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An excerpt {

Fhen it comes to
affordable housing, everyone “knows’ that
complex and time-consuming local govern-
ment regulations are an important cause of
why housing costs so much in America and
therefore why so many people find housing
“unaffordable.”

1 believe the key issues about regulatory
barriers to affordability are not “What is the
impact of local regulations on housing?” or
“Which regulatory barriers impede affordable
housing the most?” Rathes, they are “Why do
communities adopt such barriers?” and “What
can we do about it?”

My approach to this subject differs from
the approaches of most others. Moreover, my
views on this subject are considered by many
clecred officials too radical 1o be used as the
basis for public policy. I will start with my basic
conclusion.

In my opinion, many subutban governmentsin
the U.S. deliberately pass local regulations aimed

at maintaining or raising housing prices within

their jurisdictions. They do so because they are
politically dominated by homeovwners, wha form
a majority of the residents in most suburbs.

Those homeowners want to maximize the
market values of their homes—and they op-
pose any changes, such as permitting apartments
or other lower cost housing nearby, that they
fear might threaten the market values of their
own homes. Therefore, as long as we leave full
regulatory power over housing planning and
construction in the hands of local governments,
there is no realistic chance that housing costs
can be reduced.

This economic motivation to maintain high
housing costs is reinforced by two widespread
social desires among Americans. One is to live
in neighborhoods occupied by people who are
at least as well off economically as they are. The
other is the desire of most whites not to live
in neighborhoods where African Americans
comprise more than about 25 1o 33 percent of
the residents. Both of these soctal goals are also
served by keeping housing prices high.
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Thus, merely urging local governments to
change their regulations in recognition that
society needs more affordable suburban housing
is awaste of time. Such exhortation was the main
action carried out by every past federal hous-
ing commission—with no perceptible results
whatsoever. Those who seriously consider this
subject agree with me privately, but almost no
one in authority has the guts to come out and
say it, because local “sovereigney” over housing
policies is a sacred cow that few are willing to

challenge.

The fundamental problem

The U.S. Department of Housing and Urban

Development has declared thatany low-income

household thart spends more than 30 percent
of its income on housing has a “housing af-

fordability” problem. HUD further states that
any household with an income lower than 80
percent of the regional median income can be
considered to have a “low income.” Also, any
houschold with an income below 50 percent
of the regional median income has a “very
low income.” Thirty percent of income was
presumably chosen because HUD concluded
that any Jow-income household spending more
than that share on housing probably could not
afford other basic necessities of life such as food,
medical care, and transportasion.

Under HUD's definition of housing afford-
ability, a very large proportion of all American
households have such a problem. According
to 2000 census figures, 22.3 million American
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prices rose 123.4 percent in thatr same period.)
However, U.S. median household incomes
rose only slightly in the same five-year period,
s0 a lot more households are having “housing
affordability problems” today than they did
just five years ago.

One possible reaction to the high numbers
of households considered to have housing
affordability problems by HUIYs definitions
is to adopt some other set of definitions that
produces lower numbers. This is the racric
adopted by New Jersey's Council on Afford-
able Housing. The council counts as seriously
deficient the existing housing units that lack
plumbing or kiechens. Then iradds an estimate
of the number of furure low- income households
¢hatwill not be adequately served by older unirs
“filtering” downward in the inventory or by
new construction.

"This method produces much smaller estimates
of the number of affordable housing uniss that
New Jersey needs to create in the future than
would the use of HUDY s definitions. However,
altheugh T have great respect for Robert Burchell
and his Rurgers University colleagues, who have
developed this method, { confess I cannor under-
stand how it works. Yet T believe that pursuing
alternative definitions of how many households
suffer from: housing affordability problems may
be a fruitful path to follow.

Causes and effeeds

In practice, American housing affordability

problems have five different manifestations. The
1

first is the simple “gap” berween thei
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many poor people—especially minorities-—1o
become concentrated in older, inner-city neigh-
borhoods.

Third, housing costs vary immensely among
specific metropolitan areas, Median home sales
prices arc over six times as high in the most
costly area (the San Francisco Bay Area} than in
the least costly region (Ocala, Florida). Income
variations among metro areas are much less
extreme—only zbout 2.5 to one.

Fourth, older, inner-city neighborhoods
experience the process of gentrification, which
causes housing prices to rise. This may lead
poorer residents to be displaced or to experience
hardships due to rising rents.

Finally, we must account for the immigra-
tion of very poor people from abroad, many
of whom arrive here with almost no money,
somerimes legally. At first, they cannot afford
“decent” accommodations and do not qualify
for subsidies. Hence, they must live overcrowded
in older quarters until they amass enough
money to move into “decent” shelter. We rely
on such slum housing to accommodate this
ever-changing group of very poor people and
some poor households who have permanently
low incomes.

Less accepting than ever

Two sets of forces have recently influenced
housing markets to be maore hostile eo affordable
housing: structural conditions and dynamic
forces.

receive large-scale tax benefits that encourage

investment in bigger dwellings. Low-income
renters have the most serious housing problems,
but the value of the subsidies they receive is
small compared to benefits enjoyed by home-
owners-cspecially wealthy ones. This bias
strengthens the political clour thar homeowner
vorers exercise over local governments.

Third is chat fact thar land-use decisions are
fragmented and no one is motivared to serve the
interests of the whole region. Therefore, localities
adopt laws concerning fot size, setbacks, building
materials, and rejection of muktifamily units that
are by no means required for health and safety
but are purely exclusionary in nature.

Several dynamic forces operating within those
structural conditions have produced a rising
tide of resistance towards affordable housing,
expressed in higher regulatory barriers.,

The most important dynamic factor is in-
escapable regional population growth. Many
metropolitan areas are going to grow fase
whether their residents wane such growth or not.
Our nation’s compound annual toral popula-
tion growth rate in the 1990s was abour 1.24
percent per year. We cannot stop immigration
from abroad, so we are surely going to keep
growing.

Artempts by local governments to limit their
own growth pust push the yegion’s growth to other
paces of the region-—usually farther our—and
aggravate sprawl. Because local governments
are parochial, most care only abour their own
growth rates, ignoring the effects thar local

cies have on seglonal
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axiom that local governments should never
adopt policies that might inhibit increases in
home values.

This hostility is disguised as fiscal respornsi-
bility under the theory of fiscal zoning. That
theory declares that no new local uses should be
permitted if they add more 1o spending than to
tax revenues. Muldifamily housing is considered
afiscal loser, although it generates fewer children
per unit than most single-family housing.

In fact, fiscal zoning denies local shelter for
al} low-wage workers, even though focal and re-
gional economies need such workers to function.
For this reason, universal use of local fiscal zoning
by all or most communities within a region isa
disaster for that region as a whole. Nevertheless,
many areas use it because each local government
looks only at its own resources.

Proposals for change
in theory, there are two basic ways to “solve”
housing affordability problems. One option is
to raise the incomes of poor houscholds, or to
provide them with subsidies, so they can pay the
high prices required to obrain decent shelter.
Another option is to lower the cost of de-
cent units by reducing the minimum qualicy
standards we demand, improving the rerms of
ownership, reducing regulatory barriers, and
expanding the supply of housing through mas-
sive new production to drive down the prices
of existing units.

Unfortunarely, most Americans reject both
of these approaches. Thus weare left with only
a few alternative tactics.

The first alrernarive is to allay homeowners’
fears thar affordable housing will reduce the

marketvalues of their homes. Most past studies
have not shown adverse effects, but homeowners
are hard to convince.

A more novel but untested approach, sug-
gested by William Fischel in his book, The
Homevorer Hypothesis, is home-value insurance,
which guarantees thar the vatues of homes near
affordabie unies will not decline, or will rise at

A major problem
with inclusionary
zoning is that it
almost certainly could
not create enough
affordable housing
to serve a large
percentage of all the
households who need
housing assistance.

some minimal rate, when existing homeowners
seil their homes. The insurance premiums could
be paid for by the developers of the affordable
housing, or by the locality as a whole.
Anotherapproach is to make it fegal to build
smatler, less costly housing units. One way to do
that is to remove zoning obstacles to manufac-
tured housing, which is far less costly than new
traditional units. In the past 50 years, over 12
million manufactured housing units have been
shipped {one out of every 7.2 units built}, so
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this is nothing new.

Yet ancther option is to allow accessory
housing uniss to be added to relatively large,
single-family units as a macter of right to the
owners of such large units. This could produce
thousands of new, low-rent units at no public
COSt t0 tAXpayers.

Legalizing very smali conventionally built
homes could be a way to go as well. I have
recently visited large cities and small towns in
which thousands of tiny housing unirts were
built in the 1950s and some new onesare being
built now. These units may cantain less than
500 square feet but have the basic amenities
that a family needs.

We should also enlist the help of two groups
with real political clout: employers who cannot
find low-wage workers nearby and middle-
class households, especially public workers,
who cannot afford decent housing without
overly long commutes. Unil these groups suffer
enough to insist upon mandatory, statewide
action, remedies are unlikely.

Be inclusive
Another approach is to use inclusionary hous-
ing or zoning laws. They require developers of
any new units to create from 10 to 20 percent
affordable units in exchange for benefits such
as higher density for their market-rate units.
1f made mandatory natienwide, this policy
could substantially add to the affordable hous-
ing supply, especially in fast-growing regions.
Regulations must require that such units be kept
affordable for a minimum number of years.

I essence, inclusionary zoning imposes much
of the cost of providing low-cost housing on



homebuildersand land owners, whoare engaged
in providing market-priced housing, Therefore,
sucha policy requires much less expense in public
funds per affordable unit created than do direct
government housing subsidies to low-income
households.

Admiredly, statewide mandatory inclusion-
ary zoning policies violate the desirable public
finance principle of not forcing particular private
parties to pay for artaining general public sec-
tor objectives. Nevertheless, 1 recommend this
policy when three conditions prevail.

First condition: Many low-income house-
holdsare being seriously harmed financially by
high home prices and rents within their state.
Second condition: There is no other feasible
way 10 aid those households. {That, I think, is
the case in California righe now. There is not
encugh public money to provide meaningful
subsidies, and there is not enough political will
to expand new housing construction sufficiently
to drive down existing home prices.) Third
condition: The private parties forced to bear
most of the costs—mainly homebuilders and
land owners—have made large-scale profits from
past increases in home prices and will probably
continue to do so.

Under those three conditions, state govern-
menchas a responsibility to assist fow-and mod-
erate-income households within its boundaries
asbest it can. Mandatory statewide inclusionary
zoning is one of the few ways states can meer
that responsibility, even though it will not aid
all the needy houscholds being harmed by high
housing prices and rents.

{ also believe thar when a state mandates
inclusionary zoning, the requirement should
be applied to all communities equally. This will
eliminate the possibility thar individual com-
munities could adopt rules that are ineffective or
unfair to homebuilders, or to avoid any policies
designed to help low-income households, fevery
communiry must add new, affordable housing
units, they all will become more acceptable in
general over time,

Examples of how costs could be minimized
include allowing builders to: create affordable

all the houscholds who need housing assistance.
As noted earlier, at least 22 million American
households both had low incomes and spent
mere than 30 percent of their incomes on hous-
ing in 1999. From 1990 to 2003, the average
number of housing units started in the U.S.
was 1.46 million.

If that number persisted in the future, and
20 percent were affordable units, rthar would
be 291,800 per year; at 10 percent, it would
be 145,900 per year. To provide 22 million
households with affordable unirs at those rates
would take 75 years at the 20 percent rate, or
151 years at the 10 percent rate. OF course, by
the time those periods had elapsed, the num-
ber of households needing aid might be much
larger, and many existing housing units would
no fonger be usable.

In any case, itis clear that inchusionary zoning
is a second-best policy. However, using second-
best policies to attack housing problems is noth-
tng new. That is what the federal government
has done by providing only enough money o
help half of the households that HUT says need

housing assistance.

The crucial role of the states

Experience across the nation shows that sig-
nificant progress has been made only where
the state government has assumed a leadership
role in coping with housing problems (Oregen,
Washingeon, Maryland, New Jersey, California,
Georgia, and Florida}. Moreover, states are most
effective if the governor assumes the key leader-
ship role, because the governor can influence
all the executive departments, the legislarure,

and public opinion.

Here is what the states should do:

* Set general housing goals thar every mu-
nicipaliry, village, and locality must incorporate
into its comprehensive plans. Oregon and Wash-

Reading, William Fischel, The Homevoter
Hypothesis {Harvard University Press, 2001},
National Asscdiation of Realrors, Resf Barr
Chetlook: Marke: Trends and Insighre (haly 2004).
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ington provide excellent examples of housing
goals thar include references o the welfare of
low-income households,

* Creare specific planning procedures that
every local government must carry out as part
of its planning process. These include: inven-
torying all vacant land; estimating how many
additional houscholds and how many jobs will
be added to the community; relating those
numbers to housing needs at different income
levels; establishing zoning needs for future
bousing development at different price levels
for 10 to 20 years; and establishing locations
for different types of housing as gusidelines to
homebuilders.

* Allow a state or regional agency 10 review
local plans at least every three years. This agency
should have the power to suggest changes in the
plans to make thern consistent with statewide
goais and procedures.

* Set up a state agency to review housing
regulations for every community in the state
over a period of three years, and empower the
agency to require communities to change their
rules if need be. Any locality that fails 1o adjust
its regulations along the lines suggested by this
agency should have its zoning powers suspended
until changes are made,

* Consider having the agency set annual
affordable housing targets for the state as a
whole and for specific subregions of the state.
Regional planning bodies in each region should
be charged with allocating those targets o
specific communities.

* Consider rewarding communities that
succeed both in developing approved plans and
meeting their afordable housing targers. Incen-
tives could include infrastructure assistance and
school construction assistance; disincentives
could include direct monetary fines for failing
to have plans approved or to meet rargers.

* Pass laws empowering private developers
seeking to build affordable housing ro sue
communities that prevent their doing so if
the communities do not have szate-approved
housing plans.

* Consider establishing 2 mandatory, state-
wide, inclusionary zoning program, especially




