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Inclusionary Zoning: Myths and Realities
Executive Summary

Housing affordability has been identified as an issue of policy concern in
Madison, and Inclusionary Zoning (17} is being considersd as a primary tool to address
this issue. This study is intended to inform that discussion by asking what economic
theory predicts about the expected impact of IZ on the housing market and evaluating the
existing empirical and anecdotal evidence on its impact in those jurisdictions that have
adopted it. We summarize our findings here.

First, the adoption of IZ has been heavily concentrated in California and New

Jersey, where state legislation (in California) and litigation over “fair share” housing (in
New Jersey) mandated it. Outside of these areas only about 20 jurisdictions have adopied
1Z The adoptee jurisdictions tend to be higher-income suburban jurisdictions with high-
valued housing in which values and 1ents have increased at a rapid rate relative to the
country, although it has been adopted by a few central cities {(many of them smaller, such
as Boulder) and a few (primarily suburban) counties, most notably Montgomery County
MD. The rate of adoption has varied over the years since the early 1970’s tising afier the
California and New Tersey actions, which tended to follow rapid run-ups in prices and

rents, and declining during periods of greater normalcy in the market Thisrate has
declined considerably since 2000

Economic theoty predicts that both direct and indirect effects would flow from
the adoption of IZina local community The direct effect, of course, would be
construction of new at-market and affordable units approved under the IZ ordinance. The
indirect effects would be many If increased costs caused by the affordable housing
subsidy and more restrictive production requirements are not fully compensated to permit
project feasibility, residential developers will reduce production in the IZ jurisdiction and
increase it elsewhere (which, if the IZ jurisdiction is a central city, will increase
“sprawl”). This causes “filtering” of the housing stock, in which the increased supply in
the other jurisdictions would reduces rents and prices there (“downward filering”), while
the reduced supply in the IZ jurisdiction would increase rents and prices (“upward
filetering”). The overall level of housing supply and aggregate property values would be
lowered because of reduced market efficiency, thus reducing the property tax base.

The magnitude of these effects would depend upon conditions in the local market
and the characteristics of the IZ ordinance. If the developer is fully compensated by
density bonuses and other incentives to allow “normal” profits, then the negative
dynamics above are less, but efficiency is still reduced because the market is constrained,
and the cost to compensate is not “free” If an IZ market is temporarily “hot”, it may be
possible to temporarily bid away “super-normal” profits fiom developers to “cross-
subsidize” affordable units, but this is not sustainable. If IZ covers an entire meiropolitan
area, the costs would tend to be partially felt through adjustments in land values, creating
windfall gains and iosses, but developers would still tend to disinvest to a degree in
housing, and there would be lower aggregate values.




There also would always be expected to be some “leakage”; that is affordable
units that would have been provided anyway through new construction or filtering using
the private market or other subsidy programs would be displaced by IZ affordable units
(e.g., layering of Section 8 or Section 42 subsidies within IZ projects). Thus, the new
affordable unit production reported under 1Z would only be ™ gross” and not “net” new
production. Under the competitive theory of the housing market, there must always be
greater inefficiencies under a set of IZ constraints; thus IZ’s desirability must be based
upon the social benefits provided to lower-income households that ultimately spill over to
the rest of the community.

There is very little in the way of comprehensive, rigozous empirical analysis of
the impact of IZ in local communities. Most evidence is either anecdotal or advocacy,
employing either very partial analysis or simply unsubstantiated assertions. We have
evaluated what evidence exists on seventeen assertions by proponents or Opponents of 1IZ
We summarize our findings for eight of these: :

. (Pro) Produces a high volume of affordable housing: This appears to be untrue in
that there has been 2 low level of affordable-unit production in virtuaily every 1z
jurisdiction. Typically 3 7% of the net new stock produced annually represents
affordable housing in 17 jurisdictions. New stock in a community typically
averages about 2-3% of the total existing stock per year, implying that the
affordable stock provision approximates only 0.06-0 20% of the total existing
stock annually, a very low number

. (Con) Reduces the market values of housing near affordable units: The empirical
evidence suggest this is untrue, There is no evidence of such adverse effects,
especially given the low level of affordable housing concentration under IZ and
the income levels served.

. (P10} Encourages higher-density development and discourages sprawl. There has
been no comprehensive study of this issue, but anecdotal and limited empirical
evidence snggests it is untrue in many circumstances. '

. (Con) Density bonuses and other incenlives are necessary to render IZ feasible:
Most (including proponents such as David Rusk) agree that this is true for legal
and economic reasons, to avoid a “taking” and permit project feasibility, but there
has been no comprehensive study of this issue.

» (Pro) Will serve low-income households: Again, there is no comprehensive
empirical evidence in all 1Z jurisdictions on this question, but limited empirical
evidence in New Jersey and California (Calavita, Grimes, and Mallach (1997))
and the relatively high income limits for eligibility in many IZ jurisdictions
suggests this assertion is untrue in most circumstances.

. (Pio) Will serve to integrate neighborhoods by income and race: There has been
no comprehensive analysis of this assertion. By design, economic integration
should be true, but the low rate of production (see above) suggests whatever effect
fhere ;s Tnust be. There is no evidence on racial integration, but the fact that there
is less minority representation among moderate-income than low-income
households, and since moderate-income households make up a significant portion
of I7-affordable households, we expect IZ to have a minor effect at best,




. (Pro) Will serve fo enhance school performance of lower-income children: There
exists much research on the effects of neighborhoods and school quality on
children, but unfortunately much of this does not properly separate their effecs.
Again, low production levels for affordable housing under IZ and moderate
income participation suggests a marginal impact at best

. (Pro} Mandatory more effective than voluntary: There is no comprehensive study
and conflicting anecdotal claims. “Negotiated,” with flexibility to local market
and project conditions would be expected to be optimal from an economic
efficiency standpoint.

Mayor Cieslewicz’ proposed IZ ordinance is quite extreme in some dimensions,
relative to the distribution of characteristics of other IZ ordinances nationally, particularly
in a lower affordable housing income restriction for owned housing (60 70% AMI} and
rental housing (40— O% Al\/ﬂ) 2 glcatex I eference toward encomagmg nonpr oﬁt

Tequir ements However, it is more in line with other or dinances in terms of the minimum
required affordable housing commitment (15%) and the permitted density bonuses and
other incentives. It seems to us to be out of the range of realistic market demand in its
very low minimum size requirements for condominiums (650-850 sq_ ft.for 2-3 bedroom
units)and single-family detached units (950 sq. ft.).

In order to get a sense of the prognosis for Madison under the Mayor’s proposed
IZ ordinance, we undertook two exercises: First, we looked at the experience of three 1Z
jurisdictions considered as comparables by the Mayor’s Office that have had an
ordinance in place throughout the decade of the 1990’s, Boulder CO, Burlington VT, and
Montgomery County MD. We compared the housing market and income dynamics of
these jurisdictions with those of Madison, without 1Z. We found that all had only
modetate growth in housing units, about average for U.S or below. However, there was a
surprisingly low growth rate in housing for Montgomery County (13.2% vs. 24.8% for
the Washington, D.C. metro area), which we would normally expect to be a rapidly-
growing suburban county. There were also low growth rates for Boulder (12.5% growth
vs. 26.7% for the metro area) and Burlington (5.9% vs. 31.5% for the metio area). In all
three jurisdictions, this slow growth in the housing stock was in spite of land availability
The implication is that there is something else besides land availability hmdermg new
housing development in these jurisdictions, whether it is developers going elsewhers,
lowet demand, restrictive development regulations, or a combination. At the same time,
Madison grew its housing stock 15 4% during the decade, and its metro area grew 22 .0%,
much more in balance than the comparables The implication from this admittedly
impettect empirical analysis is that there may well be more “sprawl” generated in 17
communities. We also looked at relative changes in rents, prices, housing affordability,
and incomes in a similar fashion, with similar results that are detailed in the paper.

Our second exercise compared the development feasibility of two prototypical
residential developments —a high-end condo development on expensive land downtown
and a mid-range single-family detached development on less expensive land on the
suburban fringe — under the Mayor’s ordinance vs under existing market regulations




The results concluded that the condo project was clearly infeasible, leaving a major “gap”
hetween return and cost, requiring additional support. (and this even ignoring the strong
likelihood that the Mayor’s proposed low minimum affordable condo size are too small

to generate market demand). The cost of such additional support would have to come
from somewhere else, as density bonuses were inadequate. We found also that there
existed 2 high opportunity cost in terms of number of affordable units provided under this
project vs. the number able to be provided off-site for same cost. Such an imbalance
could well serve to shut off condo development downtown The feasibility analysis found
the mid-range single family development in the suburbs to be more workable, but only 1f
we accept the very low minimum unit size (930 sq. ft ) that we believe would find
insufficient demand among eligible households, thus hurting feasibility and increasing
costs.

Our conclusion from these two exercises and our review of the theoretical and
ernpirical literature is that the Mayor’s 12 ordinance as curiently proposed will have
marginal effects on affordable housing production The affordable housing produced will
tend to house moderate- not low-income households The ordinance likely will increase
relative levels of development in the suburbs (i.e, increase, not decrease sprawl). There is
also a real possibility of increasing housing prices in the city due to “filtering” Finally,
there is a Ganger of having a relatively preater adverse effect on downtown development
uniess costly incentives provided The ultimate outcome, however, is in the nature of the
17 ordinance considered; the devil is in the details” of the plan.

We conclude that an “optimal” affordable housing policy for the City of Madison
must not rely excessively on IZ or-any other single approach. Instead it should be
comprehensive, employing a variéty of policy and market tools. Although Madison has
been quite adept at using existing subsidy programs {Section 8, Section 42), it has paid
inadequate attention to a major driver of housing unaffordability — the supply (cost) side
of the market. There has been virtually no attention paid to cutting down the costs of
development and management of housing in the form of expediting development review,
relaxing development densities or other design standards, or reforming building codes for
affordable unit production. Such attention would provide much greater “bang for the
buck” in terms of affordable housing provision than simple attention to IZ. Madison
should also work closely suburban jurisdictions to “cpen up” their communities to thei:
fair share of affordable housing provision; only under a regional program will the
displacement of 1esidential development to the suburbs under an IZ ordinance be
minimized. Instead of fighting the workings of the housing market, Madison housing
policymakers could in fact harness its immense power and use it to their advantage.

A variation of IZ can be a component to such a policy, but only a restrictive set of
conditions: Tt must be realistic in terms of the cost/feasibility effects of rigid constraints
on percent AMI, relative size, appearance, and type of affordable units required. To
achieve lower income occupancy, it should permit the layering with existing subsidies
(but one would still have to be mindful of the opportunity costs associated with the
displacement of subsidy provision from elsewhere). It must reco gnize the very high costs
per affordable unit provided especially in high-end developments. And finally, it should




consider that “negotiated,” rather than “mandatory” or “voluntary” may in fact be the
most efficient option, permitting a flexible response to market conditions and project

type.




Inclusionary Zoning: Myths and Realities

I Introduction

The city of Madison is currently engaged in a discussion zbout housing
affordability. It has always been the goal of the city to provide a high quality of life for its
citizens, and decent, safe, affordable housing is an important part of that quality of life.
Not only does housing provide shelter, it is intimately associated with the quality of the
physical and social environment of the neighborhood and it can provide one of the
primary means of ‘building wealth for many households.

The discussion of housing affordability in Madison has taken on additional
urgency recently, as house prices and reats have been rising, while the economy has been
softening. Housing affordability was a major issue in the recent mayoral election, and 1t
has been the subject of a special committee appointed to study the issue. The most visible
product of this attention has been a set of competing proposals issued by the Mayor,
several city alderpersons, and individuals and groups from the private sector for the
adoption of an Inclusionary Zoning (1Z) ordinance. We are currently in the middle of a
debate over these competing proposals.

Tt is the purpose of this study to serve as a resource 1o help inform this debate In
the heat of discussion, arguments over the merits of altemative policy proposals often
become advocacy positions. While these serve to clearly separate the issues in the minds
of the lay public, they unfortunately too often are unsubstaritiated claims which ignore
detail and the broader, more subtle consequences of policy intervention strategies. In an
attempt to fill this void, we intend to do the following in this study:

(1) First, we will define exactly what is meant by the term “Inclusionary
Zoning” and seek to examine its development from an historical
perspective. This will serve to provide an understanding of the context
within which its proposed adoption in Madison can be viewed.

(2)  Wewill next examine whete I7 ordinances have been adopted, and the
array of variations that have characterized them.

(3)  Then we will turn to theory: our understanding of the expected response of
the housing market to the introduction of an IZ policy in the short run and
the long run.

(4)  Nextwe will ask what is known about the impact that existing 1Z
ordinances have had on the rate of production of affordable housing and
indirectly on prices/ rents and other market conditions.

(5)  We will then compare the elements of the competing proposed 1Z
ordinances in Madison to those of other jurisdictions to get a sense of
where Madison falls in the spectrum.




(6)  This information and the avajlable information on expected and actual
impacts will then be used to draw certain conclusions with respect to the
anticipated impact of IZ in Madison.

(7}  Finally, we will conclude with a more general statement, substantiated by
the previous analysis, about the appropriate structure and 10le of IZ in a
comprehensive affordable housing policy for the city.

IL What is Inclusionafy Zoning?

An interest in providing “a decent home and a suitable living envirorment” for
every American household has been an important objective of American housing policy
formally since 1949 and informally long before that. In recent years, achieving this goal
has been made more challenging by the triple whammy of rapidly rising rents and prices
in a number of our “hottest” cities and metropolitan areas, an increasingly divergent
distribution of income and wealth across households, and the reduction of federal
government involvement in traditional programs intended to provide affordable housing
to lower-income families.' Frustration over this situation by affordable housing advocates
and those left paying substantial portions of their incomes for housing have led to
political pressures to provide affordable housing through alternative mechanisms that do
not rely on substantial governmental outlays, which seem to be currently politically
unpopular when directed toward new social policy initiatives.

Inclusionary Zoning (IZ) emerged from this frustration. A number of housing
policy experts and advocates in the 1970°s began exploring ways in which development
regulations could be used as an instrument for providing affordable housing. At that time,
“exclusionary zoning” ordinances, usually composed of large-lot zoning restrictions and
minitnum unit-size and building code standards that exceeded standards necessary to
protect health and safety, were being adopted across the country. These were having an
adverse effect on affordability, especially in many suburban jurisdictions. The intent of
these advocates was to turn these policies on their head -- rather than increasing housing
costs, “inclusionary zoning” ordinances would be intended to reduce them and assure the
provision of an affordable housing stock. However, rather than simply 1elaxing the
standards that were causing affordability problems, this group proposed to become
proactive and requite developers to provide units that met defined affordability standaids
as a minimum fraction of the units they completed sach year. Such a policy it was hoped
would have the additional benefit of creating economically integrated communities, as
opposed to typical new development that has highly homogeneous income groupings.

Gradually, the [Z concept took shape. The minimum-volume standards for
developers subject to the program were instituted Standards for construction of the

' Fxamples of programs that have been climinated or substantially reduced include the Public Housing
program, the Section 235 homeownership program, the Section 236 subsidized rental program, and Section
8 project-based assistance




affordable units were set that related to size, appearance, and quality of constriction
elative o the “af-market” stock. The units had to be scattered among the at-market stock,
Rents and prices had to be maintained below a certain maximum level relative to the
occupying household’s income. Households occupying the units had to satisfy income-
eligibility standards relative to the area’s median income Affor dability had to be
preserved over a specified period of time. A portion of capital gains upon resale of an
affordable unit was felt to merit recapture, in view of subsidy involved. In some cases, a
“buy-out” alternative was proposed that permitted developers to pay a certain lamp sum
to an affordable housing trust fund in lieu of actually providing the units. In 2 narrow
sense, just as “exclusionary zoning” was not truly “zoning” in that it was not embedded
within a traditional zoning ordinance, neither was “inclusionary zoning” frue zoning,
Rather, it emerged an ordinance that was usually intended to be included within the
development regulations of a community.

. History of Inclusionary Zoning

The late 1960°s and early 1970°s were a time of transition with respect to low-
and-moderate housing policy in the US. The federal government was quite active during
the late 1960°s with the intreduction of aggressive high-subsidy housing production
programs on both the ownership and rental sides of the market in the form of the Section
235 and 236 programs, among others By 1972, with a change in the nationai political
landscape, these had been replaced with the Section & program, which was restricted
simply to-subsidies that made up the difference between “market” rentals for standard
housing and an “affordable” proportion of a low-to-moderate income household’s income
(around 30%). Thus, the federal government stepped back from support of newly
developed affordable housing through large direct subsidies, a retrenchment that has been
maintained to today.

Another event also occurred during the mid-1970’s that exacerbated the need for
support for affordable housing provision: the period of “stagflation” during 1974-75,
brought on by the inflation coincident with the Arab oil embargo, combined with a
national recession, which reduced incomes among working class and poor households,
while at the same time increasing the cost of consumer goods and housing.

The retreat of the federal government from a commitment to affordable housing at
the same time of increasing need generated a movement among the advocates for
affordable housing to look increasingly to local governments and the private sector. By
the mid-1970’s, the practice of “exclusionary zoning” among suburban jurisdictions
intent upon preserving low-density, upper-income cornmunities, had become well
established Exclusionary zoning involved such practices as large-iot restrictions,
minimum size requirements, and excessively restrictive building codes. Advocates for
affordable housing provision, frustrated by the mixed success through litigation of
reversing these trends, turned toward other approaches that they hoped would 1mcrease
the stock of new affordable housing One of these approaches mvolved turming
exclusionary zoning upside down by explicitly requiring in new residential developments




an explicit allocation of units intended to be affordable to low-and-moderate income

households for rental or purchase — a requirement which came to be know as Inclusionary
Zoning, or IZ.

1Z was first infroduced in the Washington D.C. metropolitan area, California, and
New YorkANew Jersey beginning in the early to mid 1970’s.? These were all areas
experiencing the most extreme run-ups in rents and prices at the time (a condition that is
still true today). Fairfax County Virginia passed an ordinance in 1971 that required
developers of more than 50 multifamily dwelling units provide 15 percent of their units to
be “affordable,” defined as 60-80 percent of area median incomne. The Virginia Supreme
Court, however, ruled the ordinance as an unconstitutional taking in 1973, It was not until

two decades later that an inclusionary zoning ordinance was again passed in Faiifax
County, this time as a voluntary program.

Montomery County Maryland followed in 1973 with the passage of its
Moderately Priced Dwelling Unit (MPDU) ordinance. This ordinance, with some
modifications over the years, has become the model for much subsequent IZ legislation.
It required developers of more than 50 units (of any type) to include 12.5 to 15 percent
affordable umits (defined as affordable to those households at 50 to 80 percent of area
median income) dispersed throughout the project. The ordinance has been held to be
tesponsible for over 10,000 units of affordable housing since its inception (an average of
about 350 units per year).

The California Coastal Commission has had an affordable housing requirement
for any coastal property since the 1960’s, resulting in the first IZ programs in California
in the early 1970’s. The State Redevelopment Act was amended in the early 1980°s to
permit the adoption of IZ ordinances by all local communities Roughly half of the 1Z

ordinances adopted nationwide today exist in California municipalities. These ordinances
vary widely in their characteristics.

IZ adoption in the New York/ New Jersey metropolitan area has been rather
scattered and modest, with the exception of New Jersey, where the New Jersey Council
on Affordable Housing, created as the result of earlier court decisions on the legality of
exclustonary “large-lot” zoning restrictions, adopted a de factor IZ requirement for those
municipalities under its oversight authority. About 250 New Jersey communities have
adopted some form of IZ, and these provisions have been held to be responsible for over
12,000 affordable units since 1986 (an average of about 700 units per vear).

Adoption of 17 has been more scattered elsewhere, not prompted by court
decisions or state legislation. Notable programs and their date of adoption include thase
in Boulder CO (1983), Portland OR (1998), Santa Fe NM (1998), Boston MA (2000),
five Boston suburbs (Brookline, Arlington, Cambridge, Lexington, Newton, Somerville)
(between 1977 and 2000), Denver CO (2002), and Highland Park IL (2003), and Sevezal
surveys have been undertaken to determine the extent and nature of 17 nationally (see for
example Mallach (1984), Nenno (1990), Goetz (1991), and Rusk (2003)). These have

? The following discussion borrows heavily from Burchell and Galley (2000).




varied considerably in their timing, methodology, degree of formality, and defimtion of
what constitutes an IZ ordinance. As a result they vary considerably in their estimation of
aumber of jurisdictions with IZ, ranging from 50 by Nenno, to 72 by Malloch, to 129 by
Rusk and 133 by Goetz. A survey by the San Diego Housing Commission in 1992
(Newman (1993)) identified more than 50 1Z programs in California alone that were
credited with having produced over 20,000 affordable units. Roughly two-thirds of all IZ
ordinances were found to exist in California and New Jersey, with only scattered
ordinances across other states. Goetz and others found that those communities that had
adopted IZ ordinances were aiso more likely than others to have adopted other
affordable-housing provision programs, including such policies as linkage fees, rent
control, or required replacement of demolished units. They also tended to be communities
that had experienced the highest housing costs and the most recent inereases in rents and
prices.

The pace of 1Z adoption by local communities over time has seemed to vary with
pressuies on housing affordability (see Table 1, using data compiled by Rusk (2003)). It
increased considerably in the earty 1990°s in California as the economy there stagnated.
it also increased in the late 1990°s until 2001 as the economy again faltered and house
price increases continued unabated The most widespread adoption of IZ outside of
California occurred during this period. Since 2001, IZ adoption seems 10 have slowed, in
spite of an increased pace of advocacy for such programs by planners and the affordable
housing policy community Factors that have hindered its expansion include the
remaining threat of legal challenge as a taking, the lack of statewide legislative or court
mandates, a relatively robust economy (until recently), Increased access to
homeownership through lower interest rates and new mortgage programs, and political
opposition. In the next section of this study we identify the kriown details of those IZ
programs currently in existence,

IV. Where Does Inclusionary Zoning Exist and in What Form?

As the above discussion indicates, There seems to be no definitive iist of those
jurisdictions that have adopted IZ ordinances, along with the characteristics of those
ordinances. That is because many affordable housing measures include elements of IZ
but are not as comprehensive as the “model” ordinance, thus may be inciuded in one list
and not in another

Table 1 (from Rusk (2003)) represents one of the most recent and comprehensive
efforts at compiling a list of IZ communities, together with dates of IZ adoption,
community data, characteristics of the 1Z ordinance, and affordable housing unit
production under the ordinance Note that there are many blanks, indicating that there is
much yet that is unknown about many of the ordinances. Note also that Rusk excludes the
New Jersey communities adopting IZ in compliance with the requirements of the New
Tersey Council on Affordable Housing.
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The total number of jurisdictions in Table 1 comes to 129, with 109 of these in
California. Combining this with the 250 New Jersey communities reported elsewhere to
have adopted some form of IZ, would bring us to a grand total of 379 jurisdictions with
IZ This total 1s almost certainly higher than the true number of jurisdictions that consider
themselves to have adopted an IZ ordinance.

The jurisdictions that have adopted IZ ordinances largsly tend to be suburban or
small city, however with several large cential cities represented, such as San Francisco,
Sacramento, San Diego, Portiand, Denver, and Boston. Only a few counties have adopted
17 ordinances, including Montgomery County MD, Fairfax and Loudoun Counties VA,
King County WA, St Johns County FL, and eleven Counties in California. The orie thing
that clearly distinguishes the group of adoptees is the high cost of housing in those
jurisdictions, especially relative to incomes.

‘We have only limited information on characteristics of the ordinances, again
derived from Rusk’s data:

o The minimum affordable housing set-aside ranges from less than 10% to
30% or higher, with a median of 17% and a mean of 15 4%

® The minimum development size to trigger the set-aside ranges fiom as low
as a single unit in Boulder CO and several other communities to 50 or
more units Montgomery County MD is toward the high end of this
distribution, with a minimum 35-unit development trigger, while Faitfax
and Loudon Counties VA and Rockvill MD have adopted a minimum of
50 or more units. Rio Vista CA is at the extreme, with a minimum
development level of 400 units! The median is between 5 and 9 units with
a mean (excluding Rio Vista) of 9.9 units.

s The household income ceiling to be used as the basis for calculating
maximum rents and prices is bifurcated for rental and ownership units in
many communities. In some cases also, the limits are further divided such
that a (typically smaller) proportion of affordable units are set aside for
households of lower income than the others. Here there is clearly a
bimodal distribution. The lowest target income ranges are at less than 30%
of area median income in two communities in California, but the vast bulk
(23%) of low-end income ceilings are clustered at 50% of area median
income. At the high end, the limits are clustered at 80% and 80-120% of
area median income (with 40% and 33% respectively of the total). It is
clear from these ratios that IZ often is not really intended for truly low-
income households. Even 50% percent of aiea median income represents a
lower-middle income in many of these communities, while 80% clearly
moves into the middle class.

» Therestricted resale price o1 rent control periods to maintain affordability
over time range from 10 years in Montgomery County MD and 7 other
communities to permanent restrictions represeniing 16% of the total in
Boulder CO, Cambridge MA, and 21 communities in California
Restrictions tend also to be clustered at 30 years (34% of the total) and 50-
55 years (14% of the total), with a median of 30 years. Several
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communities have separate restrictions for ownership vs. rental or for
moderate income vs. low Income cccupancy.

Unfortanately, this is all the information that we can find that has been compiled
on a comprehensive basis comparing the IZ ordinances across jurisdictions. Among the
elements on which we have only Himited information include the following:

s+ The proportion of ordinances that are mandatory vs. voluntary

o The proportion of equity able to be captured by owner households upon
resale

¢ Resale options (e.g to non-profits)

e The formula to determine level of housing cost to income

» (Cash by-outs in lien of production on-site

e Physical and locational standards for affordable unifs

e Permitted density bonuses

» Other incentives {(e.g., foe reductions)

s Expedited approval process

» Subsidy overlays permitted (e.g., Section 8, Section 42, mortgage revenue
bonds)

These are all clearly important in helping to identify the character and judge the
effectiveness of the various IZ designs that have been adopted across the couniry
Unfortunately, this effort is yet to be accomplished.

V. What Does Economic Theory Tell Us about the Expected Short- and Long-
Term Impacts of Inclusionary Zoning?

It is clear from our above discussion that Inclusionary Zoning (IZ) represents a
policy intervention into the workings of the housing market, intended to increase the
supply of affordable housing in a community. As with any intervention into the “natural”
workings of a market for economic goods (inciuding housing), it is appiopriate to ask
what other outcomes can result from the adoption of such intervention policies. Such
questions are regularly posed for policy proposals, and have become integral components
of many local land use and economic development policy evaluation processes in the
form of benefit-cost analyses, environmental impact statements, etc. These evaluations of
the broad set of impacts are important for two reasons; First, policymakers need guidance
as to what elements of proposed policies seem to matter most in terms of achieving the
intended objectives of the intervention strategy and minimizing the unintended
consequences, s a guide to policy design Second, there is the question of the
fundamental desirability of the policy itself, however designed, to the extent that the
unintended (and undesirable) consequences far outweigh the anticipated positive impacts.

Past experience with intervention policies into the housing market at both the

1ocal and national level have confirmed that “unintended consequences” are regulaly
confronted. One example is the aggressive subsidized homeownership and rental (Section
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235 and Section 236) housing programs during the early 1970°s, when high levels of new
supply left the existing private market with deteriorating rents and values and high levels
of vacancy and abandonment. A second, at the local level, is ageressive housing code
enforcement at the lower-end of the market prior to the 1970’s, which resulted in high
levels of “milking” of properties by landlords and abandonment. These examples suggest
that “nnintended consequences” are not irrelevant, and a responsible policy evaluation
process must consider them.

The Competitive Housing Market. Before one can evaluate the broad set of market
responses to an Intervention strategy, however, it is important to properly describe the
market that is being considered. In this respect, virtually all analysts have concluded that
the housing market in general approaches the characteristics of a competitive market.
This means that there are typically many buyers and seilers (i.e. tenants/ buyers and
landlords/builders/owners) who are active in the market at any one time and are
competing against cach other to achieve market transactions (i.e., the renting or selling of
housing services or stock). Furthermore, there are relatively low bamers to entry into the
market for market par‘tlclpants The result is that rents and prices approach those levels
considered “competitive”, tenants/ purchasers tend to select those units which maximize
their “utility” given their preferences for housing and income and wealth, and
tandlords/builders/ownets tend to achieve “competitive” returns on their investments >

Competitive market conditions imply that tenants/ homebuyers are free to choose
that housing that best satisfies their desires from those units available at that time, subject
only to their available resources to rent/ purchase and the availability and cost of other
goods and services. They also imply that landlords/builders/homesellers cannot in the
long-run enjoy “super-normal” profits, since new entrants seeking such returns couid not
be prevented from entering the market and providing additional housing supply, thus
bidding down prices, hence bringing returns back to “competitive” levels. Conversely, if
profits are “subnormal”, suppliers will withdraw from the market, thus driving the supply
of available units down and bidding rents/ prices up to “competitive” levels.

This is not to say that housing markets are considered “pezfectly” competitive in a
theoretical sense. There are a variety of conditions that have been well studied by housing
economists and others that cause deviation from such an idealized condition in certain
circumstances — including reduced information on alternatives by renters/ buyers,
housing or mortgage market discrimination, transaction costs to movement, and wide
variations in the package of housing and neighborhood amenities offered by the array of
units available. However, there is broad agreement that over the real estate cycle, at least,
in the mainstream housing market (including the “affordable housing” market), and on
average, prices, rents, and profits tend to approach competitive conditions today in the
U S. urban housing market much more than they reflect “monopolistic™ or other deviant

* For discussions of the housing market in a competitive market context, see E. Olsen, “A Competitive
Theory of the Housing Market,” American Economic Review, Vol 59, Sept. 1969, pp 612-621.
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conditions ¢ Thus, it is useful to examine IZ as a policy in the “quasi-competitive”
context, taking into account the market imperfections that may occur in certain
circumstances, as a benchmark against which we may evaluate the possible broader set of
impacts from its infroduction. We attempt in the following discussion to provide an
intuitively appealing economic explanation of what we would expect to go on subseguent
i the introduction of IZ into a community, rather than a technical treatise couched in
“sgono-mese’” and inscrutable supply-demand graphs.

The Introduction of an IZ Ordinance. The introduction of an IZ ordinance into the
urban housing market involves a mandate that suppliers of new units into the market
above a certain volume of units annually include a certain level of “affordable” units.
Affordable units are defined as units that, if rented or purchased by households below a
certain income level, would cost more than a certain fraction of their income. For analytic
purposes, we assume there are two submarkets within the urban housing market — the
“standard” submarket, which includes housing provided to households with incomes
above the “affordable” limits, and the “affordable” submarket provided to households
with incomes below the “affordable” limits. In both the standard and affordable
subrnarkets under the normal working of the housing market, households would be
assumed to expetience a distribution of ratios of house payment to income, depending
upon a variety of factors, including their tastes for housing, the per-unit cost of housing
relative to their incomes and the prices of other goods and services, their wealth
endowments, eic. However, “unaffordability” would be defined to exist only for those
households in the affordable sector that exceeded a certain critical ratio of house
payments to-income. These would be the households targeted for an IZ program. Housing
units provided under the IZ program would have to be sold or rented at a cost at or below
the critical ratio for lower-income households below the mcome threshold.

Direct Effects. The direct effects of such a program, according to the theory of the
competitive housing market, would be the following: Some additional “affordable” units
would be provided by those builders/developers constructing new (or substantially
rehabilitated) units under the IZ ordinance. These would have to satisfy the size/quality
requirements embodied in the IZ ordinance and would have to be made available to
qualifying households at “affordable” prices and rent. The IZ ordinance wouid normally
not directly affect transactions for existing housing units. This would be the primary
“direct” effect of the ordinance.

Indirect Effects. Other “indirect” effects would foilow. The requirement of
providing affordable units below-cost prices/rents would reduce developers’ profits
below competitive levels. This would have several effects in a competitive housing
market, First, to the extent that there are competitive sites in alternative ) urisdictions
nearby, developers would reduce or eliminate their housing activity in the jurisdiction
adopting IZ and shift their activity elsewhere. If the jurisdiction adopting IZ were a
central city, this would result in dispersal of new housing development, or “sprawl”

4 An example of a study that considers the economic workings of the urban housing market, recegnizing
the variety of deviations from perfectly competitive market conditions that can cceur, is George Sternlieb,
The Tenement Landlord, New Brunswick NJ: Rutgers University Press, Scpternber 1969
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The ncreased supply of standard housing on the periphery would tend to drive
down prices/rents there, and the reduced supply of standard housing in the IZ jurisdiction
would tend to increase prices there However, at first there would be little or no impact on
rents or prices of affordable housing in the IZ jurisdiction, since little or no new
affordable housing supply would have been produced without the ordinance.

Filtering. This condition would not last for long, however, as the housing stock
would also.tend to “filter” (i.e., shift to occupancy by higher- or lower- income
households) in both the IZ and peripheral jurisdictions. Lower prices for standard units in
the periphery would cause some downward filtering to some households at slightly lower
incomes. Higher prices for standard housing in the IZ jurisdiction would increass the
level of income required for affordability in that submarket. Because some demand by
displaced higher-income households in the IZ jurisdiction would “spiil over” to the
affordable housing stock their, prices/rents for the affordable housing stock would tend to
be bid up, thus reducing the affordability of the lower-end stock in the IZ jurisdiction.
The overall level of housing supply would be reduced from the unconstrained market

case without 17, and aggregate values would be lower, suggesting reduced market
efficiency.

In “Hotr” Markets. In the event that the housing market in the IZ jurisdiction is
“hot”, however, owing to high rates of growth combined with frictions for new
development, another scenario could unfold. Tempozary “supernormal” profits could be
enjoyed by developers. In such a case, the IZ requirements would result in “cross-
subsidization,” in which developers would use some of their supernormal profits to offset
the losses incurred by being required to produce affordable units Affordable units would
be built, along with standard units. The artificially increased supply of affordable housing
would tend to drive down prices/rents in that segment of the stock and cause downward
filtering in which increasingly lower-income households could afford the available units,
For this situation to occur, it is not sufficient, however, that developers be making
supernorral profits in the IZ jurisdiction, they must be also making higher levels of
profits than in the alternative surrounding jurisdictions without IZ

Covering Entire Metro Areas. Finally, consider a scenario in which the IZ
ordinance covers a large area surrounding which there are no competing housing
submarkets without IZ. In this market situation, there is “nowhere to hide” for housing
developers. If they remain in business, they must follow the 1Z ordinance for new
development It is adjustments in land prices which create long-term competitive retums
in the real estate market: if conditions change such that developers of housing are making
supernormal retuins, land prices will adjust upward such that these excess retumns are bid
away (i.e, developers will have to pay more for the land they acquire) Conversely, if
they are making subnormal retuins, land prices will drop, returning them to normal levels
of return. There would be windfall profits or losses experienced by those who hold the

Jand (including both vacant and built-upon parcels), but these would be transitory as the
market adjusts to its new equilibrium.
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Now, what would we expect to happen in this final case if'an IZ ordinance were
passed? First, some developers would in fact cease doing business. In particular those
whose short-term losses would be most severely impacted by IZ would tend to be those
who would disappear (or morph) — those who bear the brunt of the cost would be those
who tend to serve the high-end market and for whom the subsidy to provide affordable
units would tend to be the greatest, There would also be a reduction generally in housing
production because housing in general would be less profitable to pr oduce than, say,
commercial or retail development. To the extent that demand for housing remained
constant (at least in the short run), this would tend to cause there to be a tighter market.
These effects would be especially feit at the upper end of the market, which would tend
to have the net effect of bidding up prices and 1ents there. At the affordable end of the
market, the reduction in “natural” production would tend to be offset by increased supply
directly provided through mandated IZ umits, thus resulting in a lesser increase, or even a
slight decrease, in rents and prices.

There would also be secondary effects felt in the market created by filtering of the
housing stock Higher prices/ rents and tightness in the standard unit market would tend
to cause displaced higher-income households to bid away some of the affordable stock,
thus causing “filtering up” and a reduction in the availzble supply (hence an increase in
the prices/rents of affordable units) Overall, in this scenario there would be a reduction
in aggregate values, reflecting the economic inefficiency generated as the result of the IZ
requirements. Justification of the ordinance here would rest on grounds that the reduced
welfare created by value losses (and attendant tax revenue losses) is more than offset by
the social gain in providing an increased supply of affordable units.

“Leakage”. We should note that in the scenarios in which the market is
competitive and not “hot”, there is an expectation that an IZ ordinance would result in
some “displacement” in the production of affordable units that would have occuired
anyway. This is the classic case of “leakage” that economists are quite aware of with
1espect to the imposition of taxes or subsidies 3 This occurs because both because of
market inefficiencies generated though the costs of administering the program and
because previous producers of affordable housing would find prospective tenants/
purchasers drawn away to the IZ-produced units, hence weakening the prospects for
profitability of providing such additional units and reducing their supply. Since much of
the stock at the affordable end of the housing spectrum is produced through the filtering
mechanism and not through new production, this would tend primarily to have the effect
of reducing the rate of downward filtering into the affordable housing segment of the
market. In the extreme, “naturally” produced affordable housing would tend to be
displaced one-for-one by the 1Z program, resulting in no net increase in the affordable
stock.

Summary. The above scenarios tell us several things about the anticipated
outcome of the adoption of an IZ ordinance in a local community:

° For example, see Koesman, Shilling, and Vandell, “Did Historic Preservation Tax Credits increase the
Rate of Rehabilitation in the Boston Office Market,” working paper, University of Wisconsin-Madison,
2003
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The market response is a coraplex one; in addition to the direct effects of
the level of production of affordable units through the program, there are
myriad indirect secondary effects, both positive and negative, that
influence the outcome and potentially are quite large, thus swamping the
direct effects.

The nature of the market response depends upon conditions in the local
market. If the market is operating under normal growth and tightness and
the IZ crdinance is passed in a single jurisdiction with many alternative
housing options elsewhere, the response to IZ tends to be negative,
causing sprawl and not adding significant numbers of affordable housing
units. Only if the housing market is very tight and growing rapidly, or if
the IZ ordinance is metropolitan-area wide wonld there be any possibility
of developing net additional affordable units without having an adverse
effect on prices, 1ents, or availability throughout the market. However,
even here there would likely be adverse tansitional effects, and the net
effect could still be minimal, depending on a variety of other conditions

Among the other conditions that could affect the natwre of the market
response include the magnitude of new development relative to the size of
the overall market (alternatively, the magnitude of household growth
rates), the absolute and relative rates at which higher-income and lower-
income households change their demand for housing with increases and
decrease in price (price elasticity of demand), the responsiveness of
affordable and standard housing developers to changes in the price of
housing (price elasticity of supply), the effectiveness of land use and other
iegulatory restrictions on the supply of new housing, the availability of
sites with appropriate development approvals, the presence of natural
barriers to new housing development (e.g., mountains, lakes, oceanfiont,
wetlands, efc.}, factors that could cause a deviation from competitive
housing market conditions (e g., large dominant landlords, racial or
income discrimination, rent or price controls, arbitrary building permit
denials, etc.), NIMBY ism (1estrictions on newcomers from entering the
market), and restrictions on the entry of new developers/ landlords/
homeowners into the market.

It should be emphasized that under a/l of the above housing market
scenarios under roughly cormpetitive conditions, the market outcome after
the 1mposition of an IZ ordinance is one that is inefficient from the
standpoint of maximizing aggregate social utility and market values of real
estate (hence the tax base). To be considered destrable in an economic
sense, such a policy would have to provide higher intangible social utility
benefits to lower-income households now able to better afford standard
housing than they are willing to pay for with their available income and
savings. These benefits would also have to exceed the losses borne by the
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economy in the form of reduced vatues, growth, and tax base created by
the distortionary IZ market intervention policy.

We are left with the clear conclusion that in order to adequately evaluate the
desirability of a specific 1Z ordinance proposal, it is necessary to look both at the
specifics of the ordinance itself and at the specifics of the market. In that spirit, in the
next section of this study, we will attempt to look inside the characteristics of the IZ
ordinances that have been adopted in this country over the last 25 years as well as the
characteristics of those markets within which they have been adopted. We will then do
what we can o obtain information about the relative performance of these ordinances and
atternpt to draw some conclusions about the relationship of such performance to
ordinance and market characteristics. To the extent that these relationships aie consistent
with those predicted by the above economic analysis, we may conclude that these
markets are behaving in a competitive fashion Finally, we will look at the characteristics
of the proposed 1Z ordinances in Madison and, given our relationships from our broader
analysis, draw some conclusions about the likely effectiveness of such ordinances.
Development of the characteristics of an “optimal” affordable housing policy for
Madison follows.

V1. What Evidence Do We Have about the Impacts of Inclusionary Zoning?

The above discussion emphasizes the fact that we would expect there to be
additional direct and indirect results in a local housing market as the result of the
adoption of an IZ ordinance, beyond simply the production of additional “affordable™
housing units. Some may be negligible in magnitude, but others could be significant,
creating costs that could far outweigh the direct benefits of additional new affordable
housing constriction. In order to determine this, it 1s necessary to obtain empirical
evidence from the marketplace, specifically those jurisdictions that have adopted 12
ordinances.

What evidence exists to support or refute claims made by proponents and
opponents of IZ? Here generally, we can say that the studies undertaken to evaluate these
impacts are quite sparse, and even nonexistent if one requires a certain degree of rigor of
the analysis. Rather, the evidence presented to support claims tends to be largely
anecdotal and without appropriate controls to separate out the various factors. More
specifically, we cite the following:

« Large numbers of affordable housing units will be produced as the result
of IZ This appears to be untrue, based upon the information provided in
Table 1 The annual affordable housing productions under 17 ordinances
in the U.S must come from new development, which constitutes onty
about 2-3% of the total stock annually, Further, there is a ceiling to this

& This assumes that ail units reported are in IZ7-governed projects and are net addidons to the aifordzble
stock, which we shall see below, may not be true.
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new production, which, depending on the ordinance, may be 15% or so of
the total new stock produced, or 3% x .15 = 0.45% maximum. The actual
fraction, from Table 1, is only 3-7% of total new stock produced, implying
the affordable stock provision undes I1Z approximated onty 0.06 to 0.20%
of the total stock in place annually. This compares with existing housing
subsidy programs, admittedly small, which constitute currently about 4 2
percent of the existing housing stock and provide about 0.9 to 4.0 percent
of the new stock annually, depending upon the year. This represents 02 to

12% of the total stock in place annually, the same degree of magnitude as
IZ

Affordable housing production reported subsequent to IZ is due entirely to
the ordinance. This statement appears to be of questionable legitimacy for
two reasons. First, we have found that the number of reported affordable
units produced after the passage of the ordinance often includes all
affordable housing production and not only that in projects approved
under IZ or produced using IZ payment-in-lieu funds What is and is not
included in the affordable housing production mumbers varies from
jurisdiction to jurisdiction. Second, even if the reported number is due to
the IZ ordinance, the reported number represents the gross affordable
housing production and not the net additional affordable housing
production in the jurisdiction. The second number could diverge from the
first to the extent that the leakage effects cited above cause a substitution
effect whereby some affordable housing units that would otherwise have
been built in the private market or through subsidies elsewhere are
displaced to an IZ project. No analyses have been camried out to evaluate
this impact, but to the extent that subsidies are used in the provision of IZ
project units, it would be expected to be greater than zero unless the
subsidies are additional funds obtained by the jurisdiction.

The rate of production of new housing will not be affected by the adoption
of an IZ ovdinance. Implicit in this argument is the notion that developers
are either making “supernormal” profits, are not affected by profit
potential, or will experience land price declines in the long run that offset
thelr increased costs under IZ. With respect to the first assumption, the
evidence seems to point to the conclusion that most housing markets are at
least quasi-competitive in which developers (at least those that survive)
make competitive returns over the long run. That is not to say that during
certain “hot” periods in which there is unanticipated demand for housing
relative to supply, prices/rents and profits rise to “supernormal™ levels.
During these periods, which could be over a relatively extended period of
time, say 4 or 5 years, in markets that continue to be hot, with restrictions
on the supply side, such as those in California and the Northeast, an [Z
ordinance could result in the cross-subsidization case cited above in which
an IZ ordinance could result in a reduction in the profit margin and
continued housing production. However, this situation is not sustainable
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for the reason that eventually a demand-supply balance will be achieved
again and normal profits will return. Historically, this has occurred in
every housing market over time, even those that are typically considered
“hot”. This has to occur, for if supernormal profits were expected and
sustainable, additional capital would continue to flow into the market until
the balance is restored. The second argument, that they are not affected by
profit expectations, is one that is obviously flawed on the face ofit and
well aceepted by anyone who has dealt with the developer community.
Developers always undertake their profitability analysis, whether formally
or informally, to determine their expectations of return and allocate their
capital accordingly. With respect to the third possibility — land price
declines — this would depend critically whether the IZ ordinance dealt with
an entire large metropolitan area, where developers have little choice
(since they are often local) but to remain. However, even in this case, they
must make competitive refurns over the cycle (see point above), or they
will disappear. IZ ordinances dealing only with one municipality within a
larger metropolitan area would be expected to experience a high degree of
teakage to surrounding jurisdictions, since most developers do not confine
their activities to a single jurisdiction alone.

Developer incentives such as density bonuses are necessary to render 1z
feasible. To our knowledge, there has been no comprehensive analysis of
this claim made using experience nationally. However, anecdotal evidence
and the even the positions of most advocates for IZ (such as Ddavid Rusk)
recommend the provision of density bonuses and other incentives to
developers to offset the costs of affordable housing provision The
rationale for this in part has been legal, in that without mitigating “gifts”
for “grabs™ of development rights, the courts may intetpret an 12
ordinance as a “taking”. However, patt oo is due to the recognition that
during periods of normaloy in the market (i e, not during temporarily
“hot” market periods) any costs imposed upon a developer in development
and 1estrictions in return from sale or rental must come from somewhere
to permit normal returns, or the developer will take his capital elsewhere
We thus conclude that such incentives are necessary under normal
circumstances. Their use is best applied on a negotiated basis, in which the
community and developer agree as to which set of terms is most mutually
beneficial, yet still permits project feasibility.

The developer costs associated with provision of affordable housing are
simply offset by higher at-market unit rents and prices. No empirical
evidence has been presented either supporting or refuting this argument of
opponents of IZ. However, from a theoretical perspective as we have seen
above, the answer to this question depends on the nature and condition of
the local housing market. The extent to which increased developer costs
aze able to be passed on in the form of higher rents or prices depends in
the economist’s jargon, the short- and long-run elasticity of demand
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among at-market households. Few alternative options for housing in a
market signal a highly inelastic demand and an ability to pass costs on
FHowever, to the extent that other options exist, either in other jurisdictions
without IZ or in the existing stock in the IZ jurisdiction, little or none of
the cost can be passed on. -

IZ will serve low-income households. Again, there is no comprehensive
empirical analysis, but there is substantial evidence that this argument is
not true. Simply looking at the design of existing IZ ordinances reveals
that virtually none are designed for households below 50% of area median
income, and many others are set at 80-120% of area median income,
reaching into the middle-income population Furthermore, simulations of
economic performance under alternative IZ formulas reveals that one
typically cannot move down much beyond 50% (and not even to that level
for very high-cost jurisdictions) because it would cause the required
density bonus or other incentives to be outside of the range of feasibility.

IZ will serve working-class households and government employees. No
comprehensive survey exists as to the occupational profile of those housed
in IZ affordable housing units, but mixed anecdotal evidence exists. On
the one hand, the income limits suggest that the served population would
represent lower-middle income to middle-income households, which
normally includes government and service workers. However, this
depends upon the jurisdiction and design of the program. In some cases,
with heavy unionization among public and private employees and a
prevailing “living wage”, combined with moderate incomes in the region,
such households could be beyond the income limits to qualify In other
jurisdictions with very high area median incomes and service workers
relatively low paid, they could be below the income limits

IZ units will go to those households who need them the most We have
already seen above that IZ is not really a program for very low-income
households, who would be most likely to have the greatest need relative to
their current housing condition, but what about those who qualify for
affordable housing produced under 1Z? Since the supply is very low
relative to the need (as we have seen above) and since the housing
produced is provided at below cost, we would expect there to be excess
demand for IZ housing units relative to the supply. Indeed, in many
jurisdictions, Jotteries or other means are used to allocate [Z-produced
housing. This is therefore a classical rationing problem; its correlation
with household “need”, however defined, is dependent upon the nature of
the rationing procedure adopted. In the jargon of public finance, this is a
case of “horizontal inequity” which bedevils any subsidized program that
provides inadequate supply relative to the demand at the reduced cost
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17 will serve as an instrument to encourage higher-density compact
development and discourage sprawl. Again, there is little comprehensive
empirical analysis of existing programs, but theory and anecdotal evidence
suggest that this would not be expected to hold true except in
circumstances that may be independent of the IZ ordinance per se. 12
pertains to new development, not the existing stock, and the vast bulk of
new development occurs at the fringe of urban areas, not as mnfill. The
density of this new IZ development could be “compact”, but that could
exist only with viable density bonuses and other planning decisions that
may be independent of IZ. On the other hand, to the extent that I7 has
been adopied only in a centzal city jurisdiction, the incentive for
developers to flee to the suburbs would effectively increase the
decentralization of development, hence sprawl. The ultimate outcome is
dependent upon the nature of the local market and the incentives preseated
in the JZ ordinance.

IZ will serve to integrate communities by income and race. By design, an
17 ordinance requires housing to be occupied by houscholds of an income
below what would be the case without the ordinance in place. Thus, on the
face of it, IZ resulis in greater income integration, especially at the level of
the neighborhood or block. As we have seen, however, the pace of this is
very slow and has no impact on the vast bulk of the existing urban area
already built up With respect to racial integration, there is absolutely no
evidence that has been provided about the racial composition of1Z
affordable housing occupants. So far as we know, 1acial quotas have not
been a part of the rationing process associated with IZ allocation. We
would expect there to be a somewhat higher degree of representation of
minorities in IZ housing because they tend to make up a greater proportion
of the lower-middle to middie-class markei that IZ serves than the upper
middle or upper income market of the jurisdictions themselves, However,
this representation would not be expected to be as high as if IZ served
very-low income households.

IZ will permit families to participate in the “American Dream” of
homeownership. The question here is the extent to which homeownership
can be achieved for those houssholds otherwise unable to afford it. Again,
on the face of it, the IZ formula fosters homeownership because it allows
selected households to qualify for a home mortgage based upon a below-
market price for unit they would not be able to qualify for otherwise
However, simply counting the number of homeowning households under
17 is insufficient to answer this question for several reasons. First, the
nouscholds could have qualified for a less expensive at-market home in
the 17, jurisdiction or elsewhere and most likely from within the existing
stock (where most moderate-income households find their units) Unless
fhere is a significant shortage of such less-sxpensive homes relative to the
households qualified to purchase them, these households should be netted
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out against the total. Second, restrictions on equity accurnulation could
reduce one very important component of homeownership, the opportunity
to accumulate housing wealth. Thus, some households will avoid the IZ
program because there is a greater return from at-market units. Again, it is
the net and not the gross number that is 1elevant, and there has been no
definitive study evalnating this.

IZ will serve to enhance the school performance of children from lower-
income families. This argument has perhaps been put forward most
forcefully by David Rusk in Inside Game: Outside Game. It deals with an
issue that is broader than 17, namely the social benefits that can accrue to
lower-income children from living or going to school in a higher-income
environment. The literature in this area is voluminous, ranging from
studies of the Gauntreaux experiment in Chicago, to developmental studies
of neighborhood effects on children, but I will not go into it here I will
comment however on why we would expect such benefits, to the extent
they exist, to be 1ather limited under IZ. First, much of the social science
literature has concentrated on the school environment and not untangled it
sufficiently from the neighborhood environment. To the extent that
benefits accrue to children living in higher-income neighberhoods, it is not
clear that many of these benefits come from the school environment, in
which case they would accrue from busing or paired schools as well as
actual relocation. Second is simply the fact, as pointed out above, that the
actual level of participation in I7 is actually quite low as a proportion of
eligible households; moreover, those households that do participate are
overwhelmingly from working- or middle-class families, not the urban
poor. The empirical evidence that IZ is a major generator of positive social
consequences assoclated with the neighborhood per se is wholly absent,

IZ will veduce housing costs This argument is the flip side of the
argument above by opponents of 1Z that house prices are raised The
rationale here is that an increased supply of affordable units through I7
will tend to reduce prices and rents for affordable units throughout the
market, thus aiding all eligible households. Again, there is no definitive
empirical analysis of this question. We do have some theoretical
expectations, however. The extent to which prices for affordable units in
the market to drop would again be due to the elasticity of demand by
cligible households. Only in markets in which they have few options
would price drops occur, and housing advocates would not want such
markets to exist for a varicty of reasons. This argument also ignores the
indirect effects of upward filtering, in which higher-income households,
forced to pay more for their units due to 17 would create higher demand
elsewhere in the city, driving up prices and competing against the
previously affordable unit stock. One may also note that even if prices
went up faster in IZ communities, incomes could have gone up even more,
thus making housing actually more affordable. Empirical analysis of these
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issues requires us to compare tent, price, and affordability trends for IZ
communities against those for those without IZ, controlling for all other
relevant factors, which is an exercise that has not been carried out. We do
provide in the next section of this report, however, a case study of thres 12
jurisdictions that been designated as comparables to Madison’s trends in
this regard.

o 7 will cause a reduction in at-market new housing values because of
reduced demand by households to buy or vent near affordable housing.
There is a large literature on this question which seeks to estimate any
“negative gradient” in property values with proximity to any “negative
amenities”. The literature evaluating “low-income housing” generally has
found significant negative gradients only for the most extreme cases of a
very low-income high density public housing project with problems
associated with drugs and gang activity in the midst of a middle-income
neighborhood. For most other cases of moderate-income “affordable”
housing or “mixed-income” housing without a high concentration of
visible poverty conditions, there is generally agreement that theie are not
significant adverse effects on nearby property values. Since these are the
conditions that typically characterize 1Z developments (i.e , not highly
concentrated, not including very low income households), we would
conctude that this argament by opponents of IZ is not valid.

o IZwill “distill” central city low-income neighborhoods of their upwardiy-
mobile population, thus adversely affecting the remaining residents. This
again is an argument that 1elates to a policy issue that is broader than 17,
Central city “development” vs. “dispersal” as competing stiategies for
community development and upward mobility of the poor have been
broadly evaluated, and there is no consensus that one clearly dominates
over the other. David Rusk’s position clearly favors that of “dispersal”.
However, given what we have concluded above conceming the likely low
incidence of truly low-income households in IZ projects, we would
speculate that most eligible residents for the affordable housing will not
come from inner-city poverty areas but from older moderate- to middle-
income neighberhoods surrounding the urban core. Thus, there is only
minimal likelihood of IZ validating this prediction, and even if it did, there
would be different interpretations of its consequences.

o Mandatory 17 ordinances are far more effective than voluntary ones in
encouraging affordable housing production Again, there has been no
comprehensive effort at investigating this claim comprehensively Only
anccdotal information is available and that is conflicting On the one side,
advocates such as the Non-Profit Housing Association of Northern
California (2003) argue that the few jurisdictions that have voluntary
ordinances in California have been displeased with them because of their
lack of effectiveness. Howsver, there are others (Enterprise Foundation
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{2003)} who argue that voluntary programs are mote common and have
produced much more affordable housing than local mandatory
requirements. Positive experience with voluntary programs in such
communities as Austin TX, Irvine CA, and Chicago, IL also suggests that
the condition of being voluntary alone is not sufficient to reduce the
etfectiveness of IZ. Observational evidence suggests that “negotiated”
programs that are ilexible to local conditions and housing needs could
work most effectively, but again there has been little empirical evidence

- provided to support this. '

» IZ merely shifis the costs of providing affordable housing from the
government (and the taxpayers) to developers and at-market new home
owners and renters. Again, sadly, we must report that there has been
virtually no comprehensive analysis of this question from a long-term
market equilibrium standpoint. Only simple simulations have been run that
look only at direct effects, assuming that the developer bears the full brunt
of the costs and must be compensated by density bonuses ot ignoring his
profit consiraint altogether. A few recognize that in equilibrium the futl
costs would not be able to be passed on in the long run (see above
discussion about prices), but virtually none recognize the impact this
modification of market conditions can have on filtering of both the at-
market and the affordable stock. We repeat our statement above that the
ultimate effects depend upon the nature of the IZ ordinance and conditions
in Jocal markets. We can safely say, however, that under most conditions
neither the developers nor the new at-market purchasers or 1enters would
be expected to bear the full brunt of the costs. These tend to be spread
throughout the housing market in the entire metropolitan area.

V1.  Madison’s Proposed Ordinances vs. the Ordinances of Other Jurisdictions

We now have a sense of the array of different 17 ordinances that exist across the
US and have surveyed the evidence of past and expected future performance of IZ from
available theoretical and empirical information. In this section, we shall focus more
specifically on where the proposed IZ ordinances in Madison fall in the specirum of
characteristics and expected performance.

Table 2 summarizes the characteristics of Madison’s two proposed 1Z ordinances
by Mayor Cieslewicz (current as of November 17) and by Smart Growth Madison. Also
shown for comparison are summaries of the ordinances of several communities often said
to be Comparables” to Madison’s situation: Boulder CO, Burlington VT, Denver CO, and
Montgomery County MD. We also include selected demographic characteristics of
Madison and the other communities and affordable housing production rates, where
known, for the comparable communities
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Covered Developments The Mayor’s proposal for covered developments is quite
restrictive, with a proposed trigger of 10 or more units. Smart Growth Madison’s trigger
is 30 units (without counting all units built by a single developer), which is toward the
npper end of the distribution for all IZ ordinances but comparable to Denver’s (30) and
Montgomery County’s (35) Boulder is at the low end, essentially involving ll
development, while Burlington’s is comparable to the Mayor’s proposal

Reguired Affordable Housing Commitment. The Mayor’s plan would require a
minimum of 15% affordable units in a project. This is about at the mean for all IZ
jurisdictions. Smart Growth Madison proposes 10%, which is the modal value for all IZ
jurisdictions. These compare to figures of 10% in Denver, 12.5-15% m Montgomery
County, 20% in Boulder (for projects of 5 or more units), and 15 or 5% in Burlington,
depending upon whether occupant households are at 80% area median income (AMI) or
81-99% AMI.

Affordability Criteria for Owner Housing Under the Mayor’s proposal, 25% of
ihe affordable owned units would have to be made available to households at 60% AMI,
with 75% for those at 70% AMIL Smart Growth Madison proposes 80% of median
‘ncome for detached units and 70% for attached units, with nonprofit rental or ownership
deemed an eligible household. These compare to the higher limit of 90% AMI (including
asset limits) in Boulder, 80% in Denver and Montgomery County, and 75% In

Burlington. Clearly, the Mayor’s proposal is toward the low end of the comparables for
owned housing,

Aﬁ’ordabi‘lz’tj) Criteria for Rental Housing The Mayor proposes that 25% of
affordable units be made available to households at 40% AM], with 75% to households at
50% AMI. Again, these are quite low relative to the comparables (80% of AMI in
Boulder and Montgomery County, 65% in Burlington, and voluntary compliance in
Denver). SGM proposes a 60% AMI limit for rental housing.

Controlled Affordability Period. Here there exists considerable divergence
between proposals and existing ordinances. The Mayor seeks a 99-year (essentially
permanent) restriction, while Smart Growth Madison proposes 10 years for owned units
and 15 for rental. SGM also proposes that the City facilitate marketing through a pre-
qualification and referral program. 1f a unit is not sold or rented within a specific time
period fo an eligible household, then it could be sold or rented to higher-income
households. These compare to permanent controls in Boulder and 99 years in Burlington,
but only 10 years for owned units and 20 years for rented units in Montgomery County
(comparable to Smart Growth Madison’s proposal).

_ Equity Repayment or Recapture Terms. The Mayor’s proposal requests that sale
of owned units be limited to a sales price affordable to an income-eligible household,
plus 2 3% sales cost. Fifty percent of substantial rehabilitation costs could be recaptured.
The City would retain an option to buy an owned or rental unit upon first sale or at the
end of the affordability period. In the event that a unit could not be rented within 90 days
or sold within 120 days, it could be marketed to a household at a 10% higher AMI limit,
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with this increasing by 10% for every 90- or 120-day period subsequent. Smart Growth
Madison wants 2 sliding scale, which ranges from 0 to 50% of the equity from
appreciation, depending upon the holding period. In Boulder, the resale price cannot
exceed the purchase price, plus transaction costs and capital improvements, plus the
owner’s share of appreciation (relative to her original share of purchase price)

Burlington is comparable to the Mayor’s proposal at a permitted 25% of the appxecmted
value.

Off-site Alternatives or Payments-in-Lieu The Mayor’s proposal permits off-site
development if a project with affordable units is otherwise infeasible, but requires this to
be at 125% the on-site requirement and requires location within the same census tract. It
does not allow for cash buy-outs. Smart Growth Madison proposes that the City may
determine that a proposed project be exciuded from IZ requirements if it is deemed
infeasible to include affordable units. These compare with Boulder’s requirement that at
least half the units be on site (unless otherwise determined by the City Manager) and cash
in lieu be permitted according to a formula of $55 x 20% of total floor area ($44,000 for a
4000 sq. ft. unit). Burlington’s requirement is comparable to the Mayor’s propesal, while
Denver permits cash in lieu of 50% of the sales price of a standard affordable unit it
appears from this that Boulder and Denver have some fairly inexpensive buy-outs for

developers, relative to those proposed by the Mayor, whereas Burlington’s are
comparably rigorous.

Appearance and Dispersion of Affordable Units. The Mayor’s proposal requires
the exterior appearance of affordable units to be similar to at-market units, although they
may be smaller, according to & schedule ranging from a minimum of 400 square feet for
an efficiency unit to 1300 square feet for a five-bedroom apartment or condominium, and
950 square feet for a detached unit or duplex. Interior finish-out could also be less
expensive. They must be scattered throughout the development and reflect the mix of at-
market units. Smart Growth Madison requests also that they have the same appearance of
at-market units and be dispersed throughout the development, the mix is left unspecified
Minimum unit sizes are specified by type of unit In comparison, only Boulder has
explicit appearance and dispersion requirements among all the comparables. For detached
units, affordable units must be 48% of the floor area of at-market units, whereas attached
units must be 80%, with a maximum of 1200 sq. ft. Units must be allocated by tenure
type and attached/detached status according to the at-market units, The Mayor’s proposal

appears to be at the more restrictive end of the spectrum, especially as pertains to
minimum size requirements.

Developer Incentives. The Mayor’s proposal permits up to a 30% density bonus
using R-1 zomng for a base and a possibly higher density bonus for multifamily
structures of greater than four stories or with underground parking garages, whereas
Smart Growth Madison requests 30% based upon adopted neighborhood plan permits or
current zoning. Burlington’s density bonus is between 11 and 25%, and Montgomery
County’s is up to 22%. Thus, there is a slightly greater density incentive in both Madison
proposals. The Mayor’s proposal expedites the approval process through a staff vetting
process and a concurrent rteview. Smart Growth Madison is more aggressive, 1equiring a
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“streamlined” process with flow charts and check lists and automatic eligibility 1fno
decision by Planning in 30 days. Of the comparable ordinances, only Denver has an
expedited process of 180 days Design and set-back considerations are proposed to be
flexible in both the Mayor’s and SGM’s plan. Only Burlington provides any flexibility
here, namely administrative relief. With respect o sewers, streets, and other
infrastructare; the Mayor’s plan indicates that other incentives relating to flexibility in
financing “may” be available. SGM asks for possible reduced or waived fees. Of the
comparables, onty Montgomery County provides any incentive, namely waiver of some
water/sewer development charges and impact fees. Both the Mayor’s proposal and
SGM’s proposal request flexibility also in the form of parking requirements and parkland
consideration, Tn each case, these “may” be available. Only Denver, among the
comparzbles, provides any flexibility in these areas, giving up to 20% reduction in
parking requirements. Finally, with respect to additional financial incentives, the Mayor’s
proposal would limit Madison’s Housing Trust Fund to non-profits in an effort to
facilitate a longer period of affordability and encourage the use of for-profits as builders,
not developers. SGM proposes that the city provide from a special revenue fund to all
developers an amount to fill the gap between the full market value and the value under
the affordability constraint. Among the comparables, only Denver provides additional
Francial incentive in the form of a $5000 rebate for each 80% AMI unit, capped at 50%
of development units, or $10,000 per unit for each 60% AMI unit.

In summary, the two Madison proposals and the four comparable 1Z jurisdictions
diverge more in some dimensions of the proposed ordinances than in others. In general,
the Mayor’s plan is more restrictive with respect to its treatment of private developers
and its encouragement of nonprofits than the SGM proposal. The two dimensions in
which the Mayor’s proposal diverges most notably from the standards embodied the
SGM proposals is in

) Lower income eligibility standards, at 60-70% AMI for owned units and 40-50%
AMI for rented units vs. 70-90% AMI for owned units and 60-80% AMI for
rental units in the SGM plan and among the comparables

(2)  Much longer period of required affordability of 99 years (comparable to Boulder
and Burlington), vs. 10-15 years for the SGM proposal and 10-20 years in
Montgomery County.

There is somewhat greater congruence, however, among the proposals and
comparable ordinances in several dimensions, including percentage affordable set-asides
and developer incentives, especially in the azeas of flexibility in fees and other costs. It
shall be the purpose of the next section to draw conclusions with respect to the
performance of the Mayor’s proposal based upon these differences, the character of the
Madison market, and what theory or previous research has told us about expected [Z
performance.
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VII. The Prognosis for Inclusionary Zoning in Madisen

In order to make some judgment about the expected performance of IZ in
Madison, we will undertake two exercises: In the first, we will examine the
characteristics of the Madison housing market in comparison with other comparable
jurisdictions with IZ ordinances in place during the decade of the 1990°s. In the second,
we will evaluate the feasibility of different types of residential projects under unrestricted
and IZ-restricted conditions, using the Mayor’s current (as of November 17, 2003)
proposed ordinance.

1. Housing Market Performance in the 1990"s in Madison vs, Comparable I17-
Jurisdictions.

Table 3 provides some selected data from the 1990 and 2000 Census of Housing
for the City of Madison and three of the four comparable IZ jurisdictions above —
Boulder CO, Burlington VT, and Montgomery County MD . We exclude Denver because
its IZ ordinance was only adopted in 2002; thus its impact would not be felt during ithe
decade of the 1990°s. We can make the following observations about Madison’s market
relative to those of the IZ jwisdictions:

Growth in the Housing Stock. Fist, it 1s clear that none of the jurisdictions is
especially fast growing, since the rates of growth in the housing stock are about average
for the U.S. as a whole In Burlington, it is actually substantially below the average.
Constraints in growth could occur because of slow growth on the urban fringe, boundary
constraints, little net in-fill development, or a combination of some or all of these.
Madison actually has the highest ate of growth of all, at 15 4%, which is still only a little
higher than average for the country as a whole (13 3%) We are especially surprised at
the low rate of growth of Montgomery County (13.2%), since it is a subwban county of
Washington, D.C. that would be expected to be prime for higher suburban development
rates. In fact housing units in the Washington, D C. area overall increased 24.8% during
the 1990’s. At the beginning of the decade, Montgomery County made up 19.0% of the
total housing umits in the Washington, D C. metropolitan area, but by 2000 this had
dropped to 17.2%. Since there is plenty of vacant developable land vet in the County, it is
not because the county is built out and constrained by its boundaries. We are left with the
conclusion that residential development was directed away from the County for some
other reason during the 1990’s.

The city of Boulder is largely unbounded on its municipal border by other
communities, thus there is plenty of developabie land which could accommodate
expansion and annexation Yet its housing unit growth during the 1990°s was only 12 5%
relative to the Boulder-Longmont metropolitan area which grew 26.7%. At the beginning
of the decade, Boulder contained 38.3% of the total housing units in the metropolitan
area; by the end of the decade, this had dropped to 34.0%.

The story is the same in Burlington, VT. The city grew only 5.9% dwing the
1990’s, while the metropolitan area grew 31.5%, in spite of the fact that the city was not
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temmed in by deveioped surrounding communities The city’s share of housing in the
metropolitan area dropped from 29.4% in 1990 to 23.7% in 2000

We may compare the experience of these IZ jurisdictions with that of Madison —
without IZ — during the 1990’s. The imbalance between Madison’s growth and that of the
metropolitan area — 15.4% vs. 22 0% -- is significantly less than that of the other
jurisdictions. Madison’s share of total metropolitan housing development only dropped
from 54.1% to 51.1% during the 1990’s.

There is no doubt that these comparisons represent small samples and that growth
imbalances could be caused by a variety of factors as outlined above. But given that the
imbalances do not appear to be largely due to already built-up areas and boundary
constraints, it suggests that either demand is relatively lower in the IZ jurisdictions or
supply of new housing is relatively restricted by something other than lack of land
availability. At the very least, it provides evidence consistent with the argument that the
presence of IZ in a community does not reduce spraw}; indeed it may serve to exacerbate
it.

Growth in Incomes: Median household incomes in the U.S. grew by 39.7% during
the 1990’s, from $30,056 to $41,994. We expect that typical urban growth patterns would
result in higher percentage increases in the suburbs than in the central cities as filtering
occurs 17 in a suburban jurisdiction would be expected to ameliorate this imbalance, as a
greater number of affordable units are provided. However, the result would be unclear if
the IZ were introduced into a central city jurisdiction, since it would depend where the
households occupying the new affordable units came from. At the very least, however,
we would not expect a higher increase in income in the central city; it should either be the
same or lower.

What do the results in Table 3 suggest? The results in Madison are as expected for
a non-1Z jurisdiction, and Boulder’s are ambiguous; both display higher rates of mcrease
in the suburbs. However, Burlington, where the IZ jurisdiction is the central city, is
anomalous; the increase is higher in the city, suggesting a greater relative representation
of lower-income households in the suburbs over the decade. This is also true of
Montgomery County, where the IZ jurisdiction is a suburban area. The difference is quite
significant; incomes in Montgomery County grew by 43.4% during the 1990’s, whereas
they only grew by 32.7% in the Washington D .C metropolitan area. These results
suggest that IZ actually may have worked to increase not decrease relative representation
of higher-income households in the jurisdiction.

Value and Rent Levels and Changes. Under 1Z, the intent would be that the
jurisdiction would experience a mederation of house price and rent increases over time
relative to the rest of the metropolitan area without IZ. This would reflect both a change
in the mix of units provided, with a greater proportion of affordable units built in the IZ
jurisdiction, as well as a moderation of price and rent increases due to increased supply 1n
general,
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From Table 3, however, we see that in for two of the three of the comparable IZ
jurisdictions, this does not occur. In both Burlington and Montgomery County, Rents and
prices 1ncrease more during the 1990°s in the IZ jurisdictions than in the rest of the
metropolitan area. Boulder has mixed results. Median house values in the city of Boulder
increased more than in the metropolitan area, but rents rose at a lower rate. This does not
seem to have to do primarily with relative increases in 1ental and owner occupied housing
in Boulder during the 1990’s, since the renter-occupied housing stock in Boulder city
rose only 7.5%, while the owner-occupied stock rose 13.6%. In the metro area as a
whole, the renter-occupied stock increased 18.4% vs. 39.3% for owner-occupied housing.
It could have to do with more expensive for-sale units being built in Boulder during the
1990°s relative to that for rental units; the extent to which this result is diiven by changes
in the unit mix vs. changes in the supply and demand for units awaits further analysis.

In contrast, we observe in Table 3 that Madison, without IZ during the decade of
the 1990’s, behaves exactly as we would expect an IZ jurisdiction to behave, with lower
rates of increase in median rents and prices in the city relative to the metropolitan area

The evidence from this analysis thus does not support the claims of IZ proponents
that IZ will moderate prices and rents in a community. However, to get at this question
more explicitly, we need to look at better measures of housing affordability, since
increases in house prices and rents could hide increased affordability if household
incomes rise more rapidly than rents and prices. We undertake this exercise next.

Housing Affordability Levels and Changes. Finally, we shall consider the relative
performance of Madison vs. the three comparable 17 jurisdictions in terms of housing
affordability as proxied by the proportion of households spending more than 30% of their
income on housing costs, IZ proponents would argue that affordability would increase,
especially relative to other nearby jurisdictions without IZ As we can see from Table 3,
howevet, clear evidence for this is lacking.

In the U.S. as a whole during the decade for the 1990s, rental housing
affordability actually increased somewhat, with only 36.8% of households paying more
than 30% of their income in gross rent in 2000 as compared to 38.6% in 1990. This
pattern tends to hold in both the Washington, D C. metro area as well as Montgomery
County, with declines in affordability over the decade evident in both cases. Montgomery
County, however, although higher in median household income than the metro area,
remained more “unaffordable” (i.e., with a higher proportion of households paying more

than 30% of their income) over the decade Evidence of the impact of IZ in reducing
rents 1s lacking.

In Burlington, there is evidence that could be considered supportive of the
expectations of IZ proponents. Rental affordability drops slighily in the metropolitan area
as a whole during the 1990’s, bucking the national trend, whereas it increases in the city
of Burkington. Since this increase is consistent with the national trend, it is unclear as to
what is going on. 12 could have offset pressures for rent increases that occurred in the
general area or the suburbs experienced differentially greater rent pressures. The result
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could also be due to a different mix of rental housing production, with a greater
proportion of affordable rental housing produced in the suburbs, thus being occupied by
lower-income households with a higher payment-to-income ratic This question awaits
further analysis.

Tn Boulder, however, not only is rental housing more expensive in the city than in
the suburbs, its unaffordability increases slightly over the decade in both areas. This is
0ot consistent with the notion that IZ should increase affordability. In contrast, both the
city of Madison and its metro area increased in rental affordability during the 19907s,
consistent with the national trend

We should note that the rent and rental affordability figures for Madison,
Burlington, and Boulder are all influenced by the fact that a large proportion of the rental
population is represented by students at the universities in these cities, which accounts for
the fact that rental affordability seems quite low. For example, there are about 41 ,000
students at the University of Wisconsin-Madison, and only 6700 of these live in on-
campus housing, leaving 34,300 living oif-campus, gither in owned or rented private
housing, If we assume 90% of these live in Madison in private rental housing and
conservatively estimate that students on average live three occupants to a unit, this would
imply that 10,290 units of Madison’s 46,335 rental units, or 22%, are occupied by
students ' Realistically assuming that virtually all of these studentis are paying more than
30% of their inceme in rent would reduce Madison’s 2000 percent of households paying
mote than 30% of their income in gross rent from 43.5% to 29 4%. Unfortunately,
advocates for an IZ ordinance in Madison have not taken the student population into
account when citing rental affordability figures. This adjustment suggests that Madison’s
rental affordability may in fact be higher than that for the nation as a whole.®

With respect to ownership affordability, the national data suggests that ownership
became less affordable over the decade, as house prices increased more rapidly than
incomes. Those households paying more than 30% of their income in housing costs
increased from 194 to 21.8%. This pattern is reflected in Madison and all the comparable
17 communities, as well as their respective metropolitan areas, with the exception of one
anomaly: A lower proportion of home-owning households in the Washington, D.C.
metropolitan area suffered a high payment-to-income atio in 2000 than in 1990 (22.2%
vs 23.0%) owing to a strikingly low rate of appreciation of D.C area housing during the
decade. However, this was not true in Montgomery County, which saw an increase in this
percentage from 214 to 21 8%. This appareatly was not due to a higher proportion of
lower-income home owne:s moving into the county, since the increase in median
household income in the courity (43.4%) was substantially higher than the increase n the
metro arez (32.7%) during the decade. This belies the claims of IZ advocates that home

7 Thig was confirmed by discussions with 1eal estate people, who estimated roughly between a quarter and
a third of Madison’s rental units are student-occupied.

% This is also true for Burlington and Boulder, of course, and suggests that these affordability measures
should be adjusted also We note that if the student populations were appr oximately proportional fo the
population, however, in 1990 and 2000, the telative change of these affordability measures between 1990
and 2000 should not be significantly affected
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ownership was made more affordable in Montgomery County as the result of the
ordinance.

2 Feasibility of Alternative Residential Development Types under the Mayor’s
Proposed IZ Ordinance in Madison

Our intent in this second exercise is to evaluate the extent to which different types
of proposed residential developments would be affected by the requirements of an IZ
ordinance in Madison We ask first what sort of development program a developer of 2
site would propose under a non-restricted “highest and best use” scenario. In other words,
given her required margin and the set of costs and other conditions in the marketplace,
how many units would be proposed at what cost? We then impose the required
development criteria and sales price or rent level requirements set by the I1Z ordinance
and ask whether feasibility is maintained, and if it is not, what is the financial “gap”
necessary to be filled to render it feasible.

An intuitive discussion of this exercise is useful for understanding before we
present the results. Under the unrestricted case, it is assumed there would be no
affordable umits produced Under the IZ case, we assume the same unii size for the at-
market units, as in the unrestricted case, and set the affordable unit size at the required
minimum (relative to the at-market units) under the ordinance (initially 85%). We
increase the density to the limit of the bonus permitted by the ordinance (30%) We
impose the required minimum percent of affordable units in the mix (15%). We assume
area median income levels current in Madison and the Mayor’s current requirements as to
required income-eligibility standards for affordable units as a percent of area median
income. In both the unrestricted and IZ-restricted cases, we assume parameter values for
unit sizes, building efficiency, infrastructure costs, construction costs, soft costs, land
costs, and required margin to be typical for developers in the Madison market today. The
output under the unrestricted “at-market” case is a given number of at-market units to be
sold at a given price, yielding the requited margin (“return on total cost™) to the
developer. The output under the IZ-restricted case is the new (higher) number of units to
be sold at their market value (for at-market units) or their restricted price (for affordable
units). The financial “gap” represents the dollar difference between the total sales price
and the required total sales price if the developer met her required margin. We also
calculate the total developer return as the peicentage gain in net revenues from sale less
costs.

We should note that the analysis recognizes the different treatment of land costs
for “multifamily” vs. “single-family detached” developments. In the case of multifamily,
the land use used purely for location of the project, and increasing intensity of land use
does not influence the market value of the unit, so long as its size and other amenities are
the same. Thus, a high-1ise structure, in which each unit consumes less in the way of land
value, would sell for the same per unit as a unit in a low-zise development (in fact, it
could even sell for more, to the extent that view is valued) Thus, the “gain” from
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economizing on land costs in the higher-density develogment, could offset a part of the
loss by restricted affordable-unit sales prices (or rents).

In the case of single-family detached development, however, the volume of land
consumed is indeed valued by a household, and a reduction in one’s yard reduces the
amount one would be willing to pay for a unit, even if it were the same size and type as a
unit on 2 larger lot. Thus, moving to more intensive development density does not
provide the “gain” from the same sales price with less land consumption. Instead, there 1s
2 reduction in sales price owing to the smaller yard.

We report upon the results of our feasibility analysis for two cases: that of a high-
end, high-tise condominiuvm development on expensive land in downtown and that of a
lower-density mid-range single-family development on cheaper land on the suburban
fringe. The results are shown in Tables 4 and 5.

As Table 4 indicates, the condo development is infeasible under the assumed set
of conditions. The financial gap faced by the developer would face would be $511,000,
which would have to be filied by different means than the 10% density bonus. There is a
possibility the density bonus could be increased above 30% in the Mayor’s most recent
plan, but there is also an increased expectation at significantly higher densities that the
developer would be “overbuilding” the market and not be able to achieve the required
sales price of his at-market units to achieve feasibility. We also doubt that the minimum
affordable unit size under the Mayor’s new proposal of 650 sq. ft. for 2-bedroom units
and 850 sq ft. for 3-bedroom units (we have assumed 750 sq. ft, average, 1.8, 50% each
of 2- and 3-bedroom units, in our simulation) would be feasible, and if they have to be
purchased by “at-market” households, we doubt they could bring their required price
point Thus, we have been gquite optimistic in this base scenario, relative to how we would
actually expect the market to respond. One can test the sensitivity of the results by
manipulating any of the parameters in the feasibility model, but the result for any
ceasonable set of circumstances is that the Mayor’s current plan would be difficult to
render feasible in the case of 2 high-end downtown condo development.

The results for a low-density mid-range suburban single-family development
ander the set of conditions required by the Mayor’s latest plan are shown in Table 5.
They indicate that feasibility could be achieved under the given set of conditions.
However, again we do not believe a 950 sq ft. single-family dwelling would really be
feasible for sale, especially if it has to be sold to an at-market household to reach the
required price point. We have also been especially conservative in our assumptions about
construction costs for the affordable units, as in very low size ranges, such as those
necessary under the Mayor’s plan, the per square foot construction costs tend to increase

® In a true highest-and-best use framework, however, land prices would adjust upward for higher-intensity
uses that were justified by the market. If the unrestricted density were in fact the highest and best use
density, increasing density would actually lower land prices in the long run because the units could not
bring the same sales price, In our analysis, we have assumed the land has already been bought at a given
price, or equivalently that the band of highest and best use density is wide enough that it makes no
significant difference in land prices within the ranges considered
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significantly because a higher proporticn of the unit is made up of expensive kitchen and
bathroom space. We also point out that in long-term equilibrium land values would tend
to decline in any development inconsistent with 2 highest and best use development
program. Since we have assumed no impact on land values under the IZ development

scenario, this has not been taken into account and we have therefore tended to bverstate
developer profit.

The final conclusion for the impact of the Mayor’s plan under a mid-level
suburban single-family development scenario is that feasibility may be easier to achieve
than in the high-rise downtown condo case, but it is still questionable as to whether the
Mayor’s pernutted size ranges for affordable units are realistic. The bottom line is that
under any required development scenario that deviaies from that which the market would

dictate under a highest and best use equilibrium, there must exist a financial gap that has
to be filled by some means.

3 The Expected Performance of IZ in Madison

The above exercises allow us now to draw the following general conclusions with

respect to the expected results of imposition of the proposed IZ ordinance in the city of
Madison:

o Future residential development will be relatively greater in the suburban
jurisdictions of the county than it would be without IZ

» A relatively low proportion of the total housing stock in Madison will be
represented by “affordable” units built under 1Z.

s A relatively low-proportion of the “affordable” housing stock built under IZ will
be occupied by truly low-income families.

¢ House prices and rents, for both new and existing housing, will be higherin
Madison then they would be without I1Z.

s Median household income levels in Madison will be the same or higher than they
would be without 1Z '

s The rate of high-end condo development in downtown will be particulazly
adversely affecied

¢ The rate of middle-income single-family suburban development will be less
impacted but will still be lower than without 1Z.

Many of these results, of course, are counterintuitive and contrary to the intent of

proponents of 1Z, but they are consistent both with our empuical evidence, our
simulations, and the economic theory of housing market behavior. Of course, many of
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these effocts would not be noticeable, since we do not have a propel “control” in the form
of 2 Madison without IZ against which we can compare Our results after the fact. Indeed,
under 17 we would be able to point to individual apparently successful projects that
srovide evidence of “quality” developments, with affordable housing interspersed with

2t market units winning awards for fine architectare and planning, But this measure alone
does niot take nto account the opportunity cost of increased unaffordability among the
existing stock and the displaced development elsewhere that we expect 10 accompany it.

VIII. An “Optimai” Affordabie Housing Policy for Madison

We see above that an IZ ordinance, especially if improperly designed, could
actually have an adverse impact on housing affordability in Madison and contribute to
sprawl. But is there no role for an 17-type component in affordable housing policy in the
City of Madison? Professor William Fischel of Dartmouth University is probably the
most distinguished economist in the country in the area of the economics of land use
regulatory policy Inhis monograph, The Economics of Zoning Laws {1987), in a section
entitled “How Inclusionary Zoning Can Be Exclusionary”, he argues just that Fishel’s
economic analysis of IZ comes to the same conclusion outs did, that IZ tends to reduce
residential development in the IZ jurisdiction, forcing it elsewhere, that it tends to cause
that development that does occur o be forced elsewhere, that it causes that residential
development remaining in the IZ jurisdiction to be more expensive, and that it tends to
reduce rather than increase affordability,

Fischel’s attitude toward the motivations of 1Z proponents is quite cynical. He
points out that many of the champion communities for IZ are in fact high-income
communities that historically have been quite exclusionary when it comes to housing
diversity. He argues that the purpose of these proponents is to fend off legal attacks
aimed towards opening these communities to low-income housing, It eliminates the past
ailiance that developers’ frequently had with groups epresenting poor people in zoning
litigation, making their interests diverge in that higher production of affordable housing
now imposes higher costs on the developer. Tt also put much of the cost of social
integration on prospective residents rather than existing residents.

T do not share Fischel’s cynicism with respect to the motivation of IZ proponents.
Nor do'I share the notion that the negative aspects of 1Z have to be so extreme that they
offset the intended benefits. The devil is again in the details of the adopted ordinance and
administration and in the overall nature of an affordable housing policy in the city.

First, we comment upon the necessary characteristics of an [Z ordinance that
would minimize the negative attributes of many existing ordinances cited above. The
ordinance must be realistic in terms of cost/feasibility eftects of rigid constraints on the
income eligibility levels, relative size requirements, appearance and type standards, etc.
More restrictive standards imply greater costs imposed upon the developer that must

come from somewhere or the development does not get built. The extent that they can
come partially from increased profits from the sale or rental of at-market units depends
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upon individual circumstances of the market and project. To achieve lower income
occupancy, one should be encouraged to layer with existing subsidies but has to be
mindful of the opportfunity costs in terms of affordable units not provided within the
existing stock, possibly at lower cost. Affordable home purchasers must be able to retain
equity accumulation in their unit at the same rate they would obtain in purchased units
outside the IZ jurisdiction, or they will not choose to purchase. " The IZ ordinance must
recognize the higher costs per affordable unit provided especially in high-end
developments on expensive land downtown and take care o recognize the tradeoffs

inherent in designing on-site production vs. buy-outs or other in-kind affordable housing
comrmitments,

This suggests that 4 “negotiated” rather than “mandatory” or “voluntary”
ordinance may be optimal, permitting response to individual market conditions and
project type. This does not have to be any more costly or time-consuming a process than
the adoption of PDD’s, so0 long as standards in terms of affordability are flexible One
remaining difficnlty remains in the fact that unless existing density standards and other
development requirements are far below the levels that would be considered appropriate
at a “highest and best use” development program, the necessary offsets to the costs
imposed on developers for the provision of affordable units will be insufficient This will
necessitate a separate commitment of funding from the IZ jurisdiction iiself, and this
cannot come from an Affordable Housing Trust Fund funded by developer contributions
in kind. However disguised, this would imply the necessity of the community taxing

itself to provide for affordable housing, a proposition that IZ communities have found
unpalatable to date.

Second, we comment upon the need to consider IZ as merely one component of a
truly comprehensive affordable housing policy. There exist a number of tools on both the
demand and supply sides of the market that can enhance affordability. Madison has
become quite adept at employing most of the formal subsidy programs, including Section
8, Section 42, mortgage revenue bonds, and below-market housing 1ehabilitation loans.
However, it has done a relatively poor job of addressing the supply side of encouraging
affordable housing provision. The supply side involves encouragement of increased
supply of affordable stock by reducing the constraints and the marginal costs of providing
such units. This includes much greater flexibility in unit mix, density, size, and type
standards, less restrictive building and housing codes that no longer go beyond basic
standards of health and safety, subdivision and plat regulations that eliminate unnecessary
costs in affordable projects, and more streamlined processing of development
applications, all of which would go a long way toward reducing the cost of provision of
new affordable housing projects, hence 1educing rents and prices. Greater attention to the
supply side of the market in this way in Madison would provide much more “bang for the

buck™ in terms of a reduction in housing costs than even the most efficiently-designed 1Z
ordinance.

' This is a problem in Boulder, where highly-restrictive equity recapture rules have meant that 60% of
municipal workers have chosen to live cutside the City, where they can retain their equity accumulation
from home ownership.
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Another component of a supply-side policy toward affordable housing that counld
be effective is working with suburban jurisdictions to “open up” their communities to
permit 2 higher density, more diverse bousing stock. This would not only increase supply
elsewhere, it would relieve pressure on Madison for being one of the few options for
lower-income housing, thus reducing prices and rents in the City. “Fair share” housing
programs have been mandated by the courts in such places as the state of New Jersey,
and in other areas such as Boston have been adopted voluntarily. Encouraging such
regional strategies could be good for all.'

The bottom line is that Madison has a real opportunity to truly effect an affordable
housing policy. But instead of fighting the powerful forces of the housing market at every
mirn through 1estrictions, constraints, and mandates, the City must recognize that its
power can also be harnessed and used to its advantage in accomplishing its aims.

11 Note that this also implies that one variant of exclusionary zoning, under the guise of “farmland
preservation” in the path of normal development pressures would have to be opposed.
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Covered developments

Percentage uf affcrdabie umts
in project

Al For-sale {owner-gccupied)

" Comprehensive Proposat -
“November 17,2003 draft

developments with 10 or more
dwelling units Al rental
developmeats with 10 or more
dwelling units that revigre a
zoning mag ameandment,
subdivision or land division

No less than 15% of the dwelimg
units in the development

Table2

Comparison of Proposed Inclusionary Zoning Ordinances
e U VERSIONS OF.
- Mayes's Substitute

Minimum L0 dnits In for-sale
developments Thresheld for
rental developmant includes
rezening, subdivision, or fand
division approval, of ten or more
units, No counting of other
developments by same developer
This includes new construction
and sshstantial rehab

At least 15% unless ecenomic
analysis shows infeasible and the

tPian Commission concurs with a

finding. May be reduced If lack of
sufficent incentives, Financlal
infeasibility shall include project
development costs and/or
household aperating costs

(e g.condo feas}

afl far-sale (Dwner) deveiopments
of 5 or more dwelling units;
rental devalopments of 5 or more |
units that seek rezoning, land or

SRR
‘v:::
xt‘\ql-f

all "new" deveinpmants nf aver 3¢
dwelling units constructed lor the
first time or substantially
rehabbed |

ali

subdivision approval; multiple ]

developments within 12-month
period count as one "project™

15% of mtal umts in praject

minimum of 10% of total units in -
praject

Target group:
owner housing

At least 25% of affordable units
affardable to househalds at 60%
of Area Madiar lncome {AMI};
remainder available to households
ar 70% of AMI; City may
designate nen-profits and CDA as
eligitle houssholds

At least 25% of affordable units
affordable to households at 60%
of ‘Area Median [ncome {(AMI};
balance of affordable units to be
avaiigbie to households at 70% cof
AMI; City-daesignated non-profits
and CDA 25 eligible households

25% of affordable units affordable
to househalds at 60% of Area

Median lncome (AMI); 75%

avaliable te households at 70% of
AMI; City may designate non-

profits and CDA as eligible
households

BQ%.of median income for
detzched units; 70% for attachad
urits; noa -profits deemed eligibie
households

Target group:
rental housing

A least 25% of slfordable units
affordable to households al 40%
of Area Median Income (AMI);
remainder of affardable units
availsble to househaotds at 50% of
AMI; City may designate non-
profits and CDA as eligible
households

50% of median income  City
designated non-profits and COA
as eligible households

25% of affordable units affordabie
to households at 40% of Area

Median Income {AMI); 75%

available te households at 50% of
AMI1; City may designate non-

prefits and CDA as eligible
househoids

&0% of mediar income; pon-
profits deemed afigible
households

Level of housing cost related
to income

30% cf incame

20% of Income

30% of income

up to 33% of income

Feriod of affordabiilty (length
of control period)

99 years

99 years

9% years

for sale: 19 years;
for rept: 15 years

periog of affordability {terms
of control period)

sale or rent oniy to income-targst
househoid; (Cwner unit can be
reated up to 1 year during 7 year
peried}. City may designrate nop-
profits and COA as eligible
households

sale or rent only to income-target
household; City designated non-
profits and CDA as cligible
hauseholds

sale or rent only to income-target
household; City may designate
non-profits and CDA as eiigible

househalds

sale or rent only to income-
aiigihie househotd; non-profits
deemed eligible households

Repayment or recapture
provigtens

pwner: during period of
affordabliity, without significant
improvements to dwelflng unit,
sale to fncome-eligible househald,
plus 3% sales costs. 1If significant
improvements made, then sale to
income-altgitle household plus
5Q0% of value of improvements,
plus 3% salas costs. After perivd
of affordabitity, for first sale, Clty
gets option to buy with formula
that makes price affordable to
next households, and that
recognizes partion of
impervemnents and 3% sales cost.
Excess cash of City share should
go ta City affordable housing
programs or stay in dwelling unit
to increase affordability;

rentaj: during perlog of
affordability or at first sale, City
shall have option to purchase a3t a
price that recognizas limited
income of [Z units

lowner: repay prorated share of

appreciated value;minus owner-
financed improvements that add
value. Excess cash of City share
should go to City affordakble
housing programs or stay in
dwelting unit to Increase
afferdability;

rental: limited income will be
reflected in appraisal, and
reduced szles price, so no
recapture dusing period of
affordahbility After period of
affordability, for first sale, City
gets pro-rated share, for purposes
stated above

resale proceeds limited ta 25% of

appreciated vaiue during pe
reat increases limited to %

change in median household

income

shding scale of appreciaticn
related to year of sale o owner
who sells (ranges from 0% ta
50%); City special revenye fund
receives 1/2 of excess
appreciation on sale after control
pericd

riod;




Table 2 (Continued)

L YERSEANS OF P
ﬂavarsswsnme had -

Comprehensive Ptupual
‘November 17, 2003 drate

ves 1o on-site
affordable units?

yes if financially unfeasible on i
site, but at ratlo of 1.25 times an-
site requirement within census
tract

financlally infaasible, at a ratio of
1 0 times on-site requirement.
{project or househsld costs, such
25 condo fees)

off-site within census tract, cnly lf

yes if’ 1' ancially ua esibe 0

slte, but at ratio of 1.25 times on-
site regulrement, withlo gensus
tract

Clty may determine proposai
inaligible

€ash buy-oul?

If not flnanclally feasible on-site
lnor on-site, then cash buy-out
possihie with range of $35,000 to
$75,000/ 1Z unlt. May be mix of
on-site, off-site, and cash-buy-

Mo cash buy-cut because of
variable parcentage of up to 15%
of affordable units

does not include at this time

Physical standards for
affordsble units?

Dopes not include extra
requirecents beyond code

beyond code, but Commitiee
recommends City pursus these
goals in ather ways

Oo not include extra requirements

does not include extra

requirements beyond code, but
discussion of other ways to
promote these physical standards
outside of the IZ ardinanca

minitnum lot stzes and twa
hedroams for owner detached;
minimum size and one bedroom
for owner attached; minimum
square footage per AUD for rental

ippearance and dispersion of
affordable units, Inciuding size

=

thcentivesito ﬂevalapmen

A

Tensity boaus

Exterlor appearance o be simifar
to market rate, amenities can
vary, but insulation, energy
rating, heating systems and
general guality of construction
shall be simitar  Mix, progortion
of owner-rental, shall refiect mix
of market-rate upits, Affordable
untis ta be disparsed throughout
development and built in similar
phasing.

Ug to 30% may be avaelable than
would be possible under existing
zoning. Davelopment more than 4
stories or with underground
parking may be permiftad mora
than 30%. If no zoning or if
agricultural, then mid-point of
range of Neighborhoad
Development Plan to be used,
with specific asticutation by zoning
district classification

Exterior appearance of affordable
units to be sirmilar to rarket-rate
units; mix of afferdabie units
should reflect the mix of market:
rate units; affordable units sheuld
be dispersed throughout the
development; comg on-line at
same pace as market rate; size
would be size required by HUD
based on bedroom size

EE T U

appaarance of affordable units to

be slimilar ln appearance o
market-rate units; can be smaker,
but not tess than 85% of market
units; mix of afferdable units
shoutd reflect the mix of market-
rate units

If Nelghborhood ‘Davelapment
Plan, then up to 38% of top end
of range in site; if no
Neighborhoed Development Pian,
then use uaderiying zoning.

Up [o 30% abave original
underiying zoning, with -1 base
for agricuteral tand; up to 30%
above gxisting portion of mixed-
use gr for non-residential wse R-1
as base

appearance of affordable units to
be similar in appearance o
markel-rale units; minimum urit
size specified; units dispersed
through development

up te 0% more thzd adopted
Neighborhoad Plan permils; refer
to current zamng if g plan exists

irocess considerations

Ordinance lists types of expedited
review available depending opn
nature and locatlon of
davelopmen! including combining
preliminary and finai platting
processes, combining Genaral
Development and Specific
Implementation pian processes,
concarrant agency review, and
preparation of » Neighbarhood
Devetopment Plan under special
circumstances

expedited process suggested

develop staff vetting process to

identify opportenities for extra
tevel of customer service for
affordable housing projects;
expeditet process concurent
review

"streamlined process™; low ¢harts
and check lists; presumed
cligibility i Planning doss not
decide otharwise in 30 days;
traditional neighborhoed
development allowed as
conditions! use or as gvariay
district

Jesign and set-back
sonsiderations

administrative refief possibie

administrative reltef possibie

flaxible design and sel-backs

flexible design, set-back of up to
25% permitied

streets, sewer and/or
sidewalk considerations;

administrative reliefl possibie,
including reduction of certain

adeinistrative relief possible

other incentives relating to
fiexibility may be available

reduced or waived [e2s may be
available

Jarking reguirements

other incentives relating o
Flaxipility may be available

administrativa relief possibie

other incentives relating to
flexibility may be available

reduced space requrement may
be_availahle

Jarklang consideration

Alternative parkland developmant
ar credit may be available at
City's discretion

credit against parkland dedication
for on-site recreation accessigle
to public

othar incentives relating to
flexibility may be available,
inciuding atternative parkland

reduted or waived park lea may
be zvailabte

sinancial assistance

S R e

Nat agpiicable to this ordinance
usual sources of City assistance
may be available under standard
terms '

Dwner ol’ an 12 unijt shali be
required to give notice te City of
judgement for foreclosure

nol applicable;Commitlee already
pxpressed recommendation to
adopt @ Housing Trust Fund
ordinance

limit Housing Trust Fund to non-
profits to facilitate for-profit use
of non-profits, lengthier period of
affordability, role of for-profits as
builders: permit small assistance
to for-profits from new fund to
meet special cases

prawde far appeal of any
measures to Plan Commission;
sole remedy Irom on-site is 1.25
times on-site and Jocation within
census tract

City may provide from a speqal
revenue fund an egualizing
adjustment far each allordable
unit, based on gap belweean
*marker value® and affordable
unit

C:ty e facxmare marknnng
through pre-guatification and
ceferral program; if not
spid/rented withun certain period
of days to etigible household then

income housghoid

Cily monitoring of affardable

haeinn anif with mragicinne far

:

i

i

1

|
can be sold/rented 10 mgher ;
i
- —— L
sunsel within 4 years of stuphion i
1




Iable2 (Continued)

CHART COMPARING PRIMARY FEATURES OF VARIOUS AFPROACHES TO INCLUSIONARY ZONING

Draft: 21/July/2003 {(SELECTED OTHER CITIES
POLICY ISSUES:
compsarable features
Various versions > iBoulder Burlingion Denver Montgomery Couniy
: Md

iCO Supreme Court
finvalidated portion of
[Boulder plan in Telluride
lcase

Covered developments (Al developments
%applying for development
}approval or a building
{permit

New construction of 5 or
more units: Adaptive re-
use or sonversion of 10
Of Tore Uniis;

multiple dev in prior 12
months count as oRe
project

Construction of for-sale
dwellings of 30 or more

All developments over
35 dwelling units
(formerly 50}

Expectations of the
City re: afferdable
units

15+ units in development:
i20% to be affordable:

i< 4 units: | Unit on-site
ior dedicate | unit or land
inff-site or cash in Heu

Percentage of affordabie
units in project

up 10 15% of total units
in project < 80% of Area
Median Income (AMI) ;
5% at, equal to §1-99%
of AMI1

up to 10% of total units
in project

12.3-15% of all units
depending upon other
factors

gof" . i
Target group: owner  tAverage price affordable }75% of Area Median 80% of median income  |80% of median income
housing 1o 50% of AML: Income (AMI)
(10% mare lhan HUD
'low-income")
{Ineiuces assat limit set
by City Manager
4 Target group: rental 80% of AMI 65% of Area Medisn voluntary’ 80% of median income
hausing {(HUD's definition of 'lowHncome (AMI);
‘ income'} Defines specific number
of bedrooms to specific
Ith size

Level of housing cost  130% of income
related 1o income

30% of fncome

30% of income

Period of affordability  |Owner; 'permanent
{contro] period length)  {Rental: Average

© imaximum reni must be
Eafﬁ)rdab}e to hh at 70%
i AMI, Maximum hh
‘income in affordable unit

99 years from date of
joceupancy

‘nor to exceed 0% AMI

For Sale: 10 years
For Rent; 20 years

[7 ComparsBlueSkylnc2003071 7Sheet

7103915 AM




Table? (Continued)

[Period ofafforaability |Owner: Resale
(conuol pericd terms)  irestriclions

iRental of owner unit
permitted but hot 1o

of seven. Canrent a

AMI

Housing Truast Fund has
120 day initial pericd &
purchase; if not

exercised, developer can

exceed total of 1 year out jsell to any hh below

median income

bedroom but City ok of {Non-profit decmed
lease Rental: |eligible household
Average meximum fent
must be affordable to hh
al 70% AMI; Maximum
hh income in affordable
unit not to excead 80%

Repayment or recapture {Resale price cannol
provisions sexceed purchase prics
owner, plus closing

plus capital

P
H
i
1
|
|
i

Resale procoeds limited
by {to 25% of appreciated
value during period;

costs, sales commission, reat increases limited to

% increase in median kh

improvements by owner, income
iand share of appreciation

Alternanves to ofi-site TA1 least half of

1on siie, unlesswise
idetermined by City

Off-site option available

affordable units? 'affnrdable units muss be |at 125% ratio of

affordabls units
otherwise required on-

iManager (half can be ofi-sile

isite)
|

junit calculated by

|1otal floor area
i

Cash buy-oui? iCash in lieu of a single

|Formuta: 835 * 20% of

Cash in tieu squal ta
50% of sale price of
standard affordable unit

Physical standards for | Detached Units:
affordable units? Minimum of 48% of
iflpor area of market
]units, with maximam
|1200 5 fi

1Attached Units;
180% of average of
imarket units; max of
i1200sq.5¢

of

Appearance and

units

dispersion of affordable

|Comparabie allogation of
lunits by tenure fype and
jartached/detached status
iof affordable to market
iunits

Incentives for
development

|

17 CompareBlueSkyinc200307 17Sheet!
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Table 2 (Continued}

Density bonus

| Between 11% and 25% Up to 22% above
original underlying
izoning,
Process considerations  |No taking of property 180 day expedited
without compensation; process
includes appsal
procedure for developer
Design and set-back Adminigtrative refief
considerations '
Srreets/sewer/-sidewalk Waiver of some
censideration, water/sewer dev,
infrastrucmare financing Charges and impact fees
i
Parking requirements Up to 20% parking space
reduction
Parkland consideration
'
Financial assisiance Housing Trust Fund $50G0 rebate for each
must issus certificate of |unit at $0% AMI or
inclusionary housing below; capped at 50% of]
compliance prior to City |development project
issuznce of occupancy  units Rebate of 510,000
! permit per unit for each unit at
i : 60% AML
i !
! i
Other features:

{ZCompareBluzSkylnc20030717Sheer!

121/039:13 AM




Tablel (Cunﬁnued)

| Establish average price
affordable to 80% AMI
for affordable units
within a development,
but maximum price for
any one Gwner oeeupant
affordable unit permitted
to be affordable up o
00% of AM

City manager maintains -
list of eligilbe kh for
referral

Units available to

eligible hh on CPDA Hst

L ocal Housing authority
can buy up 10 33% of
iaffordable units; also
jaualified non-profits

Extensive ansition
arrangements for
implementation of
ordinance

Severability?

How many affordzble
units per year ot

inceptian?

average produaced since

Adopted in 1997, report
on operation to be done
Juty, 2002; Boulder
reparts about 125 units

Enacted summer 2002

Enacled 1978, with somse
revisions since

developed during 2001
and 2002
Expected Annual rate
of production of
affordable units
Statutory basis of 24V § A section 4406
prdinance
Backaround
Information :
Narure of Jurisdiction | City; City/county Suburban county
Size of market Ciry: City: Metropolitan area Washington-Baltimore
100,000 peoplz (Denver, Boulder, area: 7 6 million
Greeley) 2.6 million
Further information or |ci.boulder colus/cao/bre/ |ci. burlington vt vs/planni |denvergov com/Develop
website address: 965 html ng/zoming/znordinance/ariment_Review/
WWW. .., ticle14/htm!

17 CompareBlueSkylnc200307175heet]
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Houslng Units 1880
Housing Units 2000
Percent Change 1990-2000

Median Gross Rent 1980
Meadian Gross Rent 2000
Percent Change 18850-2000

Median Value 1930
Median Value 2000
Percent Change 1990-2600

Median Household Income
1980
Median Household Income
2000

Percent Change 1990-2000

Percent of Renter
Heuseholds Paying more
than 30% Income for

Housing 1990
Percent of Renter

Households Paying more
than 30% Income for
Housing 2000

Percent of Owner
Households Paying more
than 30% Income for
Housing 1990

Percent of Owner
Households Paying more
than 30% Income for
Rousing 2000

Year Ordinance Adopted

U.s,
102 263,678
115,904,641
13 3%

$447
$602
347%
$78,500
§118,600
52.4%
$30,056

$41,894
39 7%

38 6%

36 8%

19.4%

21.8%

Table 3

Selected Housling and Income Characteristics
13980 and 2000
U.S , Madison, and Comparable Jurisdictions with Inciusionary Zening

Madison
wi
80,047
92,353
15.4%

5472
3644
35.4%
§74,700
$139,300
865%
$28,407

541,941
426%

45 1%

43 5%

165%

208%

Madison
WIMSA
147,851
180,398
22 0%

$465
3541

37 B%
$77.900
$145,000
88.6%
$32,703

$49,223
505%

38.5%

38 5%

16.3%

19 9%

Boulder
Co
36,270
40,797
12 5%

3521
5818
57.0%
$122,500
$304,700
148 7%
520,420

344,748
52 1%

519%

52 2%

20 0%

22.5%
1983

Source: .S Bureau of the Census, Census of Housing 1990 and 200G

Boulder-

Jurisdiction

Longmont CO Burlington Burlingfon Montgomery Washington
County MD DC MSA

MSA
04 621
118,800
26.7%
502
3825
64.3%
$102,300
$241,900
136 5%
$35,322

555,851
58.1%

45.4%

45.7%

21.2%

235%

\ )
15,480
16,395
58%

3483
$618
254%
$113,500
$131,200
15 5%
$25523

333,070
29 6%

49 3%

46 8%

200%

21.8%
1880

VT MSA
52,614
69,170
31 5%

$525
$643

20 5%
$117,200
$135,000
15 2%
536,601

$46,732
27.4%

40 3%

408%

19.0%

21 4%

285,723
334,632
132%
§740
5914
235%
$200 800
§221,800
10.5%
554,089

$77.551
43.4%

38 3%

353%

21 4%

21,8%
1973

4 556 749
1,942,641
24 8%
$567
3811
21.6%
$185 300
$178,900
8.2%

$46 884

382,216
32.7%

36 6%

332%

23.0%

22 2%
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