance when considering 

the fundamental question of this thesis: which channels are most impacted by the fiscal 

consequences of federal policy decisions and national market dynamics? When credit prices fall, 

as has occurred from recessions, corporate tax rate changes, or competition from alternative 

investments, equity available to affordable housing projects shrinks, widening the financing gap 

between available capital and the development cost. In jurisdictions lacking substantial 

housing-allocated resources, projects may simply not pencil, thus reducing the stock of 

affordable housing for the population; in jurisdictions with local capital resources, such as in 

New York City, local governments have to confront the dilemma of absorbing the shortfall by 

increasing their fiscal gap financing contributions to maintain production rates or letting the 

engine of affordable housing development falter. The fiscal federalism dimension of LIHTC, 

whereby the federal and state governments define policy parameters while municipalities bear 

the responsibility to shell out for the residual cost of project feasibility, constitutes the primary 

analytical focus, and the following chapters will quantify this risk exposure for New York City’s 

4% LIHTC pipeline. 

 

2.1 CORE FORMULA: BASIS, APPLICABLE FRACTION, AND APPLICABLE 

PERCENTAGE 
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Figure 3. LIHTC Equity Calculation53 

 

The statutory mechanism through which development costs translate into tax credits operates 

through a predefined sequence of codified calculations under Internal Revenue Code §42, 

wherein eligible project expenditures are progressively filtered through qualification tests, 

multiplied by applicable percentages and converted into annual credit amounts that are 

distributed to investors over ten years. Understanding this formulaic architecture is essential 

because each variable is a potential point of policy intervention, market sensitivity, or 

administrative discretion affecting the quantum of subsidy that ultimately flows to a project.  

 

Eligible basis comprises depreciable residential development costs such as construction 

expenditures and most soft costs and excludes costs associated with land, non-qualifying 

commercial, and non-residential elements that do not contribute to affordable housing 

production.54 Eligible costs include depreciable rental real estate, common areas, facilities 

reasonably required for the operations on the project, and community service facilities. Costs 

associated with land, most land improvements, partnership infrastructure costs, and certain 

54 Grant A. Driessen and Joseph S. Hughes, Fiscal Federalism: Theory and Practice, Congressional Research 
Service Report R46382, June 3, 2020, 3. 

53 Figure by Author. 
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financing costs are excluded, reflecting the statute’s focus on subsidizing physical housing 

production rather than land speculation or transaction expenses.55 In New York City, HPD’s 

Qualified Allocation Plan caps an eligible basis at $300,000 per residential unit for 9% projects 

and $525,000 per unit for 4% projects with prevailing wage requirements and $675,000 per unit 

otherwise to restrict the generation of credits exceeding the necessary amount for financial 

feasibility.56 

 

The applicable fraction represents the lesser of two ratios: the proportion of units that are 

low-income units or the proportion of residential floor area occupied by low-income units. 

Qualified basis equals eligible basis multiplied by the applicable fraction.57 For projects with 100 

percent affordable units, which constitute roughly 70 percent of all LIHTC developments, the 

applicable fraction is equal to all of the eligible basis.58 Mixed-income projects claiming credits 

only on the affordable portion apply proportionally to reduce fractions that limit credit generation 

to the affordable component, such that a building with 40 percent affordable units generates a 

qualified basis equal to 40 percent of the eligible basis. 

 

The applicable percentage, the credit rate multiplied by the qualified basis to produce the annual 

credit allocation, is designed to deliver present value subsidies of approximately 70 percent of 

9% credits or 30 percent for 4% credits of the qualified basis over ten years.59 The Treasury 

prescribes applicable percentages monthly using a formula incorporating a discount rate equal to 

72 percent of the average of the federal mid-term and long-term applicable Federal Rate, 

calculating the credit rate necessary to deliver the target subsidy as a ten-year annuity due.60 

From 1986 to 2008, the 9% rate fluctuated between 7.89 percent and 9.27 percent as interest 

varied; in July 2025, the effective rate under Treasury’s formula was 3.45 percent for the 4% 

credit and 8.06 percent for the 9% credit before floor provisions applied.61 The permanent floors, 

9% established by the PATH Act of 2015 and 4% established by the Consolidated Appropriations 

Act of 2021, ensure that actual credit rates do not fall below their nominal values.  

61 Keightley, Introduction to the LIHTC, 11. 
60 Internal Revenue Code § 42. 
59 Driessen and Hughes, Fiscal Federalism, 3–4. 
58 Stamm and LaJoie, Overview of the LIHTC, 8. 
57 GAO, Low-Income Housing Tax Credits, 10. 
56 NYC HPD, Qualified Allocation Plan, 2023. 
55 GAO, Low-Income Housing Tax Credits, 10. 
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Projects located in Qualified Census Tracts or Difficult Development Areas receive a basis boost 

of up to 130 percent of eligible basis that increase credit generation in designated areas. A QCT 

qualifies if at least 50 percent of households have incomes below 60 percent of the area median 

income (AMI) or the tract has poverty rates exceeding 25 percent. DDAs are metropolitan areas 

with the highest ratio of fair market rent to AMI, limited to 20 percent of national urban 

populations.62 New York City’s HPD has designated all five boroughs as DDAs for 9% projects, 

ensuring citywide basis-boost eligibility; however, 4% projects qualify for the boost only if 

located in a HUD-defined QCT or DDA.63 In a standard LIHTC limited partnership structure, the 

investor acquires 99.99% interest in a partnership, entitling that investor to 99.99% of the tax 

credits, losses, and optionally, cash distribution, while the general partner retains the remaining 

interest in exchange for managing the development and compliance obligations in exchange for a 

portion of the cash distribution, but more significantly, the lucrative developer fee.64 The stylized 

illustration in Figure 3 demonstrates the cumulative effect.  

 

2.2 HOW CREDITS ARE VALUED: PRICING, YIELD, AND TIMING 

 

The price per dollar of credit, expressed as cents paid per dollar of nominal credit, functions as 

the central hinge between federal statute and project financing as it determines how much equity 

developers receive from a credit allocation and is subject to fluctuation in market value as 

investor demand, tax-policy parameters, and competitive alternatives shift. A decline from $1.00 

to $0.90 per credit represents, for a project generating $80 million in credits across ten years, a 

$8 million reduction in equity proceeds that must be replaced from alternative sources. Typically, 

state or local government subsidies, reduced project scope, or higher tenant rent absorb the 

difference, but in the worst-case scenarios, transactions are abandoned if they are no longer 

achieve feasibility. ​

​

.65 Scaled across national LIHTC production, a $0.10 decline translates into billions of dollars in 

65 New York City Department of Housing Preservation and Development, "Low-Income Housing Tax Credits 
Awarded by HPD: Project-Level (4% Awards)," NYC Open Data. 

64 GAO, Low-Income Housing Tax Credits, 6. 
63 NYC HPD, Qualified Allocation Plan, 2025, 24. 
62 Kuai, "Comprehensive Review," 7. 
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aggregate equity reduction, a fiscal impact whose incidence falls not upon the federal 

government that created the conditions but upon state and local governments. 

 

Investors calculate yield on cost, abbreviated as yield, as the internal rate of return (IRR) on a 

stream of credits and tax losses, depreciation and interest deduction, net of capital contributions, 

fees, and risk premium with a typical LIHTC investor yield ranging from four to six and a half 

percent after tax.66  The common LIHTC price measure, the ratio of the sum of annual credits, 

depreciation, and losses, over the investor equity contribution, is measured against the ten-year 

treasury bond yield with a spread included for any investor risk. Currently, the LIHTC 

investment target yield is 5.7 percent after tax, corresponding to approximately 7.2 percent 

pre-tax equivalent returns.67 

 

The timing of equity contributions, paid either entirely up front or incrementally at closing, 

construction completion, stabilization, and issuance of IRS 8609 form, materially affects investor 

IRR and the effective cost of capital to projects. In calculating the upfront equity contribution, 

the investor discounts the returns from the investment to account for the fact that equity is 

contributed early in the project life cycle, while tax benefits are received over time in accordance 

with time value of money principles. Delays in completing the project on time or renting units to 

income-qualified tenants delay the inception of tax benefits and reduce realized returns.68 As 

such, staged pay-in schedules allow investors to withhold portions of committed equity until 

construction milestones are achieved, reducing their risk during development and improving IRR 

relative to fully front-loaded contributions. Conversely, developers must bridge the timing gap 

between incurring cost and receiving staged equity with loan products that may increase 

construction financing requirements and carry costs. 

 

2.3 STRUCTURAL RISK IN LIHTC INVESTMENTS 

 

LIHTC investments expose investors to a distinct constellation of risks that collectively shape 

required return and determine credit pricing: compliance and recapture risk, construction and 

68 GAO, Low-Income Housing Tax Credits, 12. 
67 LIHTC Equity Investor, interview by David Ni. 
66 Tax Credit Syndicator #2, interview by David Ni. 
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lease-up risk, long-run operating and market risk, and policy and regulatory risk. The fifteen-year 

compliance period during which noncompliance can trigger credit recapture, combined with the 

ten-year credit delivery period, creates an investment horizon that is substantially longer than 

most tax-advantaged alternatives, requiring investors to forecast tax liabilities, maintain 

compliance oversight, and bear real-estate exposure for durations that limit participation to 

institutions with specialized expertise. 

 

The tax liability risk represents the equity investor’s foundational concern: investors claiming 

LIHTC must have sufficient federal income tax liability against which credits can be applied. 

Institutions expecting reduced or eliminated tax liability cannot utilize credits and will not 

purchase them regardless of price. Recapture risk materializes if projects fall out of compliance 

with federal requirements during the fifteen-year period. Recapture events, including foreclosure, 

failure to maintain tenant income limits, failure to adhere to rent restrictions, and failure to 

maintain habitability standards, are triggered by noncompliance which can result in immediate 

recapture of credits from prior years with interest.69 Industry performance demonstrates that 

recapture events are rare, with only 49 of nearly 14,000 surveyed properties being foreclosed 

between 1991 and 2005, an annual rate of 0.035 percent, and only 0.08 percent from 2008 to 

2019, with rates peaking at 0.17 percent in 2009.70 Nevertheless, the difficulty of assessing 

recapture risk over fifteen years creates barriers to entry for investors lacking specialized real 

estate expertise and must rely on third parties to underwrite compliance risk. 71 

 

Risk profiles differ between 9% and 4% deals in ways that affect pricing and investor appetite. 

4% deals typically involve higher leverage and more complex capital stacks, layering tax-exempt 

bond debt, taxable debt through its market rate units, and multiple other subsidy sources, creating 

additional structural risk compared to 9% transactions. 4% projects also face bond-market 

volatility affecting the availability and pricing of tax-exempt financing, while 9% projects 

compete in state allocation processes dependent on QAP scoring.  

 

71 JCHS, Disruption of the LIHTC Program, 31. 

70 Joint Center for Housing Studies of Harvard University, The Disruption of the Low-Income Housing Tax Credit 
Program: Causes, Consequences, Responses, and Proposed Correctives (Cambridge, MA: Harvard University, 
December 2009), 21; Novogradac & Company LLP, Novogradac Journal of Tax Credits, September 2014. 

69 GAO, Low-Income Housing Tax Credits, 12. 
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SECTION II: PRICING, BANKS, AND POLICY SHOCKS: THE FALL OF LIHTC 

PRICES 

 

Chapter I establishes that LIHTC operates through a syndication model in which developers sell 

tax credits to corporate investors in exchange for equity capital, with the resulting credit prices 

serving as the fluctuating variable linking federal tax policy to affordable housing production 

capacity. This chapter examines the investor landscape that determines those prices, identifying 

the institutional players whose behavior shapes credit valuation and tracing how their distinct 

motivations and constraints generate the pricing dynamics that subsequent chapters analyze in 

detail. Thus, to understand the pricing, it is necessary to examine the composition of the investor 

pool, who purchases credits, under what constraints, and in response to which incentives, as it is 

investor psychology that translates nominal credit allocation into actual equity contribution.  

 

3.1 SUPPLY AND DEMAND LIHTC EQUITY MARKET 

 

The supply of tax credits entering the market is determined by federal statute operating through 

two distinct channels, which have substantially different mechanisms, volume constraints, and 

policy implications. For the 9% credit, the IRA establishes the per-capita multiplier, $3.00 for 

2025, aggregating to approximately $1.1 billion annually, a 4.9 percent increase from 2024. 72 

The apparent magnitude obscures the severity of demand-side pressure, which can reach as much 

as 10 to one in competitive markets, as developers in many states are compelled to submit and 

resubmit applications across multiple funding cycles, modifying development plans with each 

iteration to better align with an ever-updating QAP scoring criteria.73 As such, in all states, there 

is more demand for credit than there is supply, a condition made structurally permanent by the 

per-capita formula’s inherently stationary relationship to housing production cost, which have 

grown at rates that the inflation-indexed multiplier only nominally takes into consideration.74 

 

The 4% credit channel, nominally more elastic by virtue of its as-of-right character, is 

constrained by a parallel and increasingly binding volume ceiling whose recent trajectory is 

74 "Understanding State LIHTC Allocations," Tax Credit Advisor, 2025. 
73 Novogradac & Company LLP, "Intricacies of the 9% LIHTC Ceiling and Forward Commitments." 
72 Novogradac, "LIHTC, PAB Multipliers." 
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equally stark. The Council of Development Finance Agency reported a record $21.67 billion in 

national multifamily PAB issuance in 2023, continuing a decade-long trend in which the PAB 

share allocated to multifamily housing grew from 53.5 percent to 64.8 percent in 2023, compared 

to 32.3 percent in 2003.75 As multifamily PAB allocations have increased, more states have 

reached their multifamily bond issuance capacity; as of April 2025, only 15 states retain any 

unallocated bond authority, down from 18 states in 2024.76 The 4% credit supply is further 

complicated by the fact that tax-exempt private activity bonds may be applied to 14 

congressionally designated purposes, including industrial development, student loans, and mass 

transit, meaning that 4% LIHTC must compete with these other eligible uses for the volume 

ceiling that has not kept pace with housing demand.77 The supply side constraints in 

oversubscribed states reduce the elasticity of the 4% channel to a level approaching that of the 

directly capped 9% credit and that transmits bond-market scarcity conditions directly into the 

equity price environment that investors face.  

 

Demand for credits reflects the intersection of aggregate corporate tax liability, investor appetite 

for long-duration tax-equity investments, CRA pressure on regulated banks and the relative 

attractiveness of competing tax-advantaged investments – all factors that shift in response to 

macroeconomic conditions, tax-policy changes, and regulatory development that may bear no 

direct relationship to affordable housing needs. When corporate profits rise, aggregate tax 

liabilities increase, expanding the pool of investors seeking credits to offset taxes and thus 

supporting higher LIHTC pricing; on the other hand, when economic contractions reduce 

corporate profitability, tax liabilities decline correspondingly, reducing LIHTC demand in ways 

that contribute to the pro-cyclical volatility that Chapter 1 identified as a structural program 

vulnerability. CRA pressure operates as a partially countercyclical force, as regulatory 

obligations persist regardless of profitability, maintaining baseline demand from regulated banks 

even when purely economic investors retreat. However, this countercyclical effect is bounded by 

the requirements that banks possess tax liability to utilize credits, a condition that severe 

downturns may violate as accumulated losses eliminate current-year tax obligations.  

77 Driessen and Hughes, Fiscal Federalism. 
76 Ibid. 

75 Novogradac & Company LLP, "State Housing Agencies Should Quickly and Wisely Implement the 25% 
Financed-By Test," 2025. 
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Credit pricing reflects the intersection of supply and demand through a market mechanism whose 

fundamental logic can be characterized as all about finding the price equilibrium in its 

conceptual simplicity, even as the specific dynamics prove complex in their institutional details 

and consequences for project feasibility. When corporate tax liability falls or when investors 

possess attractive credits, demand for LIHTC declines, placing downward pressure on prices that 

continues until equilibrium is restored. When statutory changes increase LIHTC supply, as the 

One Beautiful Bill Act of 2025 has done by permanently reducing the PAB “financed-by” test 

from 50 to 25 percent, which Novogradac estimates could facilitate 1.2 million additional 

affordable units over the following decade, equilibrium prices tend to fall unless equity investor 

demand expands proportionately.78 As of the fourth quarter of 2025, equity investors entered a 

period of active price discovery with both 9% and 4% LIHTC racing an average per-credit-dollar 

equity bid of approximately $0.85 as of June 2025.79 As the market in 2026 generates an 

additional supply of 4% credits, LIHTC prices are likely to face further downward pressure as 

additional credits seek buyers whose participation requires the yield that lower prices provide. 

 

3.2 Investor types and their constraints 

 

The LIHTC investor pool bifurcates into two fundamentally distinct categories whose differing 

motivations generate corresponding divergent pricing analysis methodologies and risk 

tolerances. The CRA regulated commercial banks, whose investment decisions reflect the 

intersection of after-tax yield and regulatory compliance obligations that compel community 

investment regardless of purely economic calculus; and the economically motivated investors, 

such as insurance companies, non-bank corporations, and multi-investor funds, whose 

participation is driven primarily by risk-adjusted returns without regulatory overlay, rendering 

this segment of the investor universe more price sensitive and the first to withdraw when yields 

compress.80 

 

80 Novogradac & Company LLP, "LIHTC Equity Pricing: A Historical Perspective," Novogradac Journal of Tax 
Credits, March 2020, 2;  Tax Credit Syndicator #1, interview by David Ni. 

79 Ibid. 
78 Novogradac, "Road Ahead for Equity Markets." 
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CRA-qualified banks constitute the dominant investor class, accounting for 84.8 percent of total 

national LIHTC investment. The concentration renders the program functionally dependent on 

regulatory frameworks operating outside housing policy and creating systemic exposure to any 

modification to CRA requirements that reduces the community development hurdles that a bank 

must meet for the right to bank in a region. This concentration emerged over the program’s 

nearly four-decade history, as the withdrawal of individual investors following the passive-loss 

limitations of TRA86, the growth of CRA enforcement during the 1990s, and the consolidation 

of the banking industry into larger institutions with correspondingly larger CRA obligations 

combined to channel an ever-greater share of LIHTC capital through regulated investments.81  

 

Economically motivated investors, a minority of the LIHTC investor pool, evaluate transactions 

through a financial lens, unconstrained by CRA considerations and ESG mandates, viewing 

LIHTC as one option among a constellation of tax offsets, elevated after-tax yields, and other 

social investments. Insurance companies seeking to reduce federal tax liability constitute the 

largest non-bank investor category, with their participation reflecting actuarial calculations of 

long-duration investments that match their desired liability profiles. Technology corporations, 

including Microsoft and Amazon, pursue affordable housing investment to associate either brand 

with positive community impact while securing tax benefits, though such corporations are 

unrestricted from redirecting capital to superior yielding alternatives in LIHTC returns prove 

insufficient relative to competing opportunities.82 Multi-investor syndication funds, such as 

Monarch Capital, aggregate capital from diverse sources, spreading transaction-specific risk 

across portfolios while providing smaller investors access to LIHTC tax offsetting and 

depreciation benefits.  

 

The participation of Fannie Mae and Freddie Mac introduces additional complexity into the 

landscape, as government-sponsored enterprises operate under Federal Housing Finance Agency 

(FHFA) mandates that encourage affordable housing investment but constrain the method to 

stabilized properties, an additional source of variability. Government-Sponsored Enterprise 

(GSE) participation constituted a significant agent prior to 2008; however, the withdrawal of 

82 Ibid. 
81 Tax Credit Syndicator #1, interview by David Ni. 
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GSE capital during the crisis triggered a price collapse. Post-crisis, federal oversight of GSEs has 

constrained their participation in LIHTC. Bounded by FHFA conservatorship, the GSE reentered 

the LIHTC market in late 2017, when the FHFA authorized each enterprise to invest up to $500 

million annually, of which $200 million was designated for mission-related transactions in 

markets experiencing difficulty attracting investors.83  Through successive FHFA determinations, 

the annual investment cap was elevated from $500 million to $850 million per enterprise in 

2021, and subsequently to $1 billion per enterprise beginning in 2024, with incremental 

expansion calibrated to address the program’s chronic undersupply of equity in geographically 

isolated and structurally difficult to serve markets. Nevertheless, aggregate GSE market share 

remained far below the 40 percent that both entities held before their 2008 withdrawal.84 The 

trajectory of these successive cap increases encodes a broader regulatory judgment: that GSE 

participation, though necessarily constrained by conservatorship obligations and investment 

ceilings, constitutes an indispensable stabilizing instrument within the credit equity market by 

reaching demographics that would have proved unattractive to other investors. 

 

3.3 CRA, ALTERNATIVE CRA INVESTMENTS AND THE CEILING ON LIHTC 

PRICES 

 

The Community Reinvestment Act of 1977 created the regulatory framework that channels bank 

capital towards LIHTC investments by establishing affirmative obligations to lend, invest, and 

service activities in low- and moderate-income communities to maintain the right to receive 

deposits. These obligations, assessed periodically by the Federal Reserve Board (FRB), Federal 

Deposit Insurance Corporation (FDIC), and Office of the Comptroller of the Currency (OCC), 

carry significant consequences for non-compliance as they can restrict mergers and acquisitions, 

or the establishment of new branches.85 CRA compliance differentiates by institutional asset size, 

with large banks (over $1.16 billion) evaluated through assessment of a bank’s performance 

across three different areas: lending, investing, and service, with LIHTC equity investments 

counting towards the investment test alongside community development loans, investments in 

85 GAO, Low-Income Housing Tax Credits, 8. 

84 Novogradac & Company LLP, "FHFA Increase to the GSEs' Annual LIHTC Equity Investment Cap to $1 Billion 
Each;" Federal Housing Finance Agency, "FHFA Announces Increase in the Enterprises' LIHTC Cap." 

83 Novogradac & Company LLP, "FHFA Increases GSEs' Annual LIHTC Equity Investment Cap to $850 Million 
Each." 
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community development financial institutions (CDFI), and other direct capital towards 

underserved communities.86  

 

Under the investment test applicable to large banks, examiners evaluate not merely the dollar 

amount of qualified investments but also qualitative dimensions: how innovative or complex the 

investments are, how well they respond to credit and community needs, and whether they differ 

from those routinely provided by private investments.87 A qualified investment, as defined under 

CRA regulations, is a lawful investment, deposit, membership share, or grant whose primary 

purpose is community development, a category that encompasses affordable housing for low- 

and moderate-income individuals, community services targeted to low- and moderate-income 

populations, activities promoting economic development through small business and farm 

financing, and activities that revitalize or stabilize low- and moderate-income neighborhoods.88 

LIHTC equity investments, alongside new market tax credit, historic rehabilitation tax credit, 

and other tax credits, such as renewable energy tax credit all qualify for CRA scoring89 Upon 

completion of each examination, regulators assign one of four ratings, with institutions receiving 

lower ratings facing potential denial of merger applications, new branch establishments, and 

heightened supervisory scrutiny, creating powerful institutional incentives to maintain robust 

community investment portfolios even when purely financial considerations might counsel 

capital deployment elsewhere. 

 

The geographic scope of CRA evaluation is a pivotal driving force in raising LIHTC equity as 

the unit of analysis is neither the bank as a national corporate entity nor the broader regional 

economy in which it operates, but the specific, bounded localities in which the institutions 

maintain a physical and operational presence. The assessment areas are delineated by the banks 

themselves, subject to regulatory requirements that such areas must consist of whole census 

tracts, may not reflect illegal discrimination or arbitrarily exclude low- or moderate-income 

geographies, and may not extend substantially beyond metropolitan statistical area or state 

boundaries.90 This structure carries a critical implication: a bank cannot insulate an 

90 GAO, Low-Income Housing Tax Credits, 8. 
89 Office of the Comptroller of the Currency, "CRA Illustrative List of Qualifying Activities." 
88 GAO, Low-Income Housing Tax Credits, 8. 
87 Ibid., 63; GAO, Low-Income Housing Tax Credits, 8. 
86 Erickson, CRA Investment Handbook, 1–15. 
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underperforming area through investment activities concentrated in a different geography. 

Robust LIHTC investment in high-density urban markets, such as New York City, Boston, or San 

Francisco, does not compensate for deficient performance in a separate area in another city or 

region that may have a deficit of tax credit investment opportunities.  

 

The practical effect of this architecture on LIHTC investments is direct and well-documented. In 

metropolitan areas where the assessment areas of multiple banks overlap, termed CRA hotspots, 

competition for eligible investment opportunities intensifies sharply, generating upward pressure 

on LIHTC equity pricing that can exceed the actual value of the allocated credit. Market 

participants attributed pricing differentials to 20-30 percent between large urban markets and the 

rest of the country.91 Conversely, in geographies that fall outside the assessment area of any 

substantial banks, CRA “deserts,” such as rural areas and smaller cities, no analogous 

competition dynamic exists, and developers have historically received discounted equity of $0.85 

per dollar of allocated credit, rendering many projects infeasible.92  

 

Notwithstanding the complex risk profile that bond financing and subordinate debt layering 

introduce, CRA-motivated investors exhibit a preference for 4% credit, as one practitioner 

observed, in the recognition that 4% are larger in scale and therefore deliver greater equity per 

unit of compliance cost, rendering the 4% credit the more efficient instrument for satisfying 

investment test requirements.93 Furthermore, equity investments are often committed in 

conjunction with the right to fund the construction loan, which represents an additional 

intangible but present fee margin for the CRA investor. 

 

The critical insight for understanding LIHTC pricing is that LIHTC represents only one of 

several vehicles through which banks may satisfy their CRA investment requirements, meaning 

LIHTC must compete for bank capital against alternative compliance strategies that may offer 

superior financial terms or reduced risk exposure. Community development loans, 

mortgage-backed securities backed by affordable housing mortgages, investments in CDFIs, and 

93 Tax credit syndicator, interview by David Ni. 

92 Joshua D. Lowers, "Incentivizing LIHTC Development in Rural CRA Deserts," North Carolina Banking Institute 
29 (2025): 493, 496. 

91 GAO, Low-Income Housing Tax Credits, 14. 
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investments in Small Business Investment Companies all comply, affording banks alternatives if 

LIHTC pricing becomes unaffordable.94 While regulatory compliance carries significant value, 

that value does not extend to accepting negative financial returns that would damage profitability 

and balance sheet strength. As such, if LIHTC pricing reaches levels where after-tax yield turns 

negative or falls substantially below alternative CRA investments, banks will reallocate their 

CRA investment capacity to other qualifying vehicles, placing downward pressure on prices.95 

This dynamic ensures that LIHTC pricing is bounded within a range where investment generates 

positive returns, however modest, for the bank investor class, with the floor on investor returns 

translating into a ceiling on credit prices that limit how much equity developers can extract, 

regardless of project cost or affordability requirements.  

 

3.4 INVESTMENT STRUCTURES AND TAX BENEFIT COMPONENTS 

 

 

Figure 4. Equity Investor, Tax Credit Pricing Model96 

 

96 Figure by Author. Data Sourced: LIHTC Equity Investor. 
95 NYC Housing Policy Researcher interview, interview by David Ni, January 2026. 
94 Erickson, CRA Investment Handbook. 
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Figure 5. Tax Credit Pricing Model, abbreviated to Years 1-5 and Years 15-19. 

 

The legal architecture of LIHTC delivers tax benefits to investors, reflecting the program’s 

descent from pre-1986 syndication models that channeled depreciation and losses to passive 

investors through limited partnership structures that preserve the passthrough of tax attributes 

while complying with the passive-activity limitations that ended the abusive shelters of the prior 

era. LIHTC investments are also structured as limited partnerships in which credit equity 

investors hold 99.99 percent limited partnership interests while the sponsor retains 0.01 percent 

general partner interests. This allocation directs virtually all tax benefits to the investor while 

maintaining sponsor control over project operations and compliance, insulating investors from 

day-to-day management responsibilities that would convert their interest from passive to active 

and thereby disqualifying the tax treatment upon which the transaction depends.97 The 

partnership structure is essential to the program’s mechanics for it permits investors to claim 

federal tax credits and deductions generated by the underlying real estate while limiting liability 

exposure to the amount of their LIHTC equivalent capital contribution, creating a risk-return 

profile that institutional investors can accommodate within portfolio constraints. 

 

Investor returns derive from three distinct components whose relative contributions shape 

sensitivity to policy changes affecting any single element and the interplay determining overall 

yield and the prices investors will pay for credit participation. The primary component is the 

ten-year LIHTC stream itself, which provides dollar-for-dollar reductions in federal income tax 

liability. A credit is worth precisely its face value regardless of the investor’s marginal tax rate, 

97 Michael D. Eriksen and Stuart S. Rosenthal, "Crowd Out Effects of Place-Based Subsidized Rental Housing: New 
Evidence from the LIHTC Program," Journal of Public Economics 94, nos. 11–12 (2010): 955. 
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such that a dollar of credit offsets a dollar of tax liability whether the corporation faces 35 

percent or 21 percent rates; this is represented in Figure 5 by the second line item, a stream of 

$2.8mm annual income for ten years. The second component comprises depreciation deduction 

on the building-associated improvements, which generate tax losses that offset other taxable 

income and whose value equals the deductible amount multiplied by the corporate tax rate, 

creating direct sensitivity to tax-rate changes. The property depreciation is encapsulated by the 

fifth line item, an annual deduction of $2.6mm. The third component consists of additional losses 

associated with soft-loan structuring, interest deductions on acquisition debt and other 

transaction features that may generate incremental tax benefits beyond the credit and 

depreciation. The fourth line item represents the losses associated with the interest payment. The 

net operating income (NOI), negative interest, and negative depreciation, together with the 

taxable income, represent the net losses generated by the property which is translated into 

positive deduction benefits in the taxes line at a rate of 21 percent. 

 

The mechanics of investor basis, represented by the ninth line item in figure 5, the tax law 

concept determining how much investment an investor is deemed to have at risk for purposes of 

calculating gain or loss, is critical to understanding LIHTC economics and exit dynamics, as it 

affects the willingness to hold investments through the full compliance period. An investor’s 

basis in the partnership begins at the initial capital contribution, typically distributed at closing, 

at construction completion, at stabilization, and upon receipt of the 8609 tax confirmation 

approval, calculated under the first line item, “Equity Pay-in.” The basis declines as the investor 

claims depreciation deductions throughout the investor’s involvement with the property, thereby 

reducing the tax-law value of the underlying property. 98 Over the investment’s fifteen-year 

compliance period, cumulative depreciation deduction typically exceeds the initial capital 

contribution, driving the investor’s basis negative and creating a “phantom income” at 

disposition, typically paired with a put option requiring the sponsor to purchase the LP interest 

for ten percent of the property’s value. In New York City, the common practice is for a nominal 

price of $100. The difference between the sale price and the negative basis is treated as taxable 

gain, generating exit taxes that must also be factored into the original underwriting, represented 

98 LIHTC equity investor interview, interviewed by David Ni. 

 
47 



by the 12th line item.99 An investor who sells a partnership interest for $100 after claiming a 

depreciation deduction totalling several million dollars faces a substantial tax liability despite 

receiving minimal cash proceeds. The liability typically requires sponsors to indemnify through 

contract provisions that transfer exit-tax risk to the developer as a condition of investment.  

 

In the stylized model, the total post-tax cashflow for an equity investor is comprised of: the 

equity contribution paid during construction milestones; the LIHTC tax credits generated by 

continued compliance; tax write offs comprised of the net loss generated by the combination of 

NOI, interest losses, and depreciation adjusted for the corporate tax rate; cashflow, typically not 

distributed to the equity investor; put price for sale of the ownership interest back to the general 

partner; and the deferred capital gains taxes paid upon exit. The resulting cash flow will generate 

a post-tax internal rate of return, which is adjusted to the pre-tax IRR by dividing the rate by the 

complement of the tax rate.  

 

The pre-tax equivalent internal rate of return constitutes the operative yield metric for tax credit 

investors, a distinction from traditional investment metrics that is at the core of this thesis’ 

understanding of the effects of Federal tax reforms. As the LIHTC investment generates its 

returns through tax benefits, credit offsets, depreciation deduction, and interest loss rather than 

through taxable income, applying a post-tax discount rate assumes the investor owes tax on 

income that is not taxed. Thus, by converting to pre-tax equivalent IRR, the adjusted metric 

permits the investor to evaluate the credit opportunity against competing deployments on a 

consistent basis, such as the 10-year treasury bond yields, with the spread representing the risk 

premium. 

 

3.5 GEOGRAPHIC VARIATIONS IN PRICING 

 

LIHTC prices vary substantially across regions, reflecting differences in CRA intensity, 

competition among bank investors, depth of development pipelines, and market-specific risk 

perceptions that investors incorporate into yield requirements and, by extension, pricing. 

Metropolitan areas with densely concentrated bank headquarters and branch networks, such as 

99 LIHTC equity investor interview, interviewed by David Ni. 
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New York, Chicago, San Francisco, and Los Angeles, generate strong CRA demand that 

supports premium pricing, as multiple banks with overlapping assessment areas compete for 

limited transaction flow that satisfies regulatory requirements while providing acceptable returns. 

On the other hand, rural markets and regions with limited bank presence face correspondingly 

softer demand as fewer institutions have CRA incentives to invest in those geographies and the 

economically motivated investors who might fill the gap require higher yields to compensate for 

perceived risks associated with smaller markets, less institutional sponsors, and reduced liquidity. 

New York City has historically commanded the highest LIHTC prices nationally at $0.95 

compared to the national average of $0.85 per credit dollar.100 

 

Geographic pricing differentials persist over time, reflecting durable structural features of 

regional markets and CRA boundary restrictions rather than a transient fluctuation that arbitrage 

might eliminate. Some states chronically underutilize their PAB allocation and 9% credit 

authority, generating limited transaction flow that fails to attract robust investor competition. 

Prices in these markets may trade in the low-$0.80s to mid-$0.70s in non-CRA markets, such as 

Puerto Rico, where prices could even be in the $0.60s range, substantially below metropolitan 

premiums as the limited deal volume fails to attract syndicator attention and the investors who do 

participate require higher yields that the markets are incapable of generating.101 California, New 

York, and other high-production states with constrained capacity and sophisticated development 

communities generate sufficient deal volume and investor interest to support higher prices; 

however, the market remains subject to policy and demand pressures that no regional premium 

can fully offset. 

 

The cross-sectional variation in pricing, the difference between New York and Rural Texas or 

between coastal and Midwestern markets, is analytically distinct from the temporal variation that 

constitutes this thesis’s central concern, for forces driving geographic differentials operate 

largely independently of the forces driving price changes over time. While geographic 

differences are durable features of regional markets, the decline in LIHTC prices since the 

mid-2010s has affected all markets, shifting the entire distribution downwards even as relative 

101 Tax Credit Syndicator #2 interview. 

100 Tax Credit Syndicator #2 interview; Novogradac, "Road Ahead for Equity Markets." See also Tax Credit 
Syndicator #2 interview. 
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positions have remained. A New York project commanding $0.98 per credit in 2015 might 

receive $0.92 in 2024; a rural project trading at $0.82 might fall to $0.76, with both declines 

reflecting national dynamics examined in the subsequent sections.  

 

4.1 HISTORIC PRICE TRAJECTORY 

 

LIHTC pricing has exhibited substantial variation over the program’s nearly four-decade history 

in response to macroeconomic conditions, tax policy changes, and shifts in investor demand that 

have alternately supported and depressed credit values, revealing the program’s fundamental 

sensitivity to forces outside housing policy control. Understanding the historical trajectory at the 

national scale establishes context for the post 2016 decline and a deeper dive into the municipal 

level factors of the next section. Ultimately, historic price fluctuations reveal that LIHTC prices 

are inherently volatile rather than the stable subsidy stream that appropriations-based housing 

programs provide, and that the current pricing environment, while challenging, constitutes 

neither an unprecedented crisis nor an inevitable permanent condition but rather a phase in 

ongoing fluctuations that program design renders unavoidable. 

 

The program’s early years witnessed prices that contemporary observers would consider 

remarkably low, as investors were unfamiliar with the new tax-credit mechanism and the limited 

track record upon which to base underwriting assumptions. During the program’s inception in the 

late 1980s, prices for 9% credits ranged from the low $0.40 to the high $0.30, reflecting the risk 

premium demanded for an untested investment vehicle. 102 By 1993-1994, as corporate investors 

entered the market and the program established a performance track record, pricing had climbed 

to the high $0.40s to low $0.50s with yield targets at around 13-14 percent, roughly a seven 

percent spread on the ten-year US Treasury. 103 By 1998, continued demand growth had 

compressed yields to approximately eight percent, with prices rising correspondingly as 

competition for credits intensified.104 The Government Accountability Office (GAO) survey data 

from state housing finance agencies documents a mean pricing of $0.89 in 2005, rising to $0.92 

104 Ibid. 
103 Ibid. 
102 Novogradac, "LIHTC Equity Pricing: A Historical Perspective," 1. 
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in 2006 at the pre-crisis peak, with individual state averages ranging from $0.75 to $1.03.105 The 

period from 2006-2007 was a high-water mark for LIHTC valuation, with strong yields 

continuing on an upward trajectory until macroeconomic disruption shattered the equilibrium 

that favorable conditions had produced. 

 

The 2007-2008 financial crisis tanked prices through mechanisms that illuminated LIHTC’s 

structural vulnerabilities with painful clarity, a brief overview of which was mentioned in 

previous sections. Collapsing bank profitability eliminated the tax liabilities that were designed 

to offset, as institutions reporting losses had no federal income tax obligations against which 

credits could be applied; damaged balance sheets forced banks to curtail new commitments as 

capital constraints and regulatory pressure demanded retrenchment from non-core activities; and 

the withdrawal of Fannie Mae and Freddie Mac, which had constituted around 40 percent of 

LIHTC investment prior to the crisis, removed a major source of demand precisely when bank 

investors were retrenching.106 The net operating losses that banks accumulated through 

2008-2010 were carried forward against future income, meaning that even as profitability 

recovered in subsequent years, accumulated losses continued to eliminate tax liability, extending 

the period of depressed LIHTC demand beyond the acute crisis phase into the early recovery.  

 

Prices fell precipitously as investor demand collapsed, with industry participants reporting a 

$0.30 drop in LIHTC pricing and some transactions struggling to attract any investor interest 

regardless of pricing, stranding projects mid-construction as previously committed capital was 

withdrawn.107 GAO survey data captures the collapse in granular detail: mean state-reported 

pricing fell from $0.92 in 2006 to $0.65 in 2009, with the minimum reported prices plummeting 

from $0.80 to $0.50.108 To attract capital during this period, project yields had to rise to the 1993 

level of 13-14 percent, a reversion that erased 15 years of rate compression but also attracted 

new investors into a market that suddenly offered returns commensurate with perceived risk: 

insurance companies.109  

 

109 Novogradac, "LIHTC Equity Pricing: A Historical Perspective," 2. 
108 GAO, Low-Income Housing Tax Credits, 17. 
107 Novogradac, "LIHTC Equity Pricing: A Historical Perspective," 2. 
106 Stamm and LaJoie, Overview of the LIHTC, 5. 
105 GAO, Low-Income Housing Tax Credits, 17. 
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The combination of significant funding gaps for projects across the country and the collapse of 

tax credit prices required immediate federal intervention in the form of the Tax Credit Assistance 

Program and the Tax Credit Exchange Program, elements introduced in the American Recovery 

and Reinvestment Act of 2009. The former provided direct grants to stalled LIHTC projects and 

the latter allowed state housing finance agencies to exchange unsubscribed tax credits for 

Treasury grants at $0.85 per dollar of credit, thereby stabilizing the market prices and enabling 

the completion of much-needed affordable housing projects.110 Yet, these interventions were 

temporary, targeted, reactive, and costly, ad hoc rescue mechanisms rather than structural 

reforms that would insulate the program from future market dislocation. During this period, state 

housing finance agencies served as critical intermediaries, administering emergency programs, 

working with distressed projects, and maintaining program continuity through institutional credit 

backing that enabled the market to recover as investor demand returned.  

 

The period from 2010 through 2016 witnessed gradual recovery as accumulated losses were 

absorbed against reviving profits, bank profitability returned to levels generating meaningful tax 

liability and CRA pressure remained strong while statutory LIHTC supply remained relatively 

stable. GAO data from this period showed the prices recovering to $0.74 in 2010 with the range 

extending from $0.47 to $0.96, still well below the pre-crisis peaks but representing meaningful 

improvement from 2009.111 By 2011, one year after the crisis trough, yields had compressed to 11 

percent as investors re-entered the market, though pricing recovery remained uneven across 

geographies.112 The subsequent years saw continued improvement. By November 2017, 

Novogradac data showed prices reaching $1.05 to $1.10 per credit dollar while the Midwest and 

Southeast, historically areas with weaker CRA demand, saw pricing in the high $0.80s to low 

$0.90s.113 The recovery, however, proved temporary: the 2016 election and subsequent enactment 

of the Tax Cuts and Jobs Act represented a new negative shock whose effects have persisted and 

whose mechanisms differed fundamentally from the crisis-driven collapse, requiring distinct 

analytical treatment that the subsequent sections provide. 

 

113 Ibid., 2–3. 
112 Novogradac, "LIHTC Equity Pricing: A Historical Perspective," 2. 
111 GAO, Low-Income Housing Tax Credits, 17. 
110 Stamm and LaJoie, Overview of the LIHTC, 5. 
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4.2 CORPORATE TAX REFORM AND THE REDUCED VALUE OF CREDITS 

 

 Figure 6. Price Decline due to Federal Tax Reforms114 

 

 

The Tax Cuts and Jobs Act of 2017 reduced the top federal corporate tax rate from 35 percent to 

21 percent, a 40 percent decline, which was paired in conjunction with modifications to net 

operating loss rules and interest-deduction limitations that further affected corporate tax planning 

in ways that reduced LIHTC attractiveness relative to alternative strategies.115 The magnitude of 

this rate reduction sent shockwaves through tax-credit markets that depend upon corporate tax 

liabilities as the source of investor demand, forcing fundamental repricing of transactions whose 

economics had been underwritten assuming rate structures that the Trump administration swept 

away. 

 

The mechanical explanation for why lower tax rates reduce LIHTC value operates through the 

depreciation component of investor returns, revealing how the interaction among return 

115 Novogradac, "Client Alert: Tax Reform," 1–2. 
114 Figure by Author. Data Source: Novogradac, LIHTC Equity Pricing Trends. 
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components creates sensitivities to policy changes affecting any single element. Tax credits 

remain dollar-for-dollar offset regardless of tax rates as the nominal value of credits is rate 

invariant. Depreciation deduction, however, generates tax benefits equal to the deductible 

amount multiplied by the applicable tax rate, creating direct proportionality between rate levels 

and deduction value. A ten-dollar depreciation deduction worth $3.50 in tax savings becomes 

only $2.10 under the new tax rate, a proportionate decrease in a significant portion of total 

investor returns, reducing overall yield even though credit value remains unchanged. The 

additional value received from depreciation is also the reason tax credits can be priced above 

their dollar-for-dollar face value. The interaction between rate-invariant credits and rate-sensitive 

deductions meant that the TCJA’s impact on investor returns, while substantial, was 

disproportionately less than the 40 percent rate reduction. Nevertheless, the impact was material, 

requiring price adjustments to restore yields to levels that were acceptable to investors.  

 

Figure 6., extracted from Novogradac, clarifies the magnitude of TCJA’s impact on investor 

economics. Consider a simplified investment generating $100 in credits and $50 in depreciation 

deduction over the holding period. At the original 35 percent corporate rate, the depreciation 

generates $17.50 in savings, yielding a total tax benefit of $117.50. At the 21 percent rate, the 

same depreciation generates only $10.50 in tax savings, yielding a total tax benefit of $110.50. 

Novogradac estimated the overall value reduction of approximately 14 percent, with greater 

reduction for tax-exempt bond-financed developments and acquisition or rehabilitation 

transactions where depreciation value represents a greater portion of the overall tax benefit.116 If 

investors require unchanged yields, they will reduce the price they pay for credits by 

approximately the same proportion as the decline in total benefits, translating the rate reduction 

into a project-level equity shortfall. Introduced in the Consolidated Appropriations Act of 2021, 

the fixed credit floors for both types of credits, establishing minimum credit rates regardless of 

prevailing interest rates, partially but incompletely offset this effect as the floor increases credit 

generation on a qualified basis, but did not address the depreciation-value reduction.117  

 

117 Driessen and Hughes, Fiscal Federalism, 3–4. 
116  Novogradac, "Client Alert: Tax Reform," 1. 
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Markets began pricing in anticipated tax cuts after the November 2016 election, well before 

TCJA’s December 2017 enactment, as investors unwriting deals during 2017 assumed lower 

corporate rates that would prevail during the ten-year credit period.118 This forward-looking 

rationale, an investor committing capital in mid-2017 for a project placed in service in 2019 

should price against expected tax rates during the 2019-2029 credit period rather than rates 

prevailing at commitment, accelerated pricing adjustments and created a prolonged period of 

uncertainty as markets debated the likelihood, timing, and magnitude of tax reform. Industry 

participants reported that credit prices dropped from $1.05 in November 2016 to approximately 

$0.94 by December 2017.119 The yield compression that occurred as investors repriced deals 

created persistent pressure on pricing that has not fully reversed as of April 2026 despite the 

passage of years since TCJA’s enactment, as rate reduction was a structural shift rather than a 

temporary dislocation like the 2008 financial crisis.  

 

4.3 COMPETITION FROM ALTERNATIVE TAX CREDITS 

 

The Inflation Reduction Act of 2022 substantially expanded tax credits for renewable energy and 

climate-related investments, creating new competition for the limited pool of corporate tax 

capacity seeking offset and introducing an additional source of downward pressure on equity 

pricing. For renewable energy, the IRA increased the Investment Tax Credit and Production Tax 

Credit to their full statutory rate of 30 percent and $0.0275, respectively, and introduced 

transferability of ITC and PTC credits to unrelated third parties, opening the equity market to 

investor classes previously excluded by partnership complexity. Novogradac estimated that the 

clean energy tax credit increased by 20 percent in 2025 alone.120 The Joint Committee on 

Taxation projected $140.1 billion in spending on Section 48 investment tax credits from 2024 

through 2028, set against the LIHTC program’s annual expenditure of approximately $9.9 

billion; these figures illustrate the degree to which the IRA has restricted the relative scale of 

competing credit instruments.121  

121 "IRA Section 13102: Renewable Energy Investment Tax Credit," IRA Tracker. 

120 Novogradac & Company LLP, "Inflation Reduction Act and What It Means for Renewable Energy and Beyond," 
podcast, August 23, 2022. 

119 Novogradac, "LIHTC Equity Pricing: A Historical Perspective," 2. 

118 NYU Furman Center for Real Estate and Urban Policy, "The Effects of the Low-Income Housing Tax Credit 
(LIHTC)," Research Brief, May 2017, 1. 
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The competitive dynamic also manifests through yield differentials among different tax credit 

sources. Practitioners report that economically motivated investors can achieve returns of 10 

percent or higher on renewable energy credits compared to five percent or less on LIHTC 

transactions in late 2025 CRA markets, a spread that redirects non-bank capital away from 

affordable housing towards alternative credits offering superior risk-adjusted returns.122 This 

yield differential explains why the LIHTC investor base has become increasingly concentrated 

among CRA-motivated banks, whose scale and availability based regulatory benefits supplement 

financial returns and thereby justifying lower yield, while purely economic investors migrate to 

renewable energy and other credits where higher returns compensate for the absence of 

regulatory benefits.  

 

4.4 CHANGES IN LIHTC SUPPLY 

 

Beyond the per-capita allocation of 9% tax credits and PABs, the most significant supply-side 

development, proposed in the Consolidated Appropriations Act of 2021 and codified under the 

One Beautiful Bill Act, was the reduction of the bond “financed-by” test from 50 percent to 25 

percent of aggregate basis for 4% LIHTC eligibility. 123 Under the prior fifty percent test, a 

project required that at least half of its aggregate basis be financed through tax-exempt bond 

proceeds to qualify for 4% credit. Under the revised twenty-five percent test, projects need to 

finance only one-quarter of aggregate basis with bonds, theoretically doubling the number of 

projects that a given volume of PAB authority can support. Where previously a $50 million bond 

issuance supported one project at the 50 percent threshold, the same $50 million dollars can now 

support two projects each meeting the twenty-five percent test, expanding potential 4% credit 

supply in states where PAB constraints had previously limited 4% production. Nationally, 

Novogradac estimates that the change will result in 527,700 additional affordable rental homes 

over 2026-2035. 124 

 

124 Novogradac & Company LLP, "House Passes FY 2025 Budget Reconciliation Bill That Includes Biggest LIHTC 
Expansion in a Quarter Century," 2025. 

123  NYHC, Federal Barrier to Affordable Housing Supply, 2–3. 
122 Tax Credit Syndicator #1, interviewed by David Ni. 
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By halving the share of a projects’ qualified basis, the reform is immediately appealing in 

volume cap-constraint jurisdictions such as New York, which in recent years has exhausted 

virtually its entire annual cap allocation to sustain a pipeline of approximately 10,000 units per 

year.125 However, the pricing consequence of this expansion follows from the fundamental 

supply-demand architecture that the GAO and market participants have consistently identified as 

the primary determinant of per-credit equity ratios. Investor demand, anchored by CRA 

obligation cycles and corporate tax appetite, does not automatically scale with production 

volume and where supply expands faster than absorption, downward pressure on the price ratio 

is the predictable result. By late 2025, in anticipation of the reform’s January 2026 operative 

date, practitioners were already characterizing the market as benign in a period of price 

discovery, with non-CRA properties registering LOI prices in the low-to-mid $0.80s and in some 

instances, the high $0.70s per credit dollar, a compression whose mechanism is precisely the 

rational investor response to an impending supply glut.126 

 

The reform’s interaction with project-level financing architecture introduces a second, less 

discussed volatility channel, one that operates through debt structure of individual transactions 

rather than through aggregate market supply. Under the prior fifty percent test, the statutory 

requirement that a substantial share of qualified basis be financed through tax-exempt bonds had 

the effect of concentrating a project’s long-term debt in the instrument class carrying the lowest 

coupon rates, i.e., government low-interest rate loans. The reduction to 25 percent forces, 

especially in markets where volume cap remains constrained despite the test reduction, such as 

New York, the substitution of taxable bridge financing or taxable tail loans for a portion of the 

debt formerly held in tax-exempt forms. This increases carrying costs at the project level even as 

the transaction’s per-unit volume cap burden declines. 127 This structural trade-off is not 

eliminated by the test change but redistributed. The volume cap savings that make additional 

transactions feasible at the state level are partially offset by the higher debt service, compressing 

the residual returns available to equity investors and, in high-cost markets whose financial 

analysis already operates on thin margins, potentially reducing the credit price that projects can 

127 Tax Credit Syndicator #2, interviewed by David Ni. 

126 Novogradac & Company LLP, "Tax Credit Equity Pricing Post-OBBBA: What Does the Future Hold?," podcast, 
October 14, 2025. 

125 NYHC, Federal Barrier to Affordable Housing Supply, 3. 
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sustain. The reform, therefore, does not resolve the underlying tensions between the program’s 

reliance on a finite, per capita-indexed bond authority, which the New York Housing Conference 

characterized as having grown only 16 percent over the prior decade, leaving shovel-ready 

projects queued for financing across multiple years.128 

 

4.5. LIHTC Equity Secondary Markets 

 

The LIHTC secondary market has grown as institutional investors have discovered that CRA 

compliance credits attach as investment origination without requiring continued holding, creating 

opportunities to claim CRA benefits while offloading the investment to reduce capital 

commitment and portfolio concentration.129 A bank purchasing LIHTC equity receives CRA 

credit immediately upon closing, regardless of whether it holds the investment through the 

15-year compliance period or sells to another investor who assumes the remaining credit stream. 

This regulatory feature enables banks to satisfy CRA requirements while managing 

balance-sheet exposure through secondary sales that transfer economic ownership without 

affecting the compliance credit already recognized. Upon the acquisition of LIHTC equity from 

the secondary market, an interviewed institutional equity investor stated that the purchaser also 

receives CRA credits, in essence, double-dipping on the same property without generating twice 

the community benefits. The growing secondary market may affect primary-market dynamics in 

ways whose net direction may suggest downward price pressure. While the secondary liquidity 

might encourage primary investment by reducing effective holding periods and lock-up risk, 

supporting demand and pricing, secondary trading have, according to the same interviewee, 

dramatically decreased the total pool of investors, applying downward price pressure; the Office 

of the Comptroller of the Currency’s Community Development Insights document does 

corroborate the underlying mechanism; however, no academic or journalistic article could be 

located.130 The secondary market dynamic, if operative at the scale the practitioner suggests, 

would damage the CRA-driven demand premium that has historically elevated pricing in 

high-density assessment markets: as banks satisfy investment test obligations through discounted 

secondary acquisitions rather than primary equity commitments and the competitive pressure 

130 Office of the Comptroller of the Currency, Community Development Insights (Washington, DC: OCC). 
129 LIHTC equity investor interview. 
128 NYHC, Federal Barrier to Affordable Housing Supply, 3. 
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among CRA investors for access to new-issue credit diminishes, exerting sustained downward 

pressure.  

 

4.6 DRIVERS OF DECLINING LIHTC PRICES 

 

The main drivers of LIHTC price declines since the mid-2010s operate through distinct but 

reinforcing channels whose cumulative effect has depressed pricing from levels exceeding one 

dollar per credit in strong markets to $0.85-$0.95 range that now prevails even in locations with 

historically robust CRA demand. Tax-policy changes: particularly TCJA’s corporate rate 

reduction from 35 percent to 21 percent, competition from alternative tax credits and tax 

planning strategies expanded by the IRA’s renewable energy provisions and bonus depreciation 

phase-in; supply-side expansion through both 9% per-capital allocation increases and the 25 

percent financed by test for 4% credit; and evolving CRA dynamics affecting bank investor 

behavior in ways that compound rather than offset demand-side pressures. These factors jointly 

explain the observed downward movement in LIHTC prices, which has affected both 9% and 4% 

transactions across geographic markets, shifting the entire pricing distribution downward while 

preserving relative differentials between strong and weak CRA markets. 

 

The drivers are largely exogenous to housing policy, a feature that renders LIHTC pricing 

volatility fundamentally distinct from housing-policy instruments and that creates the fiscal 

federalism dynamic central to this thesis’s arguments. Corporate tax rates are set through 

tax-reform deliberations driven by deficit-reduction objectives, international-competitiveness 

concerns, and distributional politics, with no relation to affordable housing production needs. 

Renewable energy credits expand through climate-policy priorities that may compete with 

housing for investor attention, regardless of relative social merits. CRA enforcement reflects 

bank-regulatory objectives concerned with financial stability and community access to credit 

rather than affordable housing specifically. The result is a housing production program whose 

effective subsidy intensity varies with policy decisions made in contexts far removed from 

housing, introducing volatility that neither housing finance agencies nor local governments can 

anticipate or control, only accept and offset at their own expense. 
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Part III examines how these national-level price dynamics are transmitted to New York City’s 

9% LIHTC pipeline, tracing the specific mechanisms through which exogenous pricing changes 

are absorbed by HPD and HDC budgets and quantifying the fiscal exposure that federal 

tax-policy decisions create for a municipal government possessing no authority over the 

parameters generating that exposure yet bearing full political accountability for the housing 

outcomes that result.  

 

SECTION III: EXPOSURE AND INCIDENCE IN NEW YORK CITY 

 

5.1 NYC’S HOUSING SHORTAGE AND DEPENDENCE ON SUBSIDIZED 

PRODUCTION​

​

New York State confronts a housing affordability of historic severity, characterized by a 

structural deficit in units affordable to households at the lowest income level and by production 

rates that persistently lag both population growth and peer metropolitan areas. This condition 

creates a phenomenon in which subsidized development no longer constitutes one of a 

constellation of financing options but rather the primary, and at times, the only, mechanism 

through which low- and moderate-income households can secure adequate housing. Analysis by 

McKinsey and Company for the Regional Plan Association found that the tri-state region 

currently faces a shortage of 540,000 housing units, a gap projected to widen by 920,000 by 

2035 absent a dramatic acceleration in production rates, a shortage that contributes to soaring 

rents, overcrowding, and a homelessness emergency that ranks among the most acute in the 

nation, with downstream consequences of public expenditure deficit on public shelter systems, 

healthcare costs, and workforce stability that extends far beyond housing policy. 131 The 

magnitude of this shortage is best illustrated through labor-market terms: a New Yorker earning 

the minimum wage would need to work 94 hours per week to afford a one-bedroom apartment at 

the fair market rent determined by HUD, and 109 hours for a two-bedroom unit, a figure from 

2022 that has only widened with time.132 

 

132 NYHC, Federal Barrier to Affordable Housing Supply, 1. 
131 Regional Plan Association, "Impacts of New York's Housing Crisis." 
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Within New York City, the crisis is compounded by a decades-long mismatch between housing 

supply and demand. The 2023 New York City Housing and Vacancy Survey, the longest-running 

housing survey in the United States and measured triennially, recorded a net rental vacancy rate 

of 1.41 percent, the lowest since 1968, reflecting a precipitous contraction from the pandemic-era 

anomaly of 4.54 percent in 2021. Nominally, approximately 33,000 of the city’s roughly 2.36 

million rental units were available for rent across all five boroughs at the time of the survey.133 

The vacancy crisis is particularly severe at the lower end of the income distribution: among units 

renting for under $1,100 per month, the vacancy rate was only 0.39 percent and the rate 

remained below one percent across the bottom three quartiles of the rental market, covering all 

units priced below $2,400 per month. The top quartile registered 3.39 percent vacancy, 

underscoring that productive capacity of the private market is largely oriented away from 

affordable units.134  

 

This supply constraint is not a temporary disruption but a structural consequence of sustained 

underproduction: between 2010 and 2023, the city’s housing stock grew by approximately 9% 

while total employment grew by 22 percent; between 2021 and 2023 alone the city added 

275,000 new households against a net increase of only around 61,000 housing units, a 

supply-demand gap that relentlessly reinforces the city’s dependence on subsidized production 

and preservation as the primary mechanism for housing low- and moderate-income residents.135 

The New York metropolitan area’s underproduction manifests not merely as an internal 

phenomenon but as a comparative failure visible against peer metros and a growing regional 

emergency: between 2011 and 2020, NYC created only 23 new housing units per one thousand 

residents annually, far behind dense comparable metros such as Washington, DC (35 units) and 

San Francisco (26 units), let alone high growth markets such as Houston and Orlando, which 

exceeded 68 units per thousand.  

 

135 New York City Comptroller, "Spotlight: New York City's Housing Supply Challenge; " New York Housing 
Conference, NYHC Tracker 2024. 

134 Association for Neighborhood and Housing Development, "Data Brief: We Have the Least Housing Where 
Renters Need It Most." 

133 New York City Department of Housing Preservation and Development, 2023 New York City Housing and 
Vacancy Survey: Selected Initial Findings, 2024. 
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The preservation of existing deeply affordable stock proves equally critical to the city’s housing 

supply and nowhere is this imperative more evident than in the role of the New York City 

Housing Authority, whose portfolio constitutes the largest concentration of deeply affordable 

housing in the Western Hemisphere yet whose abject physical condition reflects decades of 

federal disinvestment that LIHTC-financed preservation now attempts to remediate. NYCHA’s 

approximately 170,000 units of public housing account for almost 60 percent of all units 

affordable to extremely low-income households and 30 percent of all units affordable to very 

low-income households, a concentration of deeply affordable stock that no market mechanism 

could replicate and that no alternative program approaches in scale.136 By law, NYCHA housing 

is permanently affordable, yet residents are currently enduring deteriorating conditions from 

mold, lead paint, inconsistent heat and hot water, which reflects an estimated $78.3 billion in 

20-year capital needs, 54 percent of which covers repairs that require urgent replacement 

immediately or within the next year.137 LIHTC financed new construction and preservation are 

therefore critical not only to expanding the affordable stock but also to recapitalizing and 

preserving existing public and assisted housing through mechanisms such as the Rental 

Assistance Demonstration (RAD) program. RAD converts housing from Section 9 Capital Fund 

financing to project-based Section 8 rental assistance thereby leveraging more stable operating 

subsidies to support private debt and equity, and the Permanent Affordability Commitment 

Together (PACT) conversion, which apply RAD model to NYCHA’s portfolio while maintaining 

public ownership and long-term affordability restrictions.138 

 

5.2 HPD AND HDC AS LOCAL IMPLEMENTATION AGENTS 

 

HPD and HDC function as point implementation agents for the vast majority of large-scale new 

construction and preservation deals in New York City: with HDC issuing PAB-financed 

mortgages and sometimes providing subordinate loans from its reserve, HPD contributing city 

capital as deeply subordinated soft loans while designing the regulatory framework, and LIHTC 

equity filling a substantial portion of the capital stack in amounts determined not by city policy 

138 NYU Furman Center for Real Estate and Urban Policy, "Rental Assistance Demonstration;"  New York City 
Housing Authority, "Permanent Affordability Commitment Together (PACT)." 

137 IBO, How Much Federal Funding Does New York City Receive?, 2025. 
136 NYHC, Federal Barrier to Affordable Housing Supply, 2. 
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but by market prices over which the city exercises no control. This institutional arrangement 

confers certain efficiencies as HDC’s bond issuing capacity and HPD’s regulatory authority are 

complementary and permit the city government to facilitate deal-by-deal calibration of resources 

in more boutique ways; yet this same arrangement concentrates risk by positioning both agencies 

as residual claimants when external market conditions deteriorate. Neither HPD nor HDC can 

control LIHTC pricing, for the price at which tax-credit investors purchase credits is determined 

by national capital markets, corporate tax policy, CRA dynamics and competition from 

alternative credits – factors analyzed in Chapters 3 and 4 – operating through mechanisms 

entirely outside municipal jurisdiction. When LIHTC prices decline, HPD and HDC cannot raise 

the statutory credit amount or compel investors to pay more. They can only respond by adjusting 

the variables within their control: increasing city capital contributions, drawing down HDC 

reserves, modifying term-sheet parameters, rebalancing PAB allocations towards housing, or 

accepting reduced production volumes and shallower affordability targets.139 Each option 

represents a form of fiscal absorption that translates national market dynamics into local budget 

pressures. 

 

The scale of this intermediation is substantial, rendering the city’s affordable housing production 

capacity deeply dependent upon LIHTC market conditions over which it exercises no influence. 

HDC allocates an average of approximately $800 million in tax-exempt PABs proceeds annually 

to finance affordable housing in New York City, generating 4% LIHTC equity estimated at 

approximately $667 million annually that flows into the city's affordable housing capital stack 

alongside $166 million from 9% credits. 140 For 4% LIHTC, while the pairing of below market 

bond debt and as-of-right tax credit equity constitutes the financial backbone of New York City’s 

large-scale affordable housing pipeline, the very integration that makes this model effective also 

transmits national LIHTC market fluctuations directly into city capital requirements, creating a 

fiscal federalism dynamic. 

 

5.3 RENT REGULATION CONSTRAINTS ON LIHTC FINANCING 

 

140 IBO, How Much Federal Funding Does New York City Receive?, 23. 
139 NYC Housing Policy Researcher interview. 
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New York City’s affordable housing finance system operates under a dual regulatory regime that 

constrains the revenue side of project pro forma in ways that limit gap-filling options when 

LIHTC equity declines, thereby concentrating fiscal incidence on city subsidies rather than 

allowing market adjustment through rent increases to enhance debt capacity. The two 

overlapping constraints, federal LIHTC income and rent limit under IRC §42 and state 

rent-stabilization law as administered by the Rent Guideline Board (RGB), create binding 

ceilings on net operating income. When the two regulations are combined with operating-cost 

inflation exceeding permitted rent increases, the confluence generates pro forma deterioration 

over time that constrains debt underwriting and forecloses the debt-expansion response that 

might otherwise absorb equity shortfalls. The scale of affected stock is substantial as, of the 

300,000 government subsidized income-restricted rent stabilized units 150,000 units utilize 

LIHTC program.141 

 

The New York State Housing Stability and Tenant Protection Act of 2019 (HSTPA) restructured 

the financial architecture of rent-stabilized housing by eliminating supplemental income 

mechanisms, such as, vacancy allowance, Major Capital improvements (MCIs), and Individual 

Apartment Improvements (IAIs), through which owners had historically augmented RGB 

permitted revenues, rendering RGB annual guidelines the sole determinant of long-run 

residential income growth.142 HSTPA decouples income growth from inflationary cost 

conditions, a divergence that compounds annually and ultimately threatens both building quality 

and financial sustainability. HSTPA’s restrictions apply to LIHTC projects insofar as those 

projects contain rent-stabilized units, which is typical for 4% deals in New York City that receive 

city financing and property-tax exemptions. 143  

 

143 NYC Housing Policy Researcher, Interviewed by David Ni, 2025.. 
142 Mark Willis, "Preservation Challenges," testimony before the Rent Guidelines Board, April 2025. 

141 Brendan Murphy, Mark Willis, and Rahul Iyer, Data Brief: Government-Subsidized, Income-Restricted, 
Rent-Stabilized Properties (NYU Furman Center for Real Estate and Urban Policy, November 2025). 
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Figure 7. Annual Rent Shortfall, NYC. Willis, RGB Testimony, April 2025.144 

 

The magnitude of the shortfall is quantifiable by examining the compounded annual growth rate 

(CAGR) of rent-stabilized units. Over the 2010-2023 period, RGB one-year adjustments 

produced a CAGR of 1.68 percent against a metro New York Consumer Price Index (CPI) 

CAGR of 2.3 percent; in the Bronx, average operating cost per unit CAGR was 3.05 percent with 

CPI adjusted operating cost of 2.68 percent, yielding a persistent annual shortfall of 

approximately one percentage between permitted rent growth and the rate required for financial 

sustainability.145 When applied to a representative unit, this CAGR disparity produces a $1,444 

per unit annual shortfall, compounding with each year. 146 This structural shortfall operates 

independently of LIHTC price dynamics yet interacts with them in critical ways as projects 

facing both equity erosion and income erosion confront compounding financial stress that 

accelerates the trajectory towards distress. 

 

The practical consequence is that LIHTC buildings face two overlapping rent ceilings whose 

interaction determines the binding constraint: the AMI-based maximum rents permitted under 

§42, which escalates with AMI as calculated by HUD, and the rent stabilization increase 

permitted by the RGB. One important clarification is that HUD’s AMI calculations occur 

independently of RGB determinations: a two-bedroom unit at 50 percent AMI carried an 

146 Ibid., slide 6. 
145 Ibid. 
144 Willis, "Preservation Challenges," slide 5 
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increase of $621 from 2019 to 2025, substantially exceeding what the RGB one-year increase 

alone would permit.147 This creates complexities in the income trajectory: the AMI ceiling may 

exceed the RGB-permitted level in some years, while the RGB ceiling may prove binding in 

others, producing a year-specific income constraint whose net effect depends upon the relative 

growth rates of AMI and cumulative RGB adjustments. 

 

Data from NYC Department of Finance’s assessment on government subsidized, 

income-restricted building documents the financial stress that this dual rent ceiling produces. 

Over the 2019-2025 period, these properties experienced nominal gross residential income 

growth of approximately 13 percent; in inflation-adjusted terms, real gross income declined, real 

operating expenditures fell mostly, and real net operating income declined, signaling 

maintenance deferrals.148 Portfolio data from Enterprise Community Partners, covering 160 

LIHTC projects comprising approximately 12,928 units citywide, revealed that 56 percent carry 

negative cash flow, a striking indicator of the financial fragility pervading the LIHTC assisted 

stock. 149 The broader rent-stabilized stock exhibited parallel deterioration, the Building Indicator 

Project reports that the number of multifamily rental properties classified as highly likely to be 

financially or physically distressed rose from 1,696 in First Quarter 2020 to 3,768 in Q4 2024, an 

increase of 122 percent over four years, with share of pre-1974 rent-stabilized buildings in the 

Bronx reaching 13.31 percent by late 2024, 9.69 percent citywide, compared to five percent for 

both in 2019.150 

 

A critical structural feature of LIHTC finance provides a limited buffer against income 

deterioration: the operating reserve required by syndicators at project closing to cover expected 

cash-flow shortfalls. Standard underwriting assumptions of two percent annual growth against 

three percent annual expense growth, assumptions that now characterize as unrealistic given 

post-HSTPA dynamics, generate projected operating deficits that these reserves are designed to 

absorb over the 15-year compliance period.151 However, when those reserves are exhausted, the 

151 Murphy, Willis, and Iyer, Data Brief. 
150 Willis, "Preservation Challenges." 

149 New York Housing Conference, "Policy Reforms Required to Avoid Defaults in Distressed Affordable Housing," 
Policy Brief, November 24, 2025. 

148 Ibid. 
147 Murphy, Willis, and Iyer, Data Brief. 
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obligation to restructure or recapitalize the project falls to the municipal and state financing 

agencies that are parties to the underlying regulatory agreements, creating a deferred but 

structurally determined fiscal liability for the public sector. Unlike the maintenance deterioration 

documented in the unsubsidized rent-stabilized stock, this liability accrues quietly within LIHTC 

project balance sheets and becomes visible to the public sector only at the moment reserves 

exhaust or regulatory agreements expire, yet the underlying fiscal inevitability is no less 

structural for its delayed appearance. 

 

The implications for LIHTC financing operate through the debt side of the capital stack, creating 

constraints that compound equity shortfalls rather than offsetting them. Private lenders of 4% 

LIHTC underwrite permanent mortgages based on projected debt-service coverage ratios over 

loan terms of 15-40 years; if the pro forma demonstrates NOI declining in real terms because 

rent increases cannot keep pace with operating-cost inflation, lenders will either reduce loan 

proceeds to achieve an acceptable debt service coverage ratio, require higher initial DSCR to 

provide cushions against projected deteriorations, or decline to lend altogether. Each response 

reduces the debt component of the capital stack and thereby increases the residual gap that city 

subsidy must fill.152 Practitioner testimony at the recorded November 2025 Furman Center panel 

corroborates these dynamics, with the lender noting that even heavily subsidized LIHTC 

properties are operating at the margins of financial sustainability.153 The question confronting the 

market, as one researcher observed, is who will want to make 15-30 year loans to properties 

whose financial performance is projected to deteriorate over time, a question whose answer 

shapes lender appetite in ways that constrain project feasibility regardless of LIHTC pricing 

levels.154 This constraint interacts with LIHTC price shocks in critical ways: when equity 

declines due to falling credit prices, the conventional gap-filling response would be to increase 

debt, but if NOI is constrained by rent regulation, increased debt proves infeasible without 

tanking project metrics or compromising underwriting standards, rendering city or state subsidy 

the primary adjustable margin. The convergence of rising operating costs, constrained income 

growth, and finite reserved cushions thus creates a deferred fiscal liability that will ultimately 

transmit to the local government agencies charged with sustaining New York City’s affordable 

154 NYC Housing Policy Researcher, interviewed by David Ni. 
153 NYU Furman Center, panel, November 2025. 
152 NYC Housing Policy Researcher, interviewed by David Ni. 
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housing infrastructure, a transmission mechanism that operates alongside and compounds, the 

more immediate fiscal incidence of LIHTC price decline that this thesis documents. 

 

5.4 SUPPLY AND DEMAND IN NEW YORK’S LIHTC EQUITY MARKET 

 

For New York State specifically, the per-capita architecture of LIHTC, applying the 2025 

per-capita multiple of $3.00 to the state population, yields a credit ceiling of roughly $58.8 

million, distributed through a competitive process administered by the state’s HCR and city’s 

HPD. The latter deployed $18.7 million to sponsor the development of 888 units in New York 

City, approximating $18.4 million of tax credit distributed in support of 814 units.155 HCR’s 2025 

Multifamily Finance 9% LIHTC RFP made available up to $50 million in LIHTC reservations 

and $10 million in State Low Income Tax Credit reservations, alongside a suite of gap financing 

programs encompassing $43 million in Housing Trust Fund financing, $65 million through the 

Supportive Housing opportunity program, and $26 million through the New Construction 

program.156 Taken together, the summation of $60 million in federal and state 9% LIHTC paired 

with $213 million in additional state source capital illustrates the degree to which New York 

State subsidizes to manage demand that far exceeds the statutory supply.157 

 

The 9% credit channel introduces a structurally distinct form of scarcity, one governed not by a 

direct credit ceiling but by the private activity bond volume cap, set at $130 per capita for 2025, 

producing a New York State ceiling of approximately $2.55 billion in total bond authorization. 

Nationally, the share of PAB directed towards multifamily housing grew from under 20 percent 

in earlier years to over 60 percent by 2020, a trajectory that has left 35 states currently 

oversubscribed or at parity for rental housing cap use as of April 2025, with New York among 

the most severely constrained.158 The two principal housing bond issuers in the state, the state 

HFA and city HDC, account for the overwhelming majority of the state’s bond-financed 

affordable housing pipeline. HFA was ranked the second largest multifamily housing bond issuer 

nationally in 2024, issuing over $1.2 billion in bonds during the fiscal year, while HDC, the 

158 "25 Percent Test for LIHTC," Tax Credit Advisor, 2025. 
157 Ibid. 
156 NYS HCR, 2025 Multifamily Finance 9% LIHTC RFP. 
155 NYC HPD, "2025 Credits Awarded by HPD;"  NYC HPD, "2024 Credits Awarded by HPD." 
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nation’s largest municipal housing finance agency, carried approximately $17.3 billion in bonds 

sold or outstanding as of December 2024 and projected approximately $2.3 billion in new 

issuances for calendar year 2025.159 Despite the incredible size of the authorized volume, the 

HDC anticipated exhausting its statutory bond authority by September 2025, necessitating yet 

another legislative increase in its bonding cap. 160 The HDC has reported that in any allocation 

cycle, demand for bond volume runs approximately two to three times the available supply, a 

ratio that compresses the 4% credit channel into a quasi-competitive instrument despite its 

statutory characterization as an as-of-right entitlement with direct implications for project 

feasibility and development timeline.  

 

HDC has developed sophisticated mechanisms to maximize the productive capacity of its 

constrained volume cap allocation, including bond recycling, bifurcated condominium structures, 

and convertible option bonds that together stretch a fixed annual allocation across a materially 

larger number of developments than would be achievable under straightforward whole-project 

financing. Recycled bond, authorized under Section 3007 of the Housing and Economic 

Recovery Act of 2008 (HERA), permits issues to reuse tax-exempt bond authority whose 

proceeds are repaid or otherwise no longer required, re-lending that authority to finance 

additional affordable rental housing without consuming new volume cap allocation.161 Prior to 

HERA, prepayments from borrowers generated tax-exempt proceeds that could not be 

redeployed without drawing a fresh volume cap; the recycling provision converted these 

ordinarily “burned” proceeds into a renewable financing resource. As of February 2021, the most 

recent date for which HDC has published granular cumulative data on its recycled bond program, 

the Corporation had recycled approximately $3 billion in bonds to finance 130 projects with over 

40,000 units; by the close of calendar year 2024, HDC’s total bond portfolio had grown to 

approximately $17.3 billion outstanding, reflecting the continued and expanding role of both 

new-money and recycled issuance in the HDC’s financing mix.162 

 

162 NY State Assembly Bill A8663, 2025. 

161 New York City Housing Development Corporation, Private Activity Bonds Presentation, February 2021, slides 
13–15. 

160 New York State Senate Bill S8235, 2025. 
159 NYS HCR, Operations and Accomplishments: Fiscal Year 2024, March 2025. 
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The bifurcated condominium structure, creating buildings with both 4% LIHTC and market rate 

units, permits the applicable of volume cap bonds exclusively to the low-income portion of 

mixed-income developments, dramatically reducing the volume cap required to satisfy the 

fifty-percent test. At Bronx Commons, bifurcation saved approximately $30 million in volume 

cap; at One Flushing, approximately $33 million, saving that cumulatively permitted HDC to 

stretch its allocation across additional developments and that have grown in importance since the 

2022 expiration of the 421-a tax abatement, which had previously operated as a complementary 

instrument for inducing mixed-income production.163 

 

However, the structural mismatch between a largely static, population-indexed federal volume 

cap and rapidly escalating demand for affordable housing finance in New York City has 

generated three distinct but integrated pressures on HDC’s operation. First, a recurring need to 

expand the Corporation’s own bonding authority ceiling, addressed through periodic state 

legislation. Second, pipeline management challenges that force sequential rather than 

simultaneous project financing; and the accumulation of unsatisfied applications from 

developments that are shovel-ready but lack volume cap allocation.164 Proposals to exempt 100 

percent affordable housing from the volume ceiling, as contemplated by the ASAP Housing Act, 

would, if enacted, represent the most significant expansion of NYC’s affordable housing finance 

capacity since the recycling authorization in 2008. Absent such federal vacancy, the city’s 

production capacity remains bounded by a finite supply of tax-exempt bonds limiting affordable 

housing development strictly to large-scale developments while medium to small scale projects 

are often left waiting years for authorization, severely hampering the growth of the housing 

supply by an order of magnitude. 165 

 

The indirect-cap structure carries a critical implication for the incidence analysis that follows: 

LIHTC price declines cannot be offset by simply doing more deals to compensate for lower 

per-deal equity because the number of deals is itself constrained by volume cap availability. The 

city must absorb price impacts within a fixed production envelope rather than expanding volume 

to maintain aggregate equity flows. This concentrates fiscal incidence on city subsidies within a 

165 Nixon Peabody LLP, "ASAP Housing Act," October 2024. 
164 HDC, Board Minutes, November 25, 2024. 
163 HDC, PAB Presentation, slides 25, 28–31. 
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pipeline whose scale cannot expand due to legislative restrictions and to dilute per-project 

costs.166 

 

5.5 25% FINANCED-BY TEST: NEW YORK CITY’S PERSPECTIVE 

 

As detailed in Section 4.4, the Consolidated Appropriation Act of 2021 lowered the threshold for 

4% LIHTC eligibility in ways whose implications for New York City prove both enabling and 

fiscally burdensome. Enabling more projects can now qualify for 4% credit per dollar of bond 

capacity, fiscally burdensome in that realizing this expanded capacity requires a proportionate 

increase in city subsidy that existing budgets cannot accommodate. The change, codified under 

the One Big Beautiful Bill Act, represents one of the most significant and controversial 

modifications to 4% LIHTC, yet its practical effects depend entirely upon local capacity to 

provide the complementary subsidies that expanded credit access requires. 

 

The enabling dimension operates through straightforward arithmetics: the reduced thresholds 

theoretically double the potential number of 4% projects that can be supported by a given 

quantum of PAB allocation, where previously $50 million in bonds would support one project at 

the fifty percent threshold, the same can now support two projects at 25 percent each, assuming 

equivalent development cost.167  For a volume cap-constrained state like New York, this 

expansion of eligible deals per bond dollar is significant in principle. Industry projections from 

Novogradac estimate that the change could generate 527,700 additional affordable housing units 

nationally between 2026 and 2023, with high utilization states like New York capturing a 

disproportionate share of this increment given their fully subscribed bond pipeline.168 Absent 

such increases, the 25 percent test mainly increases latent demands. Projects can theoretically 

qualify but cannot actually close for lack of complementary subsidy; as such, rather than 

realizing production expectations, the federal expansion is a hollow promise from the perspective 

of localities lacking fiscal capacity to exploit it. 

 

168 Novogradac, "House Passes FY 2025 Budget Reconciliation Bill." 

167 Novogradac & Company LLP, "25% Test Implementation, Recycled Bonds, Taxable Tails, and Other Ways to 
Close the Financing Gap," podcast, February 3, 2026. 

166 NYC Housing Policy Researcher interview. 
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The change has also affected deal economics through the taxable tail mechanism that Section 4.4 

introduced, whereby projects meeting only the 25 percent threshold have to finance a larger share 

of development costs through taxable debt, carrying higher interest rates than tax-exempt bond 

proceeds. When 50 percent of aggregate basis was required to be bond-financed, the tax-exempt 

portion of the capital stack was larger and projects benefited from a greater share of earmarked 

below-market interest rate debt. At 25 percent, the bond-financed portion shrinks, and the 

residual “taxable tail” correspondingly expands, raising carrying costs during the construction 

period and reducing the spread available to service subordinate debt or provide developer 

returns.169 For high-cost projects in New York City, where total development costs routinely 

exceeds $500,000 per unit, the interest rate differential between tax-exempt and taxable debt 

translates into millions of dollars of additional carrying cost over a multi-year construction 

period. As private debt takes seniority over the soft loan, the burden to absorb any shortfalls 

typically falls upon the city subsidy as the residual source. 

 

5.6 TYPICAL 4% LIHTC CAPITAL STACK IN NEW YORK CITY 

 

The capital stack of a representative 4% new-construction deal in New York City reflects the 

layered financial models described in Section 3.4, but with NYC-specific parameters that warrant 

elaboration given their centrality to the incidence analysis that follows. A hypothetical deal 

proceeds as follows: HDC issues tax-exempt multi-family revenue bonds that make a 

first-mortgage loan sized to a debt-service coverage ratio of 1.15 to 1.25 on projected NOI under 

rent restricted assumptions; the project meets the financed-by threshold and thereby qualifies for 

4% LIHTC on its full qualified basis; HPD provides city capital as a deeply subordinated soft 

loan, typically structured as zero-interest or one-percent interest, cashflow contingent, long-term 

loan whose repayment is subordinated to senior debt typically provided by Frannie Mae; and a 

property-tax exemption under Article XI, 485-X, or a similar mechanism reducing operating 

expenses, supporting more debt service and senior loan. 170  

 

170 Erickson, CRA Investment Handbook, 9; HDC, PAB Presentation, slide 20; Murphy, Willis, and Iyer, Data Brief, 
1. 

169 Tax Credit Syndicator #2, interviewed by David Ni. 
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Figure 8. Stylized 4% LIHTC Capital Stack.171 

 

The proportional composition of a typical 4% capital stack distributes development costs across 

sources whose relative share vary by project type, income targeting, and borough but whose 

general pattern remains consistent: 4% LIHTC equity typically covers 25-40 percent of TDC, 

depending on qualified basis and credit price; HDC first-mortgage debt constitutes thirty to forty 

percent; private bank senior debt constitute forty to fifty percent; HPD and HDC soft loans 

together comprise twenty to thirty percent; deferred developer fees account for five to ten 

percent; and occasionally other subordinate sources such as State Tax Credit (SLIHC) or federal 

HOME funds.172 

 

Most NYC 4% deals are fully or deeply affordable, meaning that 100 percent or a very high 

proportion of units are income-restricted at or below 60 percent of AMI, often with significant 

proportions at 30 or 40 percent AMI. 173These projects cannot significantly increase rents or NOI 

to compensate for equity shortfalls, for the rent restrictions are binding and market-rate 

cross-subsidization only fractionally absorbs the gaps. The critical observation is that 4% equity 

173 Murphy, Willis, and Iyer, Data Brief. 
172 HDC, PAB Presentation, slides 20, 29, 31. 
171 Source: Figure by Author. 
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constitutes a substantial but variable component of the stack and city subsidy or private debt has 

to fill a correspondingly large residual gap whose magnitude responds directly to LIHTC price 

movements. When prices fall while rent remains unadjusted, the proportional share of costs 

covered by tax-credit equity contracts and the residual share that city subsidy must fill expands 

proportionally. 

 

The fiscal dimension, however, operates with equal force and constitutes a focal point for the 

thesis’s incidence analysis, for the 25 percent test does not reduce per-project subsidy 

requirements, it merely allows more projects to qualify for 4% credits per dollar of bond capacity 

while each project continues to require similar depths of affordability, similar levels of city 

capital, and similar subordinate financing to close its capital stack. Doubling the number of 

eligible projects would therefore require double the aggregate subsidy across the expanded 

pipeline, creating a paradox whereby federal rules now permit more 4% deals per PAB cap, but 

the city can only realize this expanded production capacity if it can substantially increase HPD 

capital and HDC reserve commitments.174 

 

5.7 OTHER NYC SUBSIDY SOURCES  

 

New York City’s capacity to absorb LIHTC price shocks depends upon the depth and flexibility 

of its subsidy resources, which prove substantial in absolute terms yet are constrained by 

competing demand, legal compatibility, and institutional parameters that circumscribe the city’s 

ability to expand housing expenditure in response to external market pressures. The primary 

subsidy sources available for affordable housing production and preservation include General 

Obligation (GO) bonds issued against the city’s capital budget, general-fund operating 

appropriations, HDC corporate reserves, and reallocation from other capital priorities with each 

source carrying distinct constraints that limit its responsiveness to LIHTC price fluctuation. 

These municipal resources, however substantial, represent only a fraction of the subsidy 

instruments that must be assembled in a typical 4% LIHTC capital stack, including, property tax 

exemptions, state gap financing from HCR, project based operating vouchers, state tax credit 

equity, federal HOME funds, Brownfield tax credits. Each of these is structurally distinct and 

174 NYC Housing Policy Researcher, Interviewed by David Ni. 
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largely non-substitutable positions in the layered financing architecture, such that a shortfall in 

any one component cannot be compensated through proportional increases in the other without 

triggering cascading underwriting consequences.  

 

The city’s capital budget, funded through GO bond issuances, allocates substantial resources to 

housing-related expenditures, yet this allocation is not infinitely expendable. A GO bond is a 

debt obligation backed by the full faith and credit of the issuing municipality, meaning that the 

city pledges its general taxing power to repay bondholders. As such, GO bonds are among the 

lowest-risk instruments in municipal finance and enable the city to borrow at correspondingly 

favorable interest rates for capital improvements that do not generate their own revenue stream, 

including deeply subordinate housing loans that carry deferred interest and marginal commercial 

returns. GO bonds are subject to the state constitutional debt limit that caps the city’s outstanding 

general obligation debt as a percent of assessed property value, and New York City operates 

sufficiently close to this cap that significant incremental borrowing can not occur without 

displacing other capital priorities.175 In the 4% LIHTC capital stack, GO bond-funded resources 

enter as HPD City Capital Loans and Resolution A funds, structured as subordinate third, fourth, 

or fifth liens, typically at one percent interest only or fully deferred behind HDC senior bond 

debt, that close the gap between tax-credit equity, senior debt proceeds, and total development 

cost. At Bronx Commons, the HPD third mortgage contributed approximately $40 million and a 

separate Reso A mortgage added $7.8 million in both construction and permanent financing.176 

The general fund operating budget, while large in absolute terms, is dominated by 

non-discretionary expenditures such as pensions, debt service, Medicaid, education, public 

safety, and other operating expenses that consume the vast majority of available resources. 

 

HDC corporate reserves represent a more flexible yet finite resource that functions as the city’s 

primary buffer against short-term financing volatility in individual transactions. HDC has 

accumulated reserves from prior bond transactions, fee income, and investment returns, which 

are deployed as subordinate second-mortgage loans to fill gaps in individual deals where senior 

debt and tax-credit equity prove insufficient. Yet, these reserves are not self-replenishing at a rate 

176 HDC, PAB Presentation. 
175 NYC Housing Policy Researcher interview. 
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sufficient to absorb sustained increases in per-project subsidy requirements and aggressive 

drawdowns in response to LIHTC price declines would deplete reserves and compromise HDC’s 

capacity to support future pipelines, a classic intertemporal trade-off that forces the agency to 

balance current production against long-term sustainability.177 The severity of this constraint is 

compounded by the layering obligation that accompanies every 4% transaction because the 

credit’s value covers only a fraction of TDC in New York City’s high-cost construction 

environment. Virtually every project in the city requires city capital and HDC subordinate debt in 

addition to property tax exemption under 485-X or Article XI; state capital gap fencing from 

HCR’s Housing Trust Fund, Supportive Housing Opportunity Program, or Senior Housing 

Program; state LIHTC equity from SLIHC; and, for units targeting extremely low-income 

household, project-based vouchers or local rental assistance programs that bridge the revenue 

gap. Reallocation from other capital – schools, transit, parks, infrastructure – is theoretically 

possible yet entails significant political trade-offs, for housing competes with other pressing city 

needs for a share of the capital budget, and increases in housing allocation require either 

corresponding reallocation from elsewhere or increases in total capital spending that hits the 

constitutional debt-limit constraints the already bound GO bond issuance. 

 

Given these constraints, any systematic increase in required per-unit subsidy, whether from 

LIHTC price declines, operating cost inflation or expanded production targets, forces the city 

into a trilemma whose three horns represent the only available response: increase housing’s share 

of capital plan at the expense of other properties; draw down HDC reserves more aggressively 

while compromising future capacity; or reduce unit production, affordability depth, or project 

quality to fit within existing budget. Chapter 5 quantifies the magnitude of this trilemma under 

plausible LIHTC price-shock scenarios, translating abstract pricing dynamics into concrete fiscal 

and production consequences. 

 

CHAPTER 6. PROJECT-LEVEL AND CITYWIDE INCIDENCE: FROM PRICE DROPS 

TO SUBSIDY GAPS 

 

6.1 STYLIZED 4% NEW CONSTRUCTION DEAL: DEFINING THE BASELINE 

177 NYC Housing Policy Researcher, Interviewed by David Ni. 

 
76 



 

To translate the abstract dynamics of LIHTC price movements into concrete fiscal impacts with 

assessable magnitudes against the city budget constraints, this chapter constructs a stylized 4% 

new-construction deal calibrated to representative parameters for New York City’s HPD/HDC 

financed pipeline, a baseline against which price-shock scenarios are then evaluated to quantify 

per-project and aggregate citywide incidence. The baseline project is a large 250-unit 

multifamily building (the average NYC 4% LIHTC project with HPD bonds included 267 units 

in 2023) 100 percent income-restricted across several AMI bands with a weighted average of 60 

percent AMI.178 

 

Total development cost per unit for new-construction family housing in New York City varies 

substantially by borough, building type, union labor requirements, and sustainability features; as 

such, a midpoint estimate of $551,000, reflecting current metropolitan Brooklyn development 

costs for a large project, an additional $100 per gross square foot in land costs was included to 

reflect one of the main hurdles for development financing, solving for the land basis. This figure 

yields a total development cost of $154 million dollars for the 250-unit building and is presented 

as the author’s estimate subject to substantial variation across actual projects. Eligible basis, 

depreciable residential cost excluding land and non-qualifying commercial elements, is 

calculated to be $508,000 per unit with 100 percent of units qualifying as low-income (below 

60% AMI). Applying the 4% applicable percentage floor, a DDA basis boost, and a baseline 

LIHTC price of $0.95 per dollar of credit – consistent with recent NYC pricing reported by 

practitioners, the total LIHTC equity equals $62 million, covering approximately 40 percent of 

the total development cost, reference chapter 2.1 for LIHTC calculations. 

 

The baseline capital stack, referenced in figure 6., distributes total development cost across 

construction sources as follows: a generic construction loan at $79 million (51 percent of TDC), 

sized at 60% LTC; 4 % tax credit equity distributed upon closing at $14 million; an additional 

$17 million in deferred developer fees, sized at 15 percent of TDC; and a remaining gap of $43 

million. The construction gap can be negotiated through a tax-credit bridge loan sized to the 

amount of total equity pledged, subtracted by equity committed at closing; at $0.95, a bridge loan 

178 NYC HPD, "Low-Income Housing Tax Credits Awarded by HPD," NYC Open Data. 
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accounts for 92 percent of the remaining equity, leaving sufficient room to include various 

capitalized costs such as interest and financing fees. The permanent sources are as follows: a 

generic permanent loan sized to $50 million with a Fannie Mae term of DSCR of 1.15x and 

interest rate of 5.2%; 4% tax credit equity accounts for $62 million in funding; a $5 million 

deferred developer fee piece is slotted in representing 25 percent of total developer fee; as such, 

the remaining project fiscal gap is $37 million. The critical observation for incidence analysis is 

that municipal capital plug of $37 million represents $148,000 per unit, a substantial 

commitment that establishes the baseline against which price-shock impacts are measured in 

subsequent sections.179 As New York City is characterized by an excess demand for credit 

allocation, Fannie Mae, the primary permanent loan agency for affordable housing, is able to 

maintain an informal price floor of approximately $0.90 per credit dollar in its loan underwriting, 

a threshold below which the agency will refuse to loan.180 

 

6.2 TRANSLATING LIHTC PRICE SHOCKS TO PROJECT-LEVEL GAPS 

 

Based off the stylized model from the previous chapter, price-shock scenarios are constructed 

upon historic movements documented in Chapter 4, establishing moderate and severe cases 

whose assumed magnitude reflects observed market behavior during prior dislocation. Scenario 

A assumes a baseline case of $1.00. Scenario B assumes a moderate shock of -$0.05 per dollar, 

from $1.00 to $0.95, consistent with post 2016 election movements as markets anticipated TCJA 

and with the gradual erosion observed as IRA expanded renewable credits absorbed investor 

capacity.181 Scenario C assumes a severe shock of -$0.10 per dollar of credit, from $1.00 to 

$0.90, consistent with the 2008-2009 financial crisis experience when investor withdrawal drove 

prices to $0.65 nationally or with a potential future scenario involving corporate tax reform, 

dramatic expansion of competing credits, or banking-sector distress that constrains 

CRA-motivated demand.  

 

Scenario A: Priced at $1.00, the total project-level gap financing required is $33 million, equal 

to $135,000 per unit. 

181 Novogradac, "Client Alert: Tax Reform." 
180 Tax Credit Syndicator #2, interviewed by David Ni. 
179 All values are rounded to the nearest thousandths. 
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Scenario B: Priced at $0.95, the total project-level gap financing required is $37 million, equal 

to $148,000 per unit or a 9.7% increase in required contribution. 

 

Scenario C: Priced at $0.90, the total project-level gap financing required is $40 million, equal 

to $162,000 per unit or a 19.5% increase in required contribution. 

 

As illustrated in the three scenarios, a $0.01 change in LIHTC pricing will change the per-unit 

funding by $2,600.  

 

6.3 FEASIBILITY OF GAP-FILLING OPTIONS 

 

When LIHTC equity declines, project sponsors and their public-sector partners face a finite 

menu of gap-filling options, each carrying constraints that limit its applicability within New York 

City’s 4% LIHTC environment and that channel fiscal incidence toward city subsidy as the 

residual adjustment margin.  

 

Increased Senior Debt would in principle allow projects to expand conventional first mortgage 

proceeds to fill equity gaps, yet this option is constrained by conventional underwriting 

parameters that prove binding in New York City’s rent-regulated environment. Lenders size 

permanent mortgages to achieve minimum DSCRs, typically 1.15 if sourced from HDC or 

Fannie Mae or 1.25 if sourced from a market institution, based on projected NOI and increasing 

debt proceeds without changing NOI would require accepting lower DSCR coverage that lenders 

are unlikely to permit given long-term risk concerns and the regulatory scrutiny that bank 

examiners apply to affordable housing portfolios. Alternatively, property-level NOI can increase 

if the project were to be bifurcated to include a market rate element that would be able to raise 

significantly more debt to cross-subsidize the affordable element. But to further complicate, as 

noted previously, the lender is already wary of making 15 to 30-year loans to properties whose 

pro formas demonstrate NOI declining in real terms, a constraint that renders debt expansion not 

merely difficult but often infeasible without relaxing underwriting standards in ways that would 

increase lender risk and potentially trigger regulatory alarms. 
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Higher Deferred Developer Fee offers limited capacity to absorb small gaps, as developers 

typically defer 25 to 15 percent of their fees under baseline assumptions, with repayment from 

project cash flow over time. Additional deferral could theoretically fill incremental shortfalls, yet 

developers need sufficient upfront fees to cover predevelopment cost, overhead, and risk 

compensation.Furthermore, nonprofit sponsors with constrained balance sheets cannot 

indefinitely defer receivables whose repayment depends upon cash flows that rent regulation 

constrains. Moreover, if NOI is constrained, repayment periods extend and net present value 

declines, reducing the attractiveness of development propositions in ways that may deter mission 

driven developers from pursuing projects. 

 

Scope Reduction reducing unit counts, eliminating costly amenities, or shifting income targeting 

to higher AMI bands could theoretically close the gap, yet these measures directly weaken policy 

outputs in ways that conflict with state housing-plan goals. Fewer units mean less production 

towards targets to address a 650,000 unit deficit. Reduced quality may compromise durability 

and increase long-term operating costs; and shallower affordability targeting serves 

higher-income households at the expense of those with the most acute housing needs. For a city 

whose housing policy is premised upon serving households at the lowest income level, scope 

reduction represents retreat rather than a sustainable gap-filling strategy. 

 

Additional Subsidies, with all else unbending, constitute the most direct response, requiring 

increased city capital contribution to offset equity shortfalls.  

 

The conclusion that emerges from evaluating these options is that additional subsidies constitute 

the primary adjustable margin in most realistic NYC scenarios: debt increases are bounded by 

underwriting and rent constraints; fee deferral is bounded by developer capacity and cash-flow 

limitation; and scope reduction conflicts with policy objectives. The fiscal incidence of LIHTC 

price decline therefore falls predominantly on state and city budgets through mechanisms that 

operate with near mechanical directness. 

 

6.4 SCALING TO NYC’S 4% LIHTC PIPELINE 
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Figure 9. Unit Production Gap Calculation.182 

 

The aggregate fiscal impact of LIHTC price shocks depends upon the volume of the affected 

pipeline, and scaling per-project impacts to citywide estimates requires assumptions about annual 

production volumes that New York City’s 4% LIHTC program generates. New York State uses 

all of its volume cap for housing, financing 2942 new units in 2023 in New York City.183 

Applying the per-unit equity shortfall calculation in Section 6.2 

 

Scenario A: With no decrease in the equity price, the total citywide production of 4% LIHTC 

unit is 2,942. 

 

Scenario B: A $0.05 decrease in equity price will result in a pipeline gap of $42 million, which 

is equivalent to a 159 unit shortfall. With all else equal, the annual 4% LIHTC production would 

be 2,783 units. 

 

183 NYC HPD, "Low-Income Housing Tax Credits Awarded by HPD," NYC Open Data. 
182 Figure by Author. 
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Scenario C: A $0.10 decrease in equity price will result in a pipeline gap of $81 million, which 

is equivalent to a 305-unit shortfall. With all else equal, the annual 4% LIHTC production would 

be 2,637 units. 

 

These figures represent the incremental city subsidy required to maintain current production 

volume and affordability depths under price-shock conditions, magnitudes that must be assessed 

against HPD’s capital budget capacity. A $42-81 million annual increase represents a significant 

claim on available resources; under scenario C, the incremental requirement would consume 

resources equivalent to the capital contribution for two additional large-scale projects, either 

requiring corresponding cuts elsewhere in the housing capital program or drawing down HDC 

reserves at rates that compromise long-term sustainability. 

 

An alternative framing considers units foregone if city subsidy remains fixed rather than 

expanding to absorb price impacts. If HPD’s per-unit subsidy capacity is fixed at approximately 

$265,000 and the shortfall per unit under Scenario C is 27,500, then, absent additional resources 

the city could finance approximately 10% fewer units. 

 

The 25 percent financed-by test, as analyzed in Section 5.5, creates the potential to double the 

4% deals per dollar of PAB cap, generating latent capacity whose realization requires 

complementary subsidy expansion that current budgets cannot provide. If New York City fully 

exploited this potential, the 4% pipeline could theoretically expand from around 3,000 to 6,000 

units annually, yet such expansion would require proportional increases in city subsidy: if current 

per-unit subsidy requirements are approximately $265,500 and the pipeline double, the aggregate 

new city capital commitment requirement would double from approximately $800 million to 

$1.6 billion, an increase which the city’s current deficit cannot accommodate. 

 

The trade-off frontier confronting New York City yields three paths, each representing an 

available response to the conjoint pressure of price declines and expanded eligibility. 

 

Option A: Maintain unit counts by increasing per-unit subsidization. This path prioritizes 

production volume yet requires substantially higher city capital commitments, either from 
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increased GO bond allocation to housing, aggressive HDC reserve deployment, or new state and 

federal resources whose availability is uncertain. The fiscal burden falls on local and state 

budgets, representing the transmission of federal tax-policy volatility into municipal fiscal 

obligations, which this thesis has identified as the core incidence dynamic. 

 

Option B: Hold subsidy budget fixed and accept fewer units or shallower affordability. The 

path maintains fiscal discipline but sacrifices policy output, producing fewer units and/or serving 

higher-income households than current targeting, thereby failing to address the shortage of 

housing affordable to very low-income households documented in Section 5.1. 

 

Option C: Attempt to expand unit counts using the existing budget. This path proves 

financially infeasible, for existing budgets cannot support both expanded production and constant 

affordability depth unless LIHTC prices rise, construction costs fall, or some other external 

parameter changes favorably, outcomes over which city policy exercises no control. 

 

The result is stark, as absent additional state or federal support, New York City cannot 

simultaneously backfill equity losses from LIHTC price declines, exploit expanded 4% capacity 

under the 25 percent test, and maintain ambitious affordability and production targets. Something 

must give, and absent intervention, what gives will be either fiscal stability, production volume, 

or affordability depth, each representing a cost that federal policy imposes upon localities 

without acknowledgment or compensation. 

 

7.0 POLICY RECOMMENDATIONS 

 

The asymmetry of authority that this thesis documents, whereby the federal government 

determines the parameters that govern LIHTC equity price while municipalities absorb the fiscal 

incidence of those decisions, generates a corresponding asymmetry in the policy responses 

available to each level of government. Federal tax reforms can address the structural causes of 

price compression, but require legislative action that the cities cannot compel and are propelled 

by non-housing-related externalities. Municipal reforms can address the symptoms through a 

deal-level financing mechanism and administrative calibration, but cannot reach the demand-side 
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dynamics that determine investor yield requirements. Several federal interventions warrant 

consideration: LIHTC credit transferability that would dissolve the 15-year limited partnership 

structure barriers that depress equity investor yield, targeted strengthening of the CRA 

investment test that would heighten the regulatory pressures that sustain New York City’s 

metropolitan pricing premiums, and fundamental tax reforms whose distributive consequences 

extend well beyond housing policy and place them outside the realistic legislative reach of 

housing advocates. 

 

The most analytically interesting federal reform is an amendment to HERA Section 3007 

permitting recycled bonds to satisfy the financed-by test and generate as-of-right 4% LIHTC, a 

proposal that was posited by Mark Willis at the Furman Center in 2017 and 2019 in narrow form 

and that has not advanced legislatively in the six years since.184 Under the current regulation, 

recycled bonds, while eligible for use to finance multifamily rental housing, do not satisfy the 

financed-by test, and as such, do not generate 4% LIHTC. The mechanism of the proposed 

reform supports affordable housing production in an indirect but powerful way by allowing 

recycled short-term bonds to be permitted to fulfill the 25% financed-by test, freeing up new 

money volume cap that would otherwise be consumed. In 2019, Willis estimated that this 

expanded scope could free up $245 million in additional new-money volume cap for New York 

State, which translates into around 900 units annually. The fiscal cost of the reform is not borne 

by the federal government in the form of new spending but in the form of additional foregone tax 

revenue that does not need continued appropriations approval. However, OBBBA’s 25% 

financed by test generates a complicated empirical context for evaluating the reform’s likely 

impact: on the one hand, projects now issue fewer new-money PABs and therefore generate 

smaller per-deal recycling pools at conversion; on the other hand, the increased volume of deals 

being financed under the relaxed test multiples the number of projects generating recyclable 

authority, leaving the net effect on equity prices unresolved and constituting a meaningful 

research gap.  

 

184 Mark Willis, "Proposed Legislation Expands Private Activity Bond Recycling," NYU Furman Center for Real 
Estate and Urban Policy, July 9, 2019. 
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The second federal reform worth considering operates not on the supply of bond authority but on 

the demand for tax credits, through targeted strengthening of the Community Reinvestment Act 

investment test by feldera banking regulators. As CRA-motivated banks constitute 

approximately 84.8 percent of the total LIHTC investment nationally, the regulatory weight 

assigned to LIHTC equity within CRA examination criterial directly governs the intensity of 

bank competition for credits. But, while the 2023 CRA framework’s enhanced qualitative scoring 

of community development investment, the current administration is seeking to roll those 

revisions back to the 1995 baseline.185 A more aggressive CRA scoring regime, whether through 

preservation of the 2023 framework or additional measures that increase the regulatory premium 

on primary market origination, would intensify the demand pressure that supports per-credit 

pricing in cities where multiple banks’ assessment areas overlap. The challenge is that CRA 

reform is neither stable nor predictable across administrations, with the 2023 framework’s 

targeted rollback illustrating how regulatory commitments built up over the years can be 

unwound through administrative action. 

 

The municipal toolkit available to New York City is structurally narrower, a constraint that 

reflects the central argument of this thesis. The city can implement several administrative 

interventions that operate on the component of the LIHTC investor yield calculation that are 

within its institutional authority, including LIHTC fast track permitting expedited tenant 

certification, mandatory §266 elections to capitalize construction period interest into eligible 

basis and generate additional credit per project, and incentivizing bifurcated 9%/4% projects 

through HPD’s QAP scoring system. Each operates within existing administrative authority and 

requires no new spending, no new legislation, and, most importantly, no federal approval, yet 

their aggregate effect remains modest relative to the magnitude of the financing gap. Ultimately, 

none reaches the demand-side dynamics that determine credit equity pricing as the city’s 

fundamental constraint is its lack of authority over the corporate tax policy and competing credit 

instruments.  

 

The fiscal federalism asymmetry embedded in LIHTC’s intergovernmental architecture cannot 

be fully resolved through municipal action alone. The realistic policy agenda is to pursue federal 

185 Federal Register, "Community Reinvestment Act Regulations," 90 Fed. Reg. 34,089 (July 18, 2025). 
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advocacy for reforms that address the structural causes of price compression while implementing 

municipal interventions that reduce the per-project equity gap at the margin, with the 

acknowledgment that some degree of municipal fiscal incidence is an inherent structural feature 

of routing affordable housing subsidies through the tax code rather than a correctable design 

flaw. 

 

8.0 CONCLUSION 

​

This thesis set out to answer a focused question: when national LIHTC equity prices decline as a 

result of federal tax-policy decisions made outside housing policy deliberations, who bears the 

fiscal cost, and how large is that burden in a municipal system structurally dependent on the 4% 

credit? The analysis has demonstrated that the answer, at least for New York City, is the 

municipality itself, absorbed through increased HPD capital commitments, accelerated 

drawdown of HDC corporate reserves, or reductions in production volume and affordability 

depth that compound a housing deficit already measured in hundreds of thousands of units. 

Several limitations qualify that finding. The stylized deal model rests on practitioner-calibrated 

parameters rather than observed transaction data, and the refusal of HPD, HDC, and HCR to 

participate formally in the research prevents direct verification of the internal subsidy tracking 

and pipeline-level capital commitment data that would sharpen the incidence estimates 

considerably. The practitioner interview sample, drawn from a pool of more than 20 outreach 

attempts that yielded only four willing participants, cannot support broader generalizations about 

market-wide investor behavior.  

 

Future research should pursue three directions. First, as the financed-by test reduction under the 

One Big Beautiful Bill Act generates an additional 4% deal volume through 2026 and beyond, 

longitudinal tracking of per-project subsidy depth across HPD and HDC award cycles would 

permit an empirical test of the incidence estimates this thesis models. Second, comparative 

analysis of other high-dependence jurisdictions, particularly California, Illinois, and 

Massachusetts, whose 4% pipelines face structurally similar but institutionally distinct 

constraints, would establish whether the authority-incidence asymmetry documented here is a 

New York-specific condition or a generalizable feature of the program in high-cost states. Third, 

 
86 



and most consequentially, the growing interaction between LIHTC equity price compression and 

the deferred fiscal liabilities accumulating within the existing assisted stock warrants dedicated 

investigation, as the operating reserve exhaustion and recapitalization needs of properties placed 

in service during the 1990s and 2000s will transmit to the same municipal agencies this thesis 

identifies as residual claimants, creating a compounding fiscal exposure whose full magnitude 

the current literature has not yet confronted. ​

 

The preceding analysis has demonstrated that the Low-Income Housing Tax Credit program, 

notwithstanding its bipartisan durability and its unrivaled production record of over three million 

units since 1986, is embedded with a structural asymmetry between the levels of government that 

determines the program’s effective subsidy value and the level that bears the fiscal consequences 

when that value erodes. Congress and the Treasury Department set the corporate tax rates, 

passive-activity rules, and competing credit provisions whose interaction governs investor 

demand, while municipalities such as New York City, possessing no authority over any of these 

parameters, function as the residual claimants obligated to fill the financing gaps that national 

repricing events produce. The post-2016 convergence of the Tax Cut and Jobs Act’s reduction of 

the corporate rate from 35 percent to 21 percent, the Inflation Reduction Act’s expansion of 

renewable energy credits that redirected non-CRA capital towards high-yielding alternatives and 

the One Big Beautiful Bill Act’s reduction of the financed-by test from 50 to 25 percent 

compressed equity bids from exceeding $1.00 per credit to approximately $0.85 nationally. The 

mechanical transmission of this decline through the capital stack generates per-unit shortfalls of 

$14,000 to $27,000 for a $0.05 and $0.10 price decline, respectively, and aggregate pipeline gap 

of $42 million to $81 million annually, magnitudes that must be absorbed through increased 

HPD capital commitments, accelerated depletion of HDC corporate reserves, or reduction in 

production volume and affordability depth that compound a housing deficit already measured in 

hundreds of thousands of units. The authority-incidence asymmetry that this thesis documents is 

not an aberration of program design but an inherent consequence of routing affordable housing 

subsidization through the tax code rather than through direct appropriation. The federal 

government captures the political credit for authorizing credits while externalizing the fiscal risk 

of their devaluation onto municipal agencies whose budgets, constrained by constitutional debt 
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limits, rent-regulation regimes, and competing capital demands, constitute the only adjustable 

margin in a system whose other parameters are legislatively fixed. 

 

The implications extend beyond the particularities of New York City’s financing apparatus to a 

broader structural lesson regarding American fiscal federalism as applied to housing production. 

So long as the nation’s dominant affordable housing subsidy operates as a tax expenditure whose 

realized value fluctuates with corporate tax policy, investor portfolio optimization, and the 

competitive landscape of federal credit instrument, the effective cost of that subsidy will be 

determined in arenas entirely removed from housing policy deliberation, and the burden of 

absorbing adverse movements will concentrate upon the jurisdiction least empowered to 

influence the causal variables yet most dependent upon the program’s output. The trilemma 

confronting New York City is therefore illustrative rather than exceptional: maintaining 

production volume, preserving affordability depth, and sustaining fiscal discipline prove 

simultaneously unachievable under conditions of sustained credit price erosion. This condition 

reflects not a local management failure but the predictable consequence of a federal program 

architecture that decentralizes implementation responsibility without decentralizing the policy 

levers that govern subsidy intensity, rendering HPD and HDC de facto shock absorbers for 

legislative decisions over which they exercise no voice and from which they receive no 

compensatory fiscal transfer. Whether through exemption of fully affordable projects from the 

private activity bond volume cap, establishment of a permanent federal gap financing program 

triggered by credit price declines, or restoration of corporate tax parameters that support investor 

demand at levels consistent with municipal sustainability, the resolution of this incidence 

asymmetry requires federal acknowledgement that the costs of cheap credit are not borne by the 

treasury that forgoes the revenue but by the cities that must replace the equity it was supposed to 

provide.  
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