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Key Takeaways

¢ Housing costs are not just a big city problem. They’re a statewide challenge affecting urban,
suburban, and rural areas alike.

e Changes in federal funding are reshaping Tennessee’s budget outlook and creating new
uncertainty for funding recipients—including state and local governments.

e Tennessee faces a major and persistent structural challenge in how to pay for road construction
and maintenance.

e Clear goals for housing can help state and local decision-makers choose which of the many
housing policy levers to pull.

e Households just above the poverty line will likely see the biggest drop in health insurance coverage
when expanded federal subsidies expire at the end of this year.

This year, Sycamore published 13 reports and 8 interactive dashboards with state and local data while
delivering 47 presentations and speaking engagements. While the two most frequent topics were housing
and the shifting federal landscape, we also dove into issues like health insurance coverage. Here are the
five insights from the past year that we want to make sure you didn’t miss.

1) Housing Costs Are a Statewide Challenge

Few corners of our state have escaped the problem of housing costs rising faster than household
incomes. New residents from other states flocked to Tennessee in recent years, often from places with
higher incomes and home prices. These demand shocks tended to hit large urban centers first but quickly
rippled outward to smaller cities, suburbs, and rural communities (Figure 1).

Affordability challenges became more widespread as demand grew beyond major metros. In fact,
rural areas of the state averaged a more rapidly growing gap between wages and housing costs than did
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urban areas. Renters and first-time homebuyers have been particularly affected by limited inventory and
increased competition.

Figure 1. Over The Last Decade, Higher Housing Prices Have Increasingly
Seeped Into Tennessee’s Rural Areas

Home Sales Price to Income Ratio (2013-2023)
2013
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A price-to-income ratio of ~3.0 is
generally considered “affordable.”

See SycamoreTN.org for interactive data.
Source: The Sycamore Institute’s analysis of data from the Tennessee Housing Development Agency and the U.S.
Census Bureau’s Small Area Income and Poverty Estimates (1) (2)

2) Federal Funding Shifts Are Creating New Fiscal Uncertainty

Changes in federal funding are reshaping Tennessee’s budget outlook and creating new
uncertainty for funding recipients—including state and local governments. The state received
significant boosts in temporary federal funding in recent years from COVID relief initiatives (Figure 2).
Those funds were already set to expire, and meanwhile, federal policymakers have also made or are
considering significant changes to long-standing federal programs.

Many of the most significant changes are being pursued through actions by the executive branch
rather than through new laws passed by Congress, which creates additional uncertainty. Some of
these actions are being challenged in court, and the outcomes could influence how much flexibility this
and future administrations have to make similar decisions. Until those questions are resolved, both
current policies and the longer-term direction of federal programs remain uncertain.
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These shifts matter because federal funds often support ongoing services rather than one-time
activities. When federal funds dry up, policymakers face choices about whether to replace those dollars
with state or local revenue, reduce services, or redesign programs. Those decisions are already
beginning to surface in budget planning discussions.

The timing and scale of federal funding changes underscore the importance of early planning.
Understanding where federal dollars flow—and when they expire—can help policymakers avoid abrupt
service disruptions and make more deliberate fiscal choices.

Figure 2. Tennessee Received Significant Boosts in Temporary Federal
Funding in Recent Years From COVID Relief Initiatives

Total Federal Funding in Tennessee’s State Budget (FYs 2006-2026)
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Note: Adjusted numbers are in 2024 dollars using the GDP Price Index. (5) FYs 2006-2024 represent actual
expenditures. FYs 2025-2026 are budget estimates.
Source: The Sycamore Institute’s analysis of the FYs 2008-2026 Tennessee State Budgets (6) (7)

3) Tennessee Faces a Persistent Structural Challenge in How to Pay
for Road Construction & Maintenance

Highway funding remains one of the clearest examples of a structural mismatch in Tennessee’s
state budget. The costs of building and maintaining roads are growing faster than general inflation.
Meanwhile, the primary revenue source—fuel taxes—has lagged far behind both rates of growth, leaving
revenues increasingly disconnected from actual highway need (Figure 3).

A fuel tax increase and new fees on electric and hybrid vehicles enacted in 2018 and 2024
improved short-term revenues but did not resolve the underlying challenge. Because fuel taxes are
not indexed for inflation, its purchasing power erodes over time. Revenues are further strained as more
drivers switch to more fuel-efficient or -independent vehicles, which contribute less in Highway Fund
revenues despite often being heavier and causing greater road wear. Together, these trends continue to
widen the gap between funding and the true cost of maintaining Tennessee’s roads

In recent years, large transfers from the state’s general fund have been used to help fill this gap.
The FY 2024 and 2026 state budgets shifted a combined $4.3 billion from the general fund to the highway
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fund. While these transfers provided flexibility during a period of strong revenue growth, they are not a
permanent or predictable funding solution for an ongoing obligation.

These dynamics mean transportation funding pressures are likely to persist even in periods of
overall budget strength. Without structural changes, highway funding will continue to compete with
other priorities in the general fund and create long-term budget tradeoffs.

Figure 3. The Value of Tennessee’s Highway Fund Revenues Have
Plummeted In Recent Years As Road Construction Costs Have Ballooned

State Highway Fund Revenues (FYs 2006-2026)
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Note: Adjusted numbers are in 2024 dollars using the National Highway Construction Cost Index. (8) FYs 2006-2024
represent actual expenditures. FYs 2025-2026 are budget estimates.
Source: The Sycamore Institute’s analysis of the FYs 2008-2026 Tennessee State Budgets (6) (7)

4) Clear Goals for Housing Can Help Decision-makers Choose Which
of the Many Policy Levers to Pull

No single housing policy tool addresses all housing outcomes simultaneously. Some policies
primarily increase supply over time, while others focus on stabilizing existing households or reducing
costs for specific groups.

Confusion over goals can lead to misplaced expectations or stalled policy debates. \When
outcomes are unclear, policies may be criticized for failing to achieve results they were never meant to
deliver.

Clarifying objectives helps policymakers better match tools to desired outcomes. Table 1
illustrates how common housing policy levers align with different goals, providing a framework for more
targeted and transparent decision-making.
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Table 1. Federal, State, and Local Policy Levers to Im

Existing or Potential Policy Levers

Zoning Ordinances & Requirements
e.g., Local zoning dictates the minimum lot size required to build a
home, affecting how many homes can be built in an area.

Authority ‘

Simplify
home-
building

rove Housing

Support
affordable
home dev'’t

Increase
housing
dev't
capacity

Diversify

housing
supply

Increase
household
resources

in Tennessee

Improve
buyer
financing

Reduce
household
barriers to
entry

X

Building Codes Requirements
e.g., State/local building codes call for things like staircases that can
impact the amount of habitable space in a development.

Permitting Requirements & Processes
e.g., Local permitting processes can affect the timeline of a project.
The state can incentivize or require specific local practices.

Tax Subsidies
e.g., Tax credits and deductions can reduce the costs of construction,
mortgages, and home improvements/modifications.

Grants, Vouchers, & Other Direct Funding
e.g., Direct financial assistance can reduce the costs of building,
buying, renting, maintaining, modifying, or living in a home.

Housing Development & Management
e.g., Governments have, at times, been heavily involved in directly
building and managing public housing.

Subsidized or Insured Loans
e.g., Federal agencies back mortgages for certain populations (e.g.,
veterans) to help more people qualify for loans.

Land Banks & Trusts
e.g., Land banks can acquire blighted or underutilized properties for
housing development.

Publicly Owned Land
e.g., State and local governments can offer priority bidding for excess
public properties to affordable housing developers.

Support & Wraparound Services
e.g., State programs provide support services to aging adults to help
them afford to live in their homes.

Anti-Discrimination Laws & Enforcement
e.g., The state enforces laws that bar discrimination based on race,
color, religion, national origin, sex, disability, and family status.

Source: The Sycamore Institute
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5) Health Insurance Coverage Losses Are Likely to Concentrate
Among Near-Low-Income Adults

The biggest drop in health insurance coverage from the pending expiration of enhanced federal
Marketplace subsidies will likely be among households just above the poverty line. Enroliment in
Affordable Care Act Marketplace plans rose across all income levels after temporarily higher subsidies
took effect in 2021, but the effect was highest among those with incomes between 100-150% of the
federal poverty level (Figure 4). Between 2020 and 2025, enroliment in this group grew by almost
460%—from about 49,000 to over 372,000 Tennesseans.

Many people in this income range are working adults without attractive coverage alternatives.
Working-age Tennesseans at this income level are typically ineligible for TennCare and often do not have
access to employer-sponsored insurance. Even modest increases in premiums or out-of-pocket costs can
lead to coverage loss for households with limited financial flexibility. As subsidies decline and costs
increase, many will choose to forgo health insurance—with potential knock-on effects that include
delayed care, additional medical debt, and higher costs to providers for uncompensated care.

Figure 4. Enroliment in ACA Marketplace Plans Grew the Most Among
Tennesseans Under 150% of Poverty Between 2020 and 2025

Tennessee Marketplace Enroliment by Income Level (2018-2025)
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