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For the past several years, policymak-
ers and interest groups in Minneso-

ta have been pursuing two distinct
goals related to housing: increasing the
supply of aff o rdable housing and limit-
ing the expansion of the metro p o l i t a n
a rea through a series of “smart gro w t h ”
initiatives. Both have received a fair
amount of press attention, but little has
been said about how these two policies
a ffect one another.

Of course, there is a need for aff o rd-
able housing throughout Minnesota,

not just in the Twin Cities metro area.
Because most of the smart growth
restrictions are aimed at the metro
region, however, this paper will focus on
affordable housing in the seven-county
a rea surrounding the Twin Cities.

A crucial question facing policy-
makers is how to ensure an adequate
supply of aff o rdable housing. Some
advocate increasing production of
a ff o rdable units; others advocate
i n c reasing income supports; others
a rgue for “buying down” the cost of

A ff o rdable Housing:
How ‘Smart Growth’ Dashes

Minnesota Dream Homes
Kristin J. Robbins

Kristin J. Robbins has served as executive director of Minnesotans for School Choice
and the Partnership for Choice in Education and as legislative director for retired
U.S. Rep. Harris Fawell (R-Ill.). She also worked as a policy analyst at the Center
for Strategic & International Studies in Washington, D.C. Robbins, who graduated
from Bethel College and holds a masters degree in economics from Washington
University in St. Louis, currently stays at home with her three young children and
occasionally takes on free-lance public policy projects. She and her husband, Brent,
live in Plymouth, Minnesota.



AMERICAN EXPERIMENT QUARTERLY 8 1 WINTER 2003–04

housing through various financing
mechanisms. A combination of all of
these approaches is likely necessary and
the issue is what mix of local, re g i o n a l
and state policies will meet the need
most efficiently and eff e c t i v e l y.

Another critical issue in the smart
g rowth debate is whether development
should be restricted to transit corr i d o r s
within a prescribed geographic bound-
a ry, subject to various re q u i re m e n t s
such as minimum densities. 

The nexus of these debates is where
g rowth restrictions drive up housing
costs, thereby limiting supply and
d e c reasing aff o rd a b i l i t y. Is the loss of
a ff o rdability worth the supposed bene-
fits of growth re s t r i c t i o n s ?

Although increasing the supply of
developable land and reducing various
regulations would improve aff o rd a b i l i-
t y, such measures may not reduce costs
enough to significantly help those with
the lowest incomes. Rather than
spending millions of dollars to spur
g rowth restrictions that drive up the
cost of housing and necessitate spend-
ing millions more to make housing
m o re “aff o rdable,” policy-makers
should abandon many of the smart
g rowth initiatives and use the money
devoted to smart growth incentive pro-
grams to buy down the cost of housing
for the most needy. In addition, policy-
makers should create markets to enable
public and private entities to compete
to provide services to empower low-
income households to move into
homeownership and build wealth.

A ff o rdable Housing: Just
How Big is the Pro b l e m ?
Defining Te rm s

One of the most difficult pro b l e m s
in any discussion of the aff o rd a b l e
housing “crisis” is defining whom it
a ffects. In 2001, the Legislative Audi-
tor re p o rted that, “We do not dispute
that aff o rdable housing is a consider-
able problem for some Minnesotans,
but we found little recent data that
p recisely identify the size of the pro b-
lem and who it affects most, especially
outside the Twin Cities metro p o l i t a n
a re a . ”1

While the Legislative Auditor
blamed part of the difficulty on the
lack of availability of data from the
2000 Census, recent analysis of the
census data shows that, by many mea-
s u res, the housing situation actually
i m p roved for many Minnesotans in the
1 9 9 0 s .

The first task, there f o re, is to define
“ a ff o rdable housing” and examine the
scope of the problem. 

Housing advocates and the federal
g o v e rnment define housing as “aff o rd-
able” if it costs less than 30 percent of a
h o u s e h o l d ’s income. Because no one
much cares if a person with a $1 mil-
lion income spends $400,000 on a
home, most observers limit the aff o rd-
able housing definition to lower- and
middle-income households.

The U.S. Department of Housing
and Urban Development (HUD)
defines “low-income households” as
those with incomes at or below 80 per-
cent of the median family income.

How Smart Grown Dashes Minnesota Dream Homes
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Households at or below 50 percent of
the median family income are consid-
e red “very-low income” and those at or
below 30 percent of the median family
income are considered “extremely low
i n c o m e . ”2

Housing assistance programs often
use 80 percent of median income as the
t h reshold for qualifying for assistance
with homeownership, and 50 perc e n t
to 30 percent of median income as the
t h reshold for qualifying for rental assis-
t a n c e .3

The median family income in 2000
in the seven-county metro area was
$ 6 5 , 6 6 5 .4 Using the HUD definition,
“low-income” would be defined as
households earning $52,532 (80 per-
cent of $65,665); “very-low income”
would be defined as households earn-
ing $32,832 (50 percent of $65,665);
and “extremely low income” would be
defined as households earning $19,699
(30 percent of $65,665).5

Recent Trends in Mi n n e s o t a
Ho u s i n g

In terms of homeownership and
a ff o rd a b i l i t y, Minnesota generally does
relatively well compared with the re s t
of the country. In 2000, 74.6 perc e n t
Minnesotans owned a home (up fro m
71.8 percent in 19906), substantially
higher than 66.2 percent nationwide.7

The median value of owner- o c c u p i e d
housing in Minnesota was $122,400
(up from $74,000 in 19908), slightly
higher than the U.S. average of
$ 1 1 9 , 6 0 0 .9 , 1 0 Median household
income in 2000 was also higher in Min-
nesota compared to the nationwide

average—$47,111 and $41,994, respec-
t i v e l y.1 1 Private non-farm employment
also showed significant growth re l a t i v e
to the rest of the nation. From 1990-
2000, private employment incre a s e d
27.6 percent in Minnesota versus 18.4
percent nationwide.12 

While the economy slid into and
out of recession since the 2000 Census,
recent data suggests that Minnesota
has continued to do well relative to the
rest of the nation in terms of income
and homeownership. In 2002, Min-
nesota ranked first in the nation for
home-ownership rates (77.3 perc e n t )
and in 2001 (most recent data avail-
able), it ranked fourteenth for average
annual salary.1 3

The Twin Cities, which is the fif-
teenth largest metropolitan area in the
nation, is similarly advantaged. A com-
parison with nine similarly sized metro-
politan areas showed Minneapolis-St.
Paul had the highest percentage (72.4
p e rcent) of owner-occupied housing
units in 2000. When renters were
included, Minneapolis-St. Paul had the
highest percentage (97.2 percent) of
occupied housing units among its peer
g ro u p .1 4

The flip side to this good news was
that the metro area had the lowest
vacancy rate (2.8 percent) in its peer
g roup; well below the 5 percent that
most housing analysts agree is a sign of
a healthy housing market. A tight
housing market drives up prices, which
f u rther limits aff o rdable housing
o p t i o n s .

Of course, the recent recession and
its lagging effects have caused more
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families to live together and more
young adults to move back in with
their parents. In addition, re d u c t i o n s
in the state tax rate on multifamily
rental pro p e rties have spurred new
c o n s t ruction. These factors have com-
bined to significantly increase the
vacancy rate for rental housing over
the past three years. Recent re n t a l
vacancy rate in the Twin Cities metro
a rea was 7 percent, up from 6.7 perc e n t
the previous quart e r. 1 5 This number is
c o m f o rtably above the 5-perc e n t
vacancy threshold for a healthy hous-
ing market. 

As with homeownership, aff o rd a b i l-
ity also significantly improved in Min-
nesota in the 1990s. Generally
speaking, if income rises faster than
housing costs, aff o rdability impro v e s .
After adjusting for inflation, median
income in the Twin Cities metro
region rose faster than housing costs
during the 1990s, improving aff o rd a b i l-
i t y. Median income of homeowners
i n c reased 14.1 percent, while housing
costs for homeowners with mort g a g e s
rose 7.3 percent (housing costs for
those without mortgages rose 9.2 per-
cent, although total costs were lower).

Median income of renters rose 9.8 per-
cent, while median gross rents ro s e
only 3.4 perc e n t .1 6

The re c o rd low interest rates in
recent years are one of the primary re a-
sons aff o rdability improved. Because
low interest rates kept overall housing
costs down relative to rent in a tight
rental market, opportunities for home-
ownership opened up for the first time
for many people.

In 1989, 23 percent of households
in Minnesota spent at least 30 perc e n t
of their income on housing.1 7 In 1999,
16.6 percent of households statewide,
and 17.7 percent of households in the
seven-county metro region, spent at
least 30 percent of their income on
o w n e r-occupied housing.1 8 While 16.6
p e rcent of households is still a sizable
number (314,591 households), a 6.4-
p e rcent decline in the number of
households spending more than 30 per-
cent of their income on owner- o c c u-
pied housing shows we are making
g o od pro g ress on aff o rdability in home-
ownership. As the tables below indi-
cate, however, those who continue to
pay at least 30 percent or more of their
income in monthly mortgage costs are

How Smart Grown Dashes Minnesota Dream Homes

Pe rcentage of households that paid 30 percent or more of 
household income in monthly mortgage costs, 1999

Household In c o m e Mi n n e s o t a 7-County Me t ro

Less than $10,000 79.0 perc e n t 42.5 perc e n t
$10,000 - $19,999 42.4 perc e n t 55.6 perc e n t
$20,000 - $34,999 34.0 perc e n t 47.0 perc e n t
$35,000 - $49,999 21.3 perc e n t 30.8 perc e n t
$50,000 - $74,999 9.6 perc e n t 12.8 perc e n t
$75,000 - $99,999 4.0 perc e n t 4.8 perc e n t
100,000 - $149,999 2.2 perc e n t 2.5 perc e n t
$150,000 or more 0.8 perc e n t 1.0 perc e n t
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likely to be very-low income or minor-
ity households.

Although minorities in the re g i o n
made significant gains in aff o rd a b i l i t y
and homeownership in the 1990s, high
p e rcentages of minorities continued to
lack aff o rdable housing relative to their
p ro p o rtion of the re g i o n ’s population.
The number of non-white household-
e r-owners grew by 137 perc e n t .1 9

The rental market also made gains
in aff o rdability in the 1990s, but very -
low income and minority households
continue to struggle. In 1989, 41 per-
cent of Minnesota renters spent 30 per-
cent or more of their household
income on rent. That number declined
to 36.9 percent of rental households
statewide in 1999.2 1

In 1989, 41.4 percent of re n t a l
households in the metro area spent at
least 30 percent of their income on
housing. In 1999, that number
declined to 37.8 perc e n t .2 2

Although a high percentage of
minorities still pay 30 percent or more of
their income for housing, the number of
minorities in the region in “concentrat-
ed poverty” declined significantly over

the past decade. A recent Bro o k i n g s
Institution re p o rt shows the Twin Cities
made significant gains in reducing the
number of people living in poverty and
the percentage of the poor living in
h i g h - p o v e rty neighborh o ods (“concen-
trated poverty”). This is import a n t ,
a c c o rding to the study, because “concen-
trations of poor people lead to a concen-
tration of the social ills that cause or are
the causes of povert y. ”2 3 , 2 4

In sum, the data from the last
decade show that although housing
costs have risen substantially, income
has risen faster, generally impro v i n g
a ff o rdability and rates of homeowner-
ship. Those with “very-low” and
“ e x t remely low” incomes, as well as
minority households, did not fare as
well as the general population. Sub-
stantial numbers from these groups still
spend more than 30 percent of their
income on housing.

The “Housing Ga p”

The “housing gap” is defined as the
“ d i ff e rence between the net number of
dwelling units added to the housing
supply in a given time period and the
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Pe rcentage of households with a mortgage in the seven-county metro
a rea that paid 30 percent or more of their household income in monthly
m o rtgage costs by race, 1999

Paid 30 percent Pe rcent of 
R a c e or more in Mo rtgage Costs Owner Ho u s e h o l d s

W h i t e 19.5 perc e n t 92 perc e n t
B l a c k 30.9 perc e n t 2.5 perc e n t
American Indian, Eskimo, Aleut 29.6 perc e n t 0.3 perc e n t
A s i a n 26.3 perc e n t 2.4 perc e n t
Hawaiian, Pacific Islander 12.1 perc e n t 0.02 perc e n t
One other race 28.5 perc e n t 0.6 perc e n t
Two or more races 27.8 perc e n t 0.8 perc e n t
H i s p a n i c2 0 23.8 perc e n t 1.3 perc e n t
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number needed to accommodate popu-
lation change and improve quality. ”2 5

Between 1990 and 2000, the number of
households in Minnesota increased by
247,274 and the number of housing
units increased by 217,501 (gap =
29,773). In the seven-county metro
a rea, the number of households
i n c reased by 145,950, while the num-
ber of housing units increased by only
1 2 5 , 0 1 6 .2 6 (Gap = 20,934). That
means 70.3 percent of the “housing
gap” in Minnesota can be attributed to
a shortage of supply in the Twin Cities
m e t ro re g i o n .2 7

This doesn’t account for the number
of housing units lost to abandonment or
withdrawal from the residential stock.
Neither does it account for the need to
replace the worst of existing units to
i m p rove housing quality.2 8 A 1996
study showed that appro x i m a t e l y
10,000 housing units in the metro were
vulnerable to demolition because they
had not been properly maintained.2 9

Adding these 10,000 units to the
m e t ro - a rea housing gap of 20,934,
yields an admittedly crude estimate of
the housing gap in the metro region of
30,935 units for 2000.

Of course, these data do nothing to
illuminate at what price this housing
gap exists. What percentage of the
i n c rease in new households was “low, ”
“ v e ry - l o w,” or “extremely low” income?
What percentage of the new units was
at or below the median home price?
Clearly more re s e a rch needs to be done
on these questions.

This notion of a “housing gap” or
lack of supply is what drives the claim
of many housing advocates that the
solution is the production of additional
housing units. Of course, since the
costs of new construction are so high,
any new units produced would have to
be substantially subsidized to make
them aff o rd a b l e .

It is precisely this double-overlay of
costs—the high cost of constru c t i o n
which, in turn, necessitates subsidies—
that prompts some to argue that
income supports would be a more eff i-
cient and effective way to assist fami-
lies in need of aff o rdable housing.3 0

Causes of the Inadequate
Supply of Aff o rdable Housing

Most analysts cite four reasons for
the shortage of aff o rdable housing: high
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Pe rcentage of households in the seven-county metro area that paid 30
p e rcent or more of their household income in gross rent by race, 1999

Paid 30 percent 
R a c e or more in Gross Re n t Pe rcent of Re n t e r s

W h i t e 35.2 perc e n t 73.1 perc e n t
B l a c k 45.4 perc e n t 11.4 perc e n t
American Indian, Eskimo, Aleut 41.1 perc e n t 1.2 perc e n t
A s i a n 32.4 perc e n t 4.6 perc e n t
Hawaiian, Pacific Islander 25.4 perc e n t 0.1 perc e n t
One other race 34.8 perc e n t 2.4 perc e n t
Two or more races 40.0 perc e n t 2.7 perc e n t
H i s p a n i c 35.4 perc e n t 4.5 perc e n t
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land costs; high construction costs; zon-
ing and code re q u i rements; and loss of
tax incentives. Many of these “causes”
a re actually rooted in an underlying
s m a rt growth philosophy, which pur-
poses to restrict the housing market.

Ring around the metro

Both housing advocates and devel-
opers cite the high cost of land and con-
s t ruction as the most significant barr i e r s
to producing aff o rdable housing. Sever-
al components drive these costs.

First, anecdotal evidence suggests
that the cost of the land has risen pre-
c i p i t o u s l y, particularly in the metro
a re a .3 1 G e n e r a l l y, the price of land goes
up as the supply declines and as the
“ o p p o rtunity costs” for its uses rises. 

The most often-cited reason for a
limited supply of land in the Tw i n
Cities region is the flexible gro w t h
b o u n d a ry known as the “MUSA line.”
The Metropolitan Urban Serv i c e s
A rea (MUSA) is the region to which
the Metropolitan Council pro v i d e s
i n f r a s t ru c t u re to service urban develop-
ment. In practical terms this means the
extension of the “big pipe” that pro-
vides sewer and water services thro u g h-
out the metro are a .3 2

The concept of the MUSA line was
adopted in 1976 as part of the Metro-
politan Development Framework, the
M e t ropolitan Council’s first gro w t h
management policy.33 Each community
in the seven-county metro area under
the Met Council jurisdiction was
c h a rged with developing a re a l i s t i c
assessment of its population growth and
land needs for a five-year period. The
community would then recommend an

extension of the MUSA line to pro-
vide enough water and sewer serv i c e s
to make the requisite land available for
d e v e l o p m e n t .3 4

These original Local Compre h e n-
sive Plans (LCPs), which were re q u i re d
in 1976 by the Metropolitan Land
Planning Act (MLPA), were gradually
drawn up and negotiated and the final
MUSA line was finally set in 1984.3 5

MUSA expansion was considere d
in 1988. The demand for suburban
land caused cities to request an addi-
tional 20,000 acres through 1992. The
Met Council approved only 12,000
a c res “for which applicants were able
to demonstrate their need.”3 6 , 3 7

F rom 1987 to 1996, a net 25,282
a c res were added through expansion of
M U S A .3 8 Although it was not possible
to find out how many additional acre s
had been requested during this period ,
that seems to be a relatively small
amount for a nine-year period .

In 1995 the Met Council conducted
its own review of the effect of MUSA
expansion on the cost of land.
Although this self-study was inconclu-
sive, subsequent studies by the Met
Council, the Builders Association of
the Twin Cities, and others have
“found that land inside the MUSA is
generally more expensive than land
outside the area. However, the studies
d i ffer with respect to the size and cause
of the diff e re n c e . ”3 9

The Met Council maintains that
the MUSA line is expanded whenever
the supply of developable land dro p s
below a ten-year supply.4 0 This seem-
ingly compelling argument was under-
cut in 2000 when a Builders

Kristin J. Robbins
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Association showed that the Met
C o u n c i l ’s estimates of developable land
within the MUSA line are erro n e o u s .

For example, the Met Council
counted a large tract owned by Gener-
al Mills in Golden Va l l e y, which is
obviously unavailable. The Builders
Association estimated that only 43 per-
cent of the 97,000 acres of supposedly
developable land was actually available
for development (which was confirm e d
by local planning documents).4 1

The Met Council incorre c t l y
assumed that there was an additional
55,000 developable acres of land in the
M e t ro Area. This huge amount of land
is twice as much as the entire amount
added to the MUSA between 1987 and
1996. Can there be any doubt that this
flawed method o l o g y, as well as the
intentional restrictions on developable
land, has increased the cost of land in
the metro are a ?4 2

The Twin Cities’ experience is not
unique. Other metropolitan re g i o n s
have employed an Urban Gro w t h
B o u n d a ry (UGB), which is more
restrictive than our MUSA line, in an
attempt to restrict development. A
1994 re p o rt by the regional govern-
ment of Portland, Oregon, which is
p e rhaps the most famous example of an
UGB in the country, “found a public
w e l f a re trade-off for increased density,
reduced vehicle-miles traveled and
higher non-auto travel. The downside of
pursuing such objectives appears to be
higher housing prices and reduced housing
o u t p u t” (emphasis added).4 3

The Met Council has since
i m p roved its methodology and is
attempting to maintain a twenty-year

supply of developable land. This longer
time horizon is intended to give cities
m o re flexibility re g a rding where devel-
opment occurs and could also help
reduce cost pre s s u res caused by limiting
the supply. According to the Frame-
work 2030, the metropolitan are a
would need to add 16,500 re s i d e n t i a l
a c res to the MUSA before 2010 to
a c c o m m odate the growth forecast for
2 0 3 0 .

High cost of constru c t i o n

License and Pe rmit Fe e s

The cost of construction also influ-
ences the supply of aff o rdable housing.
These costs include permit and plan
review fees, park dedication fees, and
sewer and water access charg e s .4 4

A 1999 study showed Twin Cities
sewer access charges ranged from $20
to $1,900, water access charges fro m
z e ro to $2,150, building permits fro m
$508 to $1,000, and park dedication
fees from zero to 10 percent of the
p ro p e rt y ’s land value.4 5

While cast as user fees, many of
these fees are often hidden re v e n u e
raisers often unrelated to the actual
s e rvices provided by the cities. The
Legislative Auditor concurs: “some
municipalities use fees to generate re v-
enues beyond what is necessary to
administer codes, enforce ord i n a n c e s ,
and provide serv i c e s . ”4 6

Zoning and Building Co d e s

Unnecessarily complex and compre-
hensive zoning, building and fire cod e s
also increase housing costs. While no
one doubts the importance of safety

How Smart Grown Dashes Minnesota Dream Homes
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c odes, “gold standard” codes can
unnecessarily increase the cost of hous-
ing. One example often cited by
builders is the state code’s energy provi-
sions, which, by the original legislative
mandate, must “be equal to or exceed
the most stringent re q u i rements adopt-
ed by any other state.”4 7 Although this
p rovision was repealed by the Legisla-
t u re in 1999, new indoor air quality
mandates were simultaneously adopted.
The new provisions took effect in April
2000, and the Minnesota Depart m e n t
of Commerce estimates that they add
an additional $3,000 to $5,000 to the
cost of a new home.4 8

Zoning and subdivision ord i n a n c e s
a re used by cities to guide development
a c c o rding to their local compre h e n s i v e
plans (LCPs).4 9 Developers argue that
local restrictions on density or lot sizes
can drive up the cost of development,
as can subdivision ordinances that
mandate certain amenities, such as
triple garages, minimum square
footage, and exterior materials.

Stringent code re q u i rements for
rehabilitating an existing stru c t u re are
another significant factor in the cost of
a ff o rdable housing. Because no sepa-
rate code for rehabilitation exists,
builders must comply with the code for
new construction when undert a k i n g
major re m odeling or renovations. Both
housing advocates and builders cite
this as one of the big barriers to bring-
ing more aff o rdable pro p e rties into the
housing stock. The cost of bringing an
older pro p e rty up to the code for new
c o n s t ruction often puts it out of the
range of aff o rdable housing. 

NIMBY politics

Many advocates argue that the
t h ree-car garage and similar zoning
restrictions are intended to ensure
p ro p e rties are n o t a ff o rdable so lower-
income families will not be able to pur-
chase homes in their communities.
S i m i l a r l y, they believe that zoning and
rehab codes in the city are often
designed to ensure that low-income
families can no longer aff o rd to live
t h e re. Instead, the code re q u i re m e n t s
i n c rease the value of the pro p e rty (and
thus the tax revenue to the city) and
attract higher-income residents back to
the urban core .5 0

This Not-In-My-Back-Ya rd —
NIMBY—opposition to aff o rd a b l e
housing has proven to be a significant
b a rrier to the production of new units,
p a rticularly in the suburbs. Many
developers are unwilling to invest the
time and money necessary to lobby
local governments for approval of
a ff o rdable housing projects. The uncer-
tainty surrounding the approval and
the possibility of encountering signifi-
cant political opposition that could
negatively affect other current or future
p rojects add substantial real and poten-
tial costs to aff o rdable housing pro j e c t s .

The Metropolitan Interfaith Coun-
cil on Aff o rdable Housing (MICAH) is
attempting to counter the NIMBY syn-
d rome with a new campaign to demon-
strate how aff o rdable housing benefits
communities. The “Yes! In My Back-
y a rd” campaign hopes to organize local
citizens in support of aff o rdable devel-
opment proposals to convince local
o fficials, neighbors and developers that
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a ff o rdable housing is a positive asset.
Since the campaign is just getting
under way in a few areas, it is diff i c u l t
to determine what, if any, impact it will
have on the actual production of
a ff o rdable housing.

Tax Policies that Affect the
P roduction of Aff o rd a b l e
H o u s i n g
The 1986 Tax Re f o rm Ac t

Changes in tax incentives have also
contributed to the shortage of aff o rd-
able housing. The watershed event was
the 1986 repeal of federal tax incen-
tives for construction of aff o rd a b l e
multifamily housing.

In the early 1980s, the Reagan
administration shifted the role of the
federal government in housing policy
f rom funding the production of public
housing to providing more market-
based incentives for the private sector
to meet the need. 

A new tax policy created significant
incentives for the development of mul-
tifamily housing by allowing the rapid
d e p reciation of income-producing re a l
estate. Owners and investors were
allowed to depreciate their pro p e rt i e s
over fifteen years, which meant they
w e re able to write off the value more
rapidly than its actual depreciation. In
addition, the federal government cre a t-
ed unrestricted tax-exempt bonds to
help finance the pro j e c t s .

The tax incentives worked very
well and there was a boom in the con-
s t ruction of rental housing. The incen-
tives proved to be too good, however.

The rapid depreciation created art i f i-
cial value for investors and overh e a t e d
the market. Rather than investing in
rental pro p e rties in hopes of making a
n o rmal profit, investors began to buy
rental pro p e rties simply to acquire the
tax loss.

The 1986 repeal was designed to
curb such abuses but it, too, had signif-
icant unforeseen consequences. The
1986 Tax Reform Act “(1) eliminated
accelerated depreciation, (2) ended the
deductibility of constru c t i o n - p e r i od
i n t e rest and taxes in the year they were
i n c u rred, and (3) restricted the
deductibility of passive losses.”5 1 W h i l e
these changes were likely necessary to
c o rrect the abuses, they came at a time
when the market was oversaturated
with rental housing. 

This oversupply meant that vacan-
cies were increasing and rents were
d e c reasing. In addition, the tax changes
meant that the value of the pro p e rt i e s
declined precipitously and owners now
owed more on the mortgages than the
p ro p e rties were worth. Many owners
defaulted on their mortgages.

With the incentives gone and
investors and lenders having been
badly stung, the production of aff o rd-
able housing dropped off significantly
a round 1986 both nationally and in
M i n n e s o t a .52 

Minnesota Pro p e rty Tax Re f o rm of
2 0 0 1

Recent changes in the state tax
c ode are expected to spur constru c t i o n
of multifamily housing. Historically,
Minnesota has taxed rental housing at
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a much higher rate than single-family
units. In 1991, the average eff e c t i v e
tax rate on rental pro p e rties (taxes paid
divided by assessed market value) was
m o re than two and one-half times the
e ffective tax rate on owner- o c c u p i e d
h o m e s .5 3 By 2000, the effective tax rate
on rental housing was down to a little
m o re than two times that of owner-
occupied housing, but the disparity was
still very high.5 4

For years the Minnesota MulitFami-
ly Housing Association and other
g roups re p resenting owners, developers,
and managers of multifamily housing
had lobbied for greater parity on the
taxation of these diff e rent pro p e rt i e s .
Although some argued that lower taxes
on homesteads encouraged home own-
ership, others argued that the disparity
meant that renters and businesses were
e ffectively subsidizing home ownership
for those who could aff o rd the initial
down payment and closing costs.

T h e re is probably truth on both
sides. While lower pro p e rty taxes on
homesteads certainly lowered the over-
all cost of home-ownership, Minneso-
t a ’s pro p e rty taxes on single-family
homes were not low relative to the re s t
of the nation. In fact, in 1998, Min-
n e s o t a ’s homestead tax rate ranked
between eighteenth and twenty-sixth
n a t i o n a l l y, depending on the value of
the home. Minnesota ranked third for
highest effective tax rates on apart-
ments that year.

The up-front cost of the down pay-
ment and closing is the single biggest
b a rrier to home ownership. Some have
a rgued that rather than encouraging

home-ownership among the poor, the
lower pro p e rty tax rate on owner- o c c u-
pied housing simply allowed the mid-
dle class to buy bigger homes.
Low-income families who could not
a ff o rd the initial costs purchase were
locked into an extremely tight re n t a l
market that made it even more diff i c u l t
to save for a home.

In 2001 the Legislature significantly
l o w e red pro p e rty taxes on both classes
of pro p e rt y. The new rates were phased
in and, while the rate on rental pro p e r-
ties is still 25 percent higher than that
on owner-occupied homes, the dispari-
ty has been substantially narro w e d .5 5

Although the changed tax law is
too new for empirical proof, developers
and advocates agree that new re n t a l
p ro p e rty is being built because of the
rate change. It remains to be seen how
l a rge the effect will be and whether the
new developments will be aff o rd a b l e .

Of course, many analysts argue that
any increase in rental property will lead
to an increase in the supply of aff o rd-
able housing. This “filter theory” assert s
that as more luxury apartments are built
and filled with people from more mod-
erate housing, more moderate housing
will become available. Those with
lower incomes will move up to the
vacant moderate housing, making
available more low-income units.56

Advocates for aff o rdable housing
generally believe significant new feder-
al and state investment in prod u c t i o n
is needed. They argue that because the
state and federal government “subsi-
dize” market-rate housing through the
m o rtgage interest deduction, not to
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mention the provision of public ro a d s ,
sewer and water, and schools, a similar-
ly substantial subsidy for aff o rd a b l e
housing is what justice re q u i re s .

Developers argue that slowing the
g rowth of land prices and reducing the
costs of construction would significant-
ly increase housing aff o rd a b i l i t y. They
advocate such changes as expanding
the MUSA line to include more devel-
opable land—which would reduce the
cost of land—and re f o rming the state
and local building cod e s .

S m a rt Growth: What it is
and How it Affects 
A ff o rdable Housing

All of these debates over subdivision
o rdinances, density and expansion of
the MUSA line have one thing in com-
mon—they are critical components of a
national movement for limiting devel-
opment known as smart growth. Smart
growth advocates argue that unrestrict-
ed growth results in low-density re s i-
dential and commercial development,
which they describe as “urban sprawl.”
Sprawl is bad, in their view, because it
i n c reases traffic congestion (and thus,
pollution), destroys “green space,” and
spawns social isolation.

S m a rt growth advocates argue that
the antidote for sprawl is high-density,
compact developments, usually along
transit corridors. Such “transit-orient-
ed developments” (TODs) will
i n c rease reliance on public transport a-
tion, decrease traffic congestion (and
pollution), pre s e rve green space, and
p rovide a sense of “community” for
those who live and work there .

The term smart growth is a market-
ing tool developed by advocates of
g rowth restrictions to sell their devel-
opment philosophy to the public.
Rather than accurately describing the
n a t u re of the policies advocated
( restricting or regulating growth and
development) or the impact of those
policies (higher densities, more traff i c
congestion, higher cost of homes), the
spin engendered by the term is that
g rowth is being allowed, but at a
thoughtful, deliberate pace that “they”
decide is best for everyone concern e d .

A more accurate term might be
“ restricted growth” or “regulated devel-
opment,” but they smack of govern-
ment dictates and would never garn e r
s u p p o rt among the public. The term s
s m a rt gro w t h and restricted gro w t h w i l l
be used interchangeably thro u g h o u t
the rest of the paper. 

National and local eff o rts are being
made to get the aff o rdable housing
advocates to join forces with the smart
g rowth advocates. Because much of
what the smart growth movement
advocates is actually detrimental to the
cause of increasing aff o rdable housing,
it is fascinating that so many housing
advocates have been won over. The
a rgument generally goes that high-den-
sity housing is cheaper to build, so it is
m o re likely to be aff o rdable than sin-
gle-family homes built in the absence
of smart growth initiatives. Furt h e r,
because high-density developments
re q u i re less public serv i c e — t r a n s p o rt a-
tion, fire and police pro t e c t i o n — a n d
supposedly lead to less congestion, the
l o n g - run cost savings can be used for
m o re aff o rdable housing units.
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While high-density housing may be
cheaper to build, it is not necessarily
m o re aff o rdable than housing built in
the absence of smart growth initiatives,
because the smart growth re s t r i c t i o n s
actually drive up the cost of land,
i n c rease construction costs, and
encourage the development of higher-
end or “luxury” units. 

It has become fashionable to com-
mission studies to demonstrate the eff i-
ciencies in local services fro m
high-density developments, but the
assumptions are unconvincing.
Although the case could be made that
high-density developments re q u i re
fewer public services because more peo-
ple are in one area, the case that high-
density leads to the “concentration of
social ills,”5 7 which would re q u i re
g reater public services, can be made
with equal force. A fire in a high-den-
sity development would likely affect a
g reater number of families and have a
higher cost than a fire in a single-fami-
ly development.

Minnesota, though not at the van-
g u a rd of the smart growth movement,
is certainly part of the national tre n d .
In December 2002, the Met Council,
under chairman Ted Mondale, adopted
a comprehensive development guide
known as Blueprint 2030, which com-
mitted the region and the Met Coun-
c i l ’s significant re s o u rces to a smart
g rowth agenda for the next twenty-
seven years.

Since the plan’s adoption and Gov.
Tim Pawlenty’s election, the chairm a n-
ship and membership of the Met
Council has changed. This Met Coun-
cil, now chaired by Peter Bell, re c e n t l y

drafted its own regional development
guide, known as the Regional Develop-
ment Framework 2030.

Although some smart growth buzz-
w o rds have been eliminated and more
c o n s e rvative rhetoric about “market
f o rces,” “choice,” and “cost-eff e c t i v e-
ness” have been added,5 8 the substance
of the new F r a m e w o r k is re m a r k a b l y
similar to Mondale’s Blueprint.

Of course, the current Met Council
would argue strenuously that they are
c h a rting a course for the region that is
significantly diff e rent than the Mon-
dale-era vision. While I agree that the
Framework is less prescriptive and gen-
erally more open to allowing market
f o rces to operate in regional develop-
ment, the diff e rence is a matter of
d e g ree, rather than a genuine change
in philosophy. 

Some possible reasons for this shal-
low shift are: many of the underlying
legislative mandates (e.g., the Livable
Communities Programs) re m a i n
unchanged; altering the course of poli-
cies that affect multiple jurisdictions
takes time; and although the make up
of the council has changed, the perm a-
nent staff, which wrote both the Blue-
print and the Framework, is larg e l y
unchanged. 5 9

A comparison of how the Mondale
B l u e p r i n t and the Bell F r a m e w o r k
incorporate three key smart gro w t h
strategies will illustrate the similarities
in the documents. We will examine
how each proposes: clustering develop-
ment around existing transport a t i o n
c o rridors to ease congestion; lifecycle
housing; and reinvestment and infill.
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C l u s t e ring De velopment Along
Transit Corri d o r s

The Mondale B l u e p r i n t described its
vision for these high-density develop-
ments in this way:

“For residents of a community, clus-
tering housing, businesses, retail, and
s e rvices along a transportation corr i-
dor means that many ord i n a ry house-
hold needs can be taken care of
quickly and easily, with one short
auto trip, one parking spot. For the
region, this translates to better access
to jobs, fewer—and short e r — a u t o
trips (and there f o re less air pollution),
m o re housing choices, and more
options for reaching destinations.”6 0

Although the policy goal of the Bell
Framework is to “work with local com-
munities to accommodate growth in a
flexible, connected and efficient man-
n e r, ”6 1 the discussion of this strategy
closely mirro r’s Mondale’s philosophy:

“If the land use patterns cluster hous-
ing, businesses, retail, and services in
walkable, transit-oriented centers
along transportation corridors, the
benefits increase: Improved access to
jobs, open space, cultural amenities
and other services and opport u n i t i e s .
Fewer—and shorter—auto trips, more
housing options and more choices for
reaching local and regional destina-
tions. A significant reduction in the
number of vehicle trips and vehicle
miles traveled, slower growth in traf-
fic congestion, improved air quality,
and a healthier environment com-
p a red with a more spread-out, single-
use pattern of development. …short e r
daily commutes provide more time for
personal or family activities.”6 2

The Bell Framework puts a conserv a t i v e
spin on this utopian vision by asserting
that such clustering will save individual
households and taxpayers money
because transit connections save money
for families and taxpayers won’t have to
build new roads or add more lanes.63 Of
course, this argument is predicated on
two unlikely assumptions: families will
significantly increase their use of tran-
sit; and additional road capacity will
not be needed if the density along a
corridor is increased.

The new council’s acceptance of
the smart growth agenda demonstrates
the irresistible nature of the underlying
p h i l o s o p h y — w o u l d n ’t we all like to
live in a community with a stro n g
sense of identity where we could walk
to work and entertainment and run all
of our errands from one parking spot?
U n f o rt u n a t e l y, it’s unlikely that this
ideal can become re a l i t y. 

For three years I lived in a neighbor-
h o od that comes close to this vision:
D . C . ’s Capitol Hill. I walked to work
past many shops and restaurants. I re g u-
larly walked to public transport a t i o n .
U n f o rt u n a t e l y, housing was very expen-
sive and I couldn’t afford the neighbor-
h o od shops and restaurants very often.
To do everyday gro c e ry or toiletry shop-
ping, I had to drive to an even less-safe
n e i g h b o rh o od or thirty minutes out to
the suburbs. For those in the neighbor-
h o od who had lower incomes than I
did, it was even more difficult. Their
housing was even less safe and they did-
n’t own a car, so they would either have
to take a taxi or combination of bus and
subway or rely on friends. If you’ve ever
tried to take home a week’s worth of
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g roceries for a family on a bus in an
unsafe neighborh o od, you know how
reality intrudes on utopia. 

L e t ’s look at the assumptions under-
lying the call to cluster development
along transportation corridors. First,
“cluster” is smart - g rowth code for high
d e n s i t y, often mixed-use, development
designed to pre s e rve farmland and
open space. Because “high density” has
negative connotations for much of the
public, restrictive growth advocates are
t rying to soften the image.

And, for good reason—high density
i n c reases the cost of development.
While increasing density on a given lot
reduces costs for infrastru c t u re, it also
i n c reases the value of the land, so some
of the cost savings are offset by the
i n c rease in land price.6 4 While higher
densities may reduce the cost of a par-
ticular development, a general incre a s e
in overall density in a given city or
region tends to increase housing prices,
reducing aff o rdability in that are a .6 5 A t
some point, the eff o rt to reduce costs
t h rough increasing density will actual-
ly lead to higher costs for housing gen-
e r a l l y. The only way to mitigate this is
if additional land becomes available for
development in the area as the higher
density housing is prod u c e d .

Recent growth trends in the metro-
politan area seem to bear this out. As
land and housing costs inside the
MUSA have increased, families are
i n c reasingly opting to build on less
expensive, non-serviced land outside
the MUSA. Such “leap-frog” develop-
ment is precisely the type of “sprawl”
the growth restrictions were intended

to prevent. Portland, Oregon, has sim-
ilarly experienced significant gro w t h
outside its Urban Growth Boundary, as
families there have also sought more
a ff o rdable housing options.

An explicit assumption of the “clus-
tering” strategy is that it will re d u c e
t r a ffic congestion. As noted above in
the Mondale B l u e p r i n t, the theory is
that clustering enables you to run all
your errands “from one parking spot.”
Common sense and experience shows
this is simply not true. Although the
drive time may be less, it is doubtful
you can get your groceries, dry - c l e a n-
ing, go to the post office, and rent a
movie all from one parking spot.

The Bell Framework softens this
rhetoric while still supporting the phi-
losophy that traffic can be eased by
“combin[ing] transit, housing, off i c e s ,
retail, services, open space and con-
nected streets that support walking and
bicycle use.”6 6

Realization of this utopian vision is
p redicated on the assumption that clus-
tering development along transit corr i-
dors (Transit-Oriented Development
or TODs) will reduce auto usage. Con-
t r a ry to predictions by re s t r i c t e d
g rowth advocates, TODs have not
d e c reased reliance on cars. Port l a n d ’s
t w e n t y - y e a r-old Urban Growth Bound-
a ry (UGB) has not resulted in lighter
t r a ffic; in fact, the level of traffic con-
gestion is approaching that of New
York City, even though Port l a n d ’s pop-
ulation is fifteen times smaller. Tr a ff i c
volumes are expected to rise 50 perc e n t
by 2015, despite the fact that five addi-
tional light rail lines are scheduled to
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open. Since voters rejected a bond
issue to build the next light rail line in
1998, it is uncertain the additional
lines will be built.6 7

A d d i t i o n a l l y, contrary to the
restricted growth rhetoric, the Envi-
ronmental Protection Agency (EPA )
has found that shorter auto trips at
slower speeds can actually increase air
p o l l u t i o n .6 8

In addition to high-density devel-
opments adding to traffic congestion,
other studies of TODs have shown that
“mixed-use” developments of housing
and retail space, while providing some
conveniences, can also increase con-
gestion. As people from other neigh-
b o rh o ods come to take advantage of
the shopping and dining options, park-
ing and traffic problems in the area of
development worsen. A recent study of
one of the “flagship” TODs in Port l a n d
revealed that “transit use is minimal,
t h e re is a severe shortage of parking,
and local neighborh o od streets are
being inundated with out-of-district
MAX (transit) riders and Commons
(development) residents parking on
their stre e t s . ”6 9

It is a classic Catch-22. If not
enough people come, the re t a i l / e n t e r-
tainment segment will fail. If they
come, traffic/congestion will worsen
(and slower speeds will increase air pol-
lution). The restrictive growth solution
to this conundrum is to create the crit-
ical mass necessary to support the re t a i l
and transit options. They do this by
developing high-density housing units
in the area. Of course, only well-off
people can aff o rd the retail and enter-
tainment options, so the high-density

housing has to be luxurious enough to
attract owners/renters who can aff o rd
the whole package.

Such plans are under way in an
exurb north of Anoka. City off i c i a l s
plan to move an entire low-density
n e i g h b o rh o od so they can build a high-
er density development in its place.
The rationale given for this dramatic
move is that they need to increase the
density in the area to support the new
mixed-use retail and re s t a u r a n t s .

As limited, valuable land inside the
growth boundaries is used up to build
luxury, high-density housing, the land
remaining is usually the most difficult to
develop, increasing the cost of develop-
ing it, and making it less aff o rd a b l e .7 0

De veloping “Life-Cyc l e” Ho u s i n g

A c c o rding to the Mondale Blue-
print, “Life-cycle housing” is “a mix of
housing [that] enables residents and
their children to stay in the same com-
munity through the various stages of
their lives, strengthening community
involvement and associations.”7 1

A key component of the develop-
ment of lifecycle housing and transit-
oriented developments (TODs) is the
assumption that that mixed-use devel-
opments would enable workers to live
near their jobs.

The Mondale B l u e p r i n t lauds this
goal, noting that this would “short e n
daily commutes, reduce business costs
related to commuting congestion
delays that reduce worker time on the
job, increase productivity as commut-
i n g - related stress on employees is
reduced …reduce the strain on the
[ t r a n s p o rtation] system during peak
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travel periods,…and expand employ-
ment opportunities for citizens of the
re g i o n . ”7 2

The Bell Framework notes that, “if
m o re communities have mixed uses . . .
m o re people have the option of work-
ing in the same community in which
they live.”7 3 This assumption is then
translated into policy number thre e :
“Encourage expanded choices in hous-
ing location and types, and impro v e d
access to jobs and opport u n i t i e s . ”7 4

The strategy to achieve this goal is to
“ s u p p o rt the production and pre s e rv a-
tion of lifecycle and aff o rdable housing
with links to jobs, services, and ameni-
ties accessible by auto, transit, biking
or walking.”7 5

Once again, the grand vision sounds
appealing, but it is far from realistic. In
addition to the fact that none of these
p redictions is supported by examples
from research elsewhere in the country,
t h e re is no direct correlation between
the development of housing and the
location of the occupants’ jobs. 

While there are certainly many
excellent examples of e m p l o y e r- a s s i s t e d
housing programs where employers
take a leadership role in increasing the
supply of housing in a region so their
c u rrent and potential employees can
live near their jobs,7 6 t h e re are no sim-
ilar examples of govern m e n t - i n i t i a t e d
housing programs tied to occupants’
employment. 

Advocates often cite Minnesota
examples of employer- s u p p o rted hous-
ing in Rochester and Austin to show
the power of locating aff o rdable hous-
ing near an employment center.

Indeed, Rochester and Austin are suc-
cess stories, but they offer no support
for a government solution. Rochester
and Austin succeeded for two re a s o n s :
1) They are in located in smaller com-
munities where land is readily available
and one large employer is able to sig-
nificantly impact the housing needs of
its employees because of the re l a t i v e l y
small geographic area involved; and 2)
they are market-driven. The employers
needed to attract and retain good
employees, but were unable to do so
because there wasn’t an adequate sup-
ply of housing. 

Employers are willing to spend some
of their own money to ensure housing is
available because it improves their bot-
tom line. It is less expensive than either
busing employees from other towns in
the region (as Mayo was doing in
Rochester) or having to constantly
re c ruit and retrain workers because they
a re not satisfied with the current hous-
ing options and go elsewhere.

In the seven-county region under
the Met Council’s jurisdiction, such an
attempt to coordinate housing and
employment needs is much less likely
to be successful—even if it is employer-
driven. In a smaller community, where
a family lives relative to its various
activities is less important because
most work, church, school, sports, and
e x t r a c u rricular activities are all located
in a fairly compact are a .

In the metropolitan area, however,
w h e re many families have two adults
working, it is nearly impossible to live
close to both places of employment,
c h u rch, school, etc. Tr a d e - o ffs have to
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be made and families generally make
decisions on where to live largely based
on what they can aff o rd and where
they like the schools. Proximity to
work is often a secondary considera-
tion. It’s unrealistic to believe that
developing aff o rdable housing near
employment concentrations or along
transit corridors will result in many
workers living near their jobs. A much
m o re realistic approach is to pro v i d e
the opportunity for a variety of housing
options in as many communities as
possible— the greater number of choic-
es families have, the more opport u n i-
ties they will have for employment,
education, and re c re a t i o n .

A more realistic program for meeting
affordable housing needs in the metro
a rea is, again, employer-driven. In April,
2003, Bremer Bank announced its
employees could get assistance with
down payments and closing costs as part
of their benefits package. The loan
would be forgiven over time, unless the
employee left the bank.

This private-sector model is a
superb example of how employees in
the metro area can be assisted. Rather
than being tied to living in a part i c u l a r
development, employees are free to use
the loan wherever they choose. Clearly
the private sector sees the wisdom on
not limiting employees’ housing choic-
es to certain commute time ranges or
transit corridors. 

It must be noted that while the Bell
F r a m e w o r k did not give any specific
p roposals re g a rding aff o rdable housing,
it is a positive sign that aff o rd a b l e
housing was explicitly mentioned as

one of the housing choices that would
be encouraged throughout the re g i o n .
The Mondale B l u e p r i n t simply men-
tioned lifecycle housing.

On e - T h i rd of New Growth with
Re i n vestment and In f i l l

F i n a l l y, let’s look at two of the
F r a m e w o r k ’s other restrictive gro w t h
tools. “Reinvestment” means re d e v e l-
oping existing pro p e rt y, usually at
higher density, and “infill” means
developing vacant land inside the
g rowth boundary, in this case, the
MUSA line. 

Both the Mondale Blueprint and the
Bell F r a m e w o r k established a goal of 30
p e rcent of new housing units and
a p p roximately 50 percent of new jobs
in the region would be sited thro u g h
reinvestment or infill.7 7 , 7 8

The rationale for this policy is that
reinvestment and infill are import a n t
for continuing the “cycle of gro w t h ”
cities go through and will keep aging
communities “desirable locations for
new households and new jobs.”7 9 F u r-
t h e rm o re, when undertaken along exist-
ing transportation corridors ( e m p h a s i s
added), reinvestment and infill “also
p rovide significant opportunities to
c reate or enhance desirable “small
town” places within the urban area by
incorporating improved access to tran-
sit, increased housing choices, better
connections among land uses and nat-
ural re s o u rce re s t o r a t i o n … ”8 0

C u rrent rates of infill/re i n v e s t m e n t
in the Twin Cities are 26 perc e n t .8 1 I n
1999, despite years of smart gro w t h
planning, Port l a n d ’s rate of infill was
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25.4 percent. A study by Port l a n d ’s
regional government showed that the
rate of residential redevelopment and
infill was negatively related to the total
housing built when the data were bro-
ken down by neighborh o od . ”8 2 T h e
g reater the amount of infill, the lower
the overall number of housing units
p roduced. As more land within the
UGB was used up, the remaining land
became scarc e r, and more expensive.
As the price of land goes up, higher
home prices are necessary to justify the
development of the relatively more
expensive land. Furt h e rm o re, as home
prices increased, homebuyers substitut-
ed away from land to increase home
size. This “substitution effect” of home
size for lot size occurred in all home-
size categories.8 3

What are the implications of this
data for the seven-county metro area?
Given the current regulatory environ-
ment, as more vacant land inside the
MUSA line is developed, less will be
available and the price of land inside
the growth boundary is likely to go even
higher. As the price of land increases,
the price of housing units will rise for
two reasons: to justify the investment in
the relatively more-expensive land; and
because as the cost of land rises, the
overall cost of the unit rises.

Not only do restrictive gro w t h
advocates agree with this analysis, they
embrace it as a desired outcome. As
home prices in the inner-city incre a s e
due to reinvestment and refill, the
goals of neighborh o od re v i t a l i z a t i o n
and higher densities are being met.8 4

But what happens to the low-
income families who already live in the

city and are already struggling to find
a ff o rdable housing? As neighborh o od
home values rise (“gentrification”),
many are no longer able to aff o rd to live
in the same neighborhoods that used to
be “affordable.” They are pushed out to
first-ring suburbs, forced to move in
with extended family members, or are
o t h e rwise displaced from neighbor-
h o ods that often have been a source of
stability and support for them. 

Stories like this are n ’t unusual. The
displacement issue is compounded by
city leaders’ desire to improve the tax
base by increasing pro p e rty values and
attracting higher-income occupants.
While there is nothing wrong with
cities promoting a healthy tax base,
accomplishing it through the double
b a rrel of excessive re h a b i l i t a t i o n
re q u i rements and growth re s t r i c t i o n s
means that low-income families are left
without housing options. 

Analysis and 
R e c o m m e n d a t i o n s

As we have seen, the re s t r i c t e d
g rowth proposals outlined in Blueprint
2030 will not achieve their utopian
objectives and will unnecessarily
i n c rease the cost of housing thro u g h-
out the region. Even if these smart
g rowth policies are abandoned, very
low- and extremely low-income fami-
lies will still need varying degrees of
assistance with housing services. 

The production of new housing
units and the necessary subsidies are
limited by the amount of public and
private dollars available, which by any
m e a s u re is not enough to meet the
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need. Increasing the supply of devel-
opable land would certainly help re d u c e
the price of land, but it is unclear how
much. Reducing the cost of constru c-
tion by eliminating “gold plated” codes
and various zoning restrictions would
p rovide substantial cost savings, but
may not lower the cost enough to help
those in the “very low” or “extre m e l y
low” income ranges.85

Possible Policy Changes 

Although aff o rdable housing seems
to be a perennial problem, the Met
Council and local governments can do
several things that would significantly
i m p rove the market for aff o rd a b l e
housing. Enacting any of these specific
changes, however, will re q u i re a politi-
cal consensus that: ensuring an ade-
quate supply of aff o rdable housing is
n e c e s s a ry for regional economic vitali-
ty; a range of housing choices—not just
“lifecycle” but also “aff o rd a b l e ” — i s
essential for every community in the
region; and using smart growth princi-
ples, such as TODs or re q u i rements for
reinvestment/infill will not actually
accomplish the utopian vision that
underlies them and the money used to
restrict growth could be better spent to
i n c rease aff o rdable housing options
t h roughout the re g i o n .

Although achieving a consensus (or
at least a simple majority) on these big-
p i c t u re issues will be difficult, it is not
impossible and it is certainly worth the
e ff o rt. The lack of a political consensus
in support of restrictive growth man-
agement practices has not slowed the
push to enact such policies. Those of us

who believe it is the wrong diagnosis
and the wrong elixir should not hesi-
tate to push back.

The cost of continuing down the
restrictive growth path will be tre m e n-
dous—higher land and housing prices
a c ross the board, which will make it
m o re difficult for employers and
employees to settle here. Incre a s e d
development along transit corridors has
been shown to actually increase traff i c
congestion and pollution, thus re d u c i n g
our quality of life. In addition, the quest
for providing an adequate supply of
a ff o rdable housing will be hampere d
and will likely lead to a new layer of
subsidies and government re g u l a t i o n s
that mandate certain percentages of
new developments be “aff o rd a b l e ”
(known as “inclusionary” housing poli-
cies). Such additional layers of re g u l a-
tion and subsidies will further distort
the housing market, creating more
externalities.

But such a scenario doesn’t have to
be lived out. Instead, we can choose to
abandon the smart growth fad and fol-
low development strategies that will
i n c rease the supply of aff o rdable hous-
ing and improve our quality of life.

The Met Council can do thre e
i m p o rtant things in this re g a rd: 

• It can increase the developable
supply of land by expanding the
MUSA line and accurately pro j e c t-
ing and cataloging the land needs
of the re g i o n .

• It can abandon the smart gro w t h
principles adopted in F r a m e w o r k
2030. 
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Instead of providing financial incen-
tives for restrictions (such as gro w t h
only at certain densities along cert a i n
transit corridors), the Met Council
could provide financial incentives for
localities to re m o v e regulations or fees.
In 2003, the Met Council granted $9.7
million through its Livable Communi-
ties Programs to local communities for
s m a rt - g rowth-based development pro-
j e c t s .8 6 The Met Council could instead
p rovide development grants for cities
that waive various permit fees for
a ff o rdable housing developments or
p rovide zoning or rehabilitation cod e
waivers to encourage development of
a ff o rdable housing.

If the Met Council removes the cur-
rent market distortions that cause local
g o v e rnments to make planning deci-
sions based on the Framework 2030,
local governments will be freed up to
make decisions based on the needs of
their communities. Instead of trying to
leverage Met Council grant money for
TODs that will re q u i re significant local
investment and will likely not live up
to the press releases on a number of
f ronts, local governments could use the
money to buy down the costs associat-
ed with new developments.

Local governments also could:

• Change zoning laws or grant
waivers from subdivision ord i-
nances that mandate various
amenities that make housing less
a ff o rd a b l e .

• Adopt separate building and re h a-
bilitation codes, which follow
national standards for safety, but
which could also significantly

reduce the cost of new units or
rehabilitation of existing stru c t u re s .

• Waive permit, code, hookup, or
park fees to encourage the develop-
ment of aff o rdable housing.

Ma rk e t i z a t i o n

In his book, The Twenty-First Cen-
t u ry City, Stephen Goldsmith, the for-
mer mayor of Indianapolis, argues that
the key to prosperity and the eff i c i e n t
d e l i v e ry of public services is competi-
tion. He draws a distinction between
“competition” and “privatization” and
believes that it is the form e r, rather
than the latter, that is the essential
i n g redient in providing quality govern-
ment services in a timely and least
costly manner.

Goldsmith found, through trial and
e rro r, that private companies were not
necessarily the best providers of some
g o v e rnment services. He also found,
h o w e v e r, that public entities were only
s p u rred to be the most efficient serv i c e
p rovider when they had to compete for
the right to do so. 

“Competition drives private firm s —
and, as we soon discovered, public
agencies—to constantly seek ways to
reduce costs and improve serv i c e , ”
Goldsmith noted. “The pre s s u re exert-
ed by customers and the threat of los-
ing out to competitors are what spur
innovation and overcome the natural
b u reaucratic resistance to change in
public or private institutions.”8 7

Goldsmith adopted a model of cre-
ating a market for services where none
had previously existed. This “marketi-
zation” freed public employees fro m
the system that “punishes initiative,
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i g n o res eff i c i e n c y, and re w a rds big
s p e n d e r s . ”8 8 It also allowed private
f i rms to compete for the opportunity to
p rovide some public services, such as
sending utility bills or fixing potholes.
Goldsmith found that in some cases
(utility bills), private vendors could
p rovide the service less expensively
and with greater innovation and cus-
tomer service. He also found, that
when layers of politically appointed
and often unnecessary supervisors were
let go and union workers were empow-
e red to design and execute their bid,
public agencies could also be the most
e fficient service provider (fixing pot-
holes). In both cases, the city re a l i z e d
significant cost savings, services were
p rovided more eff e c t i v e l y, and cus-
tomers (citizens) received a higher
level of satisfaction.8 9

A d m i t t e d l y, providing aff o rd a b l e
housing is a great deal more complicat-
ed than fixing potholes or sending util-
ity bills (he also outsourced wastewater
t reatment, which the Met Council
could consider), but the model of cre-
ating a market where one did not pre-
viously exist is an idea that could be
applicable to aff o rdable housing, par-
ticularly in the arena of moving fami-
lies into homeownership.

Helping Low - Income Fa m i l i e s
Build We a l t h

Section 8 Ho m e ownership Pro g r a m

The state could increase the oppor-
tunities for some low-income renters to
move from perpetual reliance on feder-
al Section 8 vouchers to achieving the
American dream of homeownership.
Since 2000, the federal Section 8

voucher program has permitted local
public housing authorities (PHAs) to
use some of their rental vouchers to
supplement mortgage payments. To
date, most PHAs in Minnesota have
not chosen to participate in the home-
ownership program, arguing that the
time re q u i red to help clients thro u g h
the process is simply too labor inten-
sive given current staff i n g .

This homeownership program,
which enables families to use their
vouchers for mortgage payments for up
to fifteen years, has all the hallmarks of
a successful “hand-up” to low-income
families.90 Eligible families are able to
choose the home, location, and lender.
They are able to build equity and later
sell the home at market rate, with a por-
tion of the sale being “recaptured” by
the PHA, but the remainder belonging
to the family. The homeownership pro-
gram fosters individual choice, indepen-
dence, and helps families build wealth.

Contrast these results with Section 8
rental vouchers, which build no equity
and, unlike the homeownership pro-
gram, have no time limit. Although
t h e re are individuals and groups who are
simply not able to move into homeown-
ership, they are the exception, rather
than the rule, and they would not likely
meet the eligibility criteria for the
homeownership program anyway. 

Unfortunately, because of the initial
time commitment necessary to help
families achieve homeownership—
p a p e rwork, financial counseling—many
PHAs do not offer the homeownership
option to their Section 8 rental vouch-
er clients. Once again, as we experi-
enced with welfare, the “system” is
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failing to move families from depen-
dence to independence because of the
inherent nature of bureaucracy. 

This program is ripe for Goldsmith’s
“marketization” approach. Minnesota
should request a waiver from HUD to
allow nonprofits, foundations, and for-
p rofit companies to compete for the
right to administer the homeownership
p rogram. This would relieve PHAs of
the burden of providing the service and
would open up tremendous opport u n i-
ties for eligible families.

Since the inability to save for a
down payment is one of the biggest bar-
riers to homeownership, these groups
could also develop programs (or part n e r-
ships with existing state and private pro-
grams) to provide down-payment
assistance to families as part of the pack-
age of services they provide to adminis-
ter the homeownership pro g r a m .9 1

“ Renewing the Dre a m” Tax Credit Ac t
(HR 839/S 875)

One of the obvious problems with
the homeownership program described
above is that families won’t be able to
take advantage of the program (if,
indeed, it becomes more widely avail-
able) if there isn’t an adequate supply
of aff o rdable homes to purchase. 

A bill introduced in Congress this
spring would address this supply issue by
giving a “tax credit to developers/
investors who build or substantially
rehabilitate homes for sale to low-
income buyers in targeted communi-
t i e s . ”9 2 Under this proposal, states
would be given tax credit authority of
$1.75 per capita annually ($2 million

per state minimum), indexed for infla-
tion. A maximum credit of 50 perc e n t
of construction, substantial re h a b i l i t a-
tion, and building acquisition costs
(not land acquisition) would be given
for eligible pro p e rties in targeted are a s .
Those locations include: census tracts
with median incomes less than 80 per-
cent of area or state median; rural are a s
eligible for USDA housing pro g r a m s ;
Indian tribal lands; and areas of chro n-
ic economic distress designated by the
state (subject to HUD disappro v a l
within sixty days). The homebuyer’s
income limit is generally up to 80 per-
cent of the area or state median, but
may be up to 100 percent of area medi-
an income low-income census tracts.9 3

The tax credit would be claimed by
investors only after the home had been
sold to an eligible buyer and the cre d i t
could be claimed over five years.

Originally part of President Bush’s
budget proposal, the bill had strong
bipartisan support in the House (200
co-sponsors) and the Senate (twenty-
nine co-sponsors). Although the bill did
not make it out of the tax committees
last year, it could become part of a larg-
er package this year.

While providing tax incentives to
spur production of aff o rdable housing
specifically for homeownership by low-
income families seems promising, the
devil is in the details. If the mistakes of
the ’80s can be avoided—when acceler-
ated depreciation was used to create an
incentive for production of multi-fami-
ly rental housing—this program may be
a strong engine for spurring the produc-
tion of aff o rdable housing a n d h e l p i n g
low-income families build wealth.
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C o n c l u s i o n
While certain aspects of re g i o n a l

development are necessary and re q u i re
long-range planning, many of the
restricted growth management policies
adopted in the Met Council’s F r a m e-
work 2030 need to be re-examined in
light of the evidence of their ineff e c-
tiveness and their negative impact on
the supply of aff o rdable housing. Utopi-
an visions, no matter how appealing,
cannot be achieved by govern m e n t
mandates. In a democracy, politics is
the “art of the possible” and it would
not be possible to take away the fre e-
doms necessary to accomplish the goals
of restrictive growth advocates. 

Rather than aiming for an ideal that
cannot be achieved through regulation
and mandates—and which may not be
s h a red by everyone—we should incre a s e
the supply of developable land and
reform building codes and local zoning
ordinances to allow greater freedom to
meet the demand for aff o rdable housing.
We could use the resources currently
spent on restricting growth to encourage
local governments, developers, and
non-profits to build or rehab housing
that is more affordable for the lowest-
income families in our communities.

F i n a l l y, and perhaps most impor-
t a n t l y, we should look for ways to use
market forces to help those with the
lowest incomes use their govern m e n t
subsidies to build wealth thro u g h
homeownership. Since these families
a re currently eligible to receive govern-
ment housing assistance for life (unless
their income increases), doesn’t it
make sense to use that subsidy in a way

which will foster independence?
As with most policy decisions,

t h e re ’s no single program or appro a c h
( i n c reasing production vs. incre a s i n g
income supports) that will be the silver
bullet to provide adequate aff o rd a b l e
housing. But that is precisely why the
s m a rt growth restrictions, which try to
impose a singular vision on a diverse
s o c i e t y, won’t work and will only exac-
erbate the aff o rdability pro b l e m .

Minnesotans value decent housing
at prices that don’t deprive us of other
pleasures in life. We value the environ-
ment. We value our freedom to drive
our cars, ride our bikes, and make our
own trade-offs between commuting
time and the size of our backyards. We
value our traditions and our gro w i n g
d i v e r s i t y. We value education and faith.

All of these things are important to
all of us in varying degrees, and indi-
viduals and families are most likely to
find their own equilibrium when they
have the maximum freedom to make
choices about where they will live,
work and go to school. Rather than dri-
ving up costs by prescribing develop-
ment in certain areas along specific
c o rridors, public officials should use
s c a rce public re s o u rces to pro v i d e
incentives for reducing costs and
i n c reasing aff o rd a b i l i t y.

The American Dream has never
been achieved by regulation, govern-
ment mandates or central planning.
The state, Met Council and municipal-
ities would do well to remember that
and abandon the restrictive gro w t h
policies that drive up housing costs and
keep the dream out of reach for many
l o w e r-income families in our state. 
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