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Executive Summary

Thank you very much for the opportunity to help the Commission and Congress understand and address an expanded range of opportunities to meet the housing needs of all Americans, and all American communities. I’d like to focus my remarks on three ideas that perhaps will not otherwise be entered into this record.

· The first is that where you live influences your cost of living; this is a direct consequence of the need to travel and how conveniently located a particular home is to what people do. This leads to recommendations for capturing the value of convenience directly in home finance and other development incentives.

· The second is that where people live makes a difference to how much it costs an entire community; this is a consequence of the need to provide tangible services and investments to support housing. This leads to recommendations for capturing the value of smart use of scarce infrastructure dollars and for new mechanisms for regional investment strategy.

· And the third is that the quality and durability of housing and the built environment affects how efficiently we use capital to meet overall housing needs; this is because in a world of limited resources, the extent to which housing and related investments are designed to last only a short period of time increases the gap between available housing and housing demand and thereby increases overall costs. This leads to recommendations to increase the durability of the housing stock and its efficient use of energy.

In each case, failure to address these challenges represents a hidden tax on households, families, communities, regions, and on national productivity. In a sense, allowing less than full quality housing and community development is to housing what predatory lending is to credit accessibility.

What I’d like to do is address each opportunity explicitly, and in the spirit of the charge from Congress, identify a set of public policies and market practices that can address the challenges which each of these ideas poses for your consideration. I’ve attempted to do this in a manner which directly addresses the Commission’s concerns expressed in its “cross-cutting issues” questions, and to advance recommendations that can directly address other concerns raised regarding affordable housing, smart growth, housing finance, and technology.

Section I presents a context within which the hidden values of sound housing and community development policy can be understood. Section Two reports the findings of recent research conducted on the changing costs of transportation, changing nature of land use, and the durability of the built environment. Section Three presents recommendations for action that could be included in the Commission’s report to Congress. These recommendations are summarized as follows:

I.
How Can We Meet Transportation Needs While Building Wealth?

· Work with employers to increase assistance for homeownership near work, to lower the cost of transportation to work, and to help choose accessible locations;

· Work with government to identify direct transportation subsidies and to illuminate the hidden incentives for using particular transportation modes;

· Rapidly expand car sharing programs;

· Rapidly expand Location Efficient Mortgagessm, which recognize transportation savings as income to cover debt and help meet the affordable housing gap;

· Improve programs that counsel working households about saving to explicitly discuss transportation expenditures;

· Improve credit scoring programs to include household transportation spending;

· Develop experimental packages of these incentives specifically targeted at working families,  and implement tracking systems that will monitor effectiveness and provide feedback for continuous improvement;

· Support regional coalitions willing to build affordable housing and public transportation using innovative financing tools; and

· Work with regulators and the housing market to take advantage of the new rule governing Government Sponsored Enterprises (GSEs).  The rule, which took effect on October 31, 2000, raised the minimum purchase of loans in underserved areas from 24% to 31% of total purchases. That’s an increase of 25% in city, suburban and rural loans whose character is reinvestment rather than sprawl.

II.
Land Use and Infrastructure Recommendations

· Help communities understand the full costs of sprawl and the benefits of utilizing existing infrastructure; provide assistance to state and local governments who adopt these systems, reward them with incentives;

· Remove barriers that reward new infrastructure investment without guaranteeing maintenance of existing investment;

· Develop a legislative framework to enable alignment between state, local and regional housing and transportation plans, respectively; explore making this explicit in the reauthorization of TEA-21;

· Codify the intent of executive orders intended to locate federal facilities in convenient and central locations;

· Develop rules to encourage locating assisted housing in places that are convenient and location efficient;

· Require transportation cost and infrastructure cost impact analysis in review of consolidated area plans, and in individual development review. Develop performance measures to minimize user costs and maximize user benefits and public assets;

· Make resources available to incent creative approaches to cooperation between different governments within metropolitan regions. Explore creative uses of CDBG and Section 108 loan guarantees for this purpose, and coordinate these uses with innovative financing programs offered by the Department of Transportation;

· Provide assistance to state and local government to help meet the new requirements of the government accounting standards board (GASB).  Help state and local government identify model reporting formats that help identify opportunities to use and market underutilized infrastructure, housing, and other resources, including enhanced GIS, life cycle costing, and new value capture mechanisms;

· Explore regional application of urban development tools, such as Regional Asset Districts for targeted tax-base sharing, tax increment financing districts and special service districts dedicated to infrastructure renewal and maintenance;

· Identify new workforce development opportunities associated with enhanced infrastructure maintenance and renewal; work cooperatively with  the Department of Labor, and high performance private sector and community based service deliverers to implement;

· Increase housing interest participation in transportation and land use planning on a regional level – reference Community Builders in PRL Atlanta and SF on TODs and community capital access programs;

· Match tax depreciation periods for private infrastructure with economically useful services lives.

III.  Durability and Energy Efficiency

· Change accounting for housing to incorporate full cost, life cycle and durability accounting of the structure;

· Expand the mission of HUD’s Program for Advanced Technology in Housing (PATH) to include technologies for maintenance and improving durability of existing housing stock;

· Creative leverage of weatherization funds and other HUD/DOE resources to help end users extend the life of their homes;

· Support energy cooperatives;

· Enhance homeownership counseling for potential homebuyers so they are better informed about the importance and costs of maintenance, as well as the investment benefits of a well-maintained home;

· Develop new standards for manufactured housing that will increase the durability and useful life of mobile and pre-fabricated homes;

· Multi-purpose strategies: blend Energy Efficient Mortgages (EEM) with Location Efficient Mortgages (LEMs) and water conservation initiatives;

· Match tax depreciation periods for residential structures with economically useful lives.

Finding ways to get all three of these policy and practice sets into the marketplace will help renew communities and regions, increase housing affordability and supply, reduce the cost of living for families, increase wealth and productivity, and build livable communities that work for everyone.

This testimony relies on work conducted in part for publication by other organizations, including the Brookings Institution Center on Urban and Metropolitan Policy, HUD Office of Policy Development and Research, the Fannie Mae Foundation, the Surface Transportation Policy Project, the Institute for Location Efficiency, and others. The testimony today is presented on behalf of the Center for Neighborhood Technology, and the author is solely responsible for its content.

Section One: Why It’s Important to Look at the Assets of Places

I.
How Do Communities and Regions Learn and Thrive?

Modern theory leads us to an “ecological” approach to learning. It tells us that rapid learning happens best in the same kind of circumstances that characterize healthy ecosystems—messy systems with dense connections, rich information and participants who act independently, guided by rules for survival and growth.

By contrast, the traditional view of learning underlies the design of many of our social institutions—including our schools, government structures and business organizations.  It has resulted in the creation of hierarchical, bureaucratic and authority-driven institutions incapable of adapting to rapid environmental change. These environments are often designed in ways that function directly counter to how we naturally learn.  Instead of accelerating learning, these environments actually decrease and diminish it, opting instead for control and predictability.  

Much of the turmoil, for instance, in the business environment is a reflection of urgent efforts to radically redesign work organizations that are more conducive to the support of human learning and knowledge creation that is so essential to economic survival in today’s information-driven markets.  To greater or lesser degrees, similar revolutions are creating crises in many educational and governmental institutions.

	Old Learning
	New Learning

	Closed: Inputs are carefully controlled.
	Open: We are provided a rich variety of inputs ("immersion").

	Serial-Processed: All learners are expected to follow the same learning sequence; learners only learn one thing at a time.
	Parallel-Processed: Different learners simultaneously following different learning paths; many types of learning happening at the same time for individual learners.

	Externally Referent and Designed: Both knowledge and the learning process are predetermined by others.
	Self-Referent and Emergent: Knowledge is created through the relationship between the knower and the known. The outcome cannot be known in advance.

	Controlled: The "teacher" determines what, when and how we learn.
	Self-Organized: We are active in the design of curriculum, activities and assessment; teacher is a facilitator and designer of learning.

	Discrete, Separated: Disciplines are separate and independent; roles of teacher and student clearly differentiated.
	Messy, Webbed: Disciplines are integrated; roles are flexible.

	Static: Same material and method applied to all students.
	Adaptive: Material and teaching methods varied based on our interest and learning styles.

	Linear: Material is taught in predictable, controlled sequences, from simple "parts" to complex "wholes".
	Nonlinear: We learn non-sequentially, with rapid and frequent iteration between parts and wholes.

	Competing: We learn alone and compete with others for rewards.
	Co-Evolving: We learn together; our "intelligence" is based on our learning community.


How do these observations and classifications help us understand how to address urban and regional challenges in effective ways?

One perspective is that people and firms maximize their asset-seeking behavior. If people and leaders recognize opportunities or threats they will work to address these in the best ways they can. This kind of analysis led to continuous improvement theory and practice in large corporations and in some large public institutions, and in the private sector, is increasingly at the root of business and manufacturing networks. The success of these perspectives in driving change is a function of the quality of what different interests can do better than what they do separately—this is one way to view the value of social capital in the broader economy.

An intriguing prospect is that social capital plays a similar value-added, cohering and performance-oriented role in the life of communities and regions. Literature, discussion, and practice in urban and regional organization are increasingly based on a sense of the importance of assets.  Notable efforts are focusing on community assets, household assets, and natural capital assets.

In a previous paper, I suggested that cities and regions have a variety of intrinsic values.
 Some of these are quite tangible, such as the aggregated purchasing power of families and households, or the value of in-place infrastructure for utilities and municipal services. Others are intangible in nature but still quite real and valuable: a sense of community and place, as evidenced by organizations committed to that area’s future, or historic preservation, and quality of life, respectively.  Recognizing and valuing both kinds of assets can craft new strategies that capture these benefits and use the resultant resources for community renewal and reinvestment.

This approach has a tradition. When coffee first came to London in 1696, a smart entrepreneur named Edward Lloyd spotted the opportunity to service the needs of ship owners at the docks. He observed them taking bets on the disposition of their cargoes and voyages, and decided to build a coffeehouse at that location. By providing a place to meet convivially and chalkboards on which to record their wagers, a new market mechanism for keeping score of risks was created. Seventy-five years later, his descendants sold shares in the enterprise, and Lloyd’s of London (and the insurance industry) was born. Lloyd and his partners invented a way of collectively addressing hidden assets. Having identified that risk was real and that risk reduction was desirable, the creation of a score keeping mechanism made it possible to invest in the opportunity to share these risks together.
 Market development can occur when these conditions (disclosure and score keeping on hidden assets, new transactions to internalize these factors explicitly, and mechanisms for value-capture) are present.  In the interests of community improvement, it is essential that we work together to identify the hidden assets of cities and regions.

Some of these assets are tangible, and some are intangible. Tangibility refers not just to measurement, per se, but rather to how real the asset appears to concerned parties. A question posed by John Kenneth Galbraith in 1958, is still relevant today: which is the more valuable investment by a company, the investment in a product, or the resources invested in advertising and promoting that product?
 Gary Becker, in work for which he eventually shared a Nobel Prize, estimated that the skills and training that generate present and future earnings represent three-quarters of the nation’s wealth.
  Michael Sherraden of Washington University, and Bob Friedman of the Corporation for Enterprise Development, have used these observations to fuel the movement towards the creation of “individual development accounts” to help needy families generate the savings which can build this kind of more intangible but vitally needed human capital assets.

At the level of community, Roger Bolton developed a framework for understanding assets held in common. In his view, assets as tangible as long term investments in roads or infrastructure, or as intangible as a sense of place, are every bit as real as those held by individuals and corporations. In this regard, he notes that the failure to treat concepts such as community and the sense of place as real within economic analysis would be as absurd as failing to count reputation and goodwill on a corporate balance sheet.
 There are at least ten major tangible assets intrinsic to urban areas today. They include:

· Urban purchasing power

· Concentrated workforce

· Mass transit systems

· Accessibility

· Abandoned and underutilized land

· Underutilized infrastructure

· In-place infrastructure with underused carrying capacity

· Assembled rights-of-way

· Efficient resource use

· Surprising biodiversity and natural capital
In general, communities, regions and their residents, institutions and leaders enjoy the benefits of these attributes.  A legitimate strategy for area improvement is to recognize these assets, and try and understand their potential so that they can be better understood, utilized, and improved. An initial attempt to organize and review current efforts to recognize and make use of the tangible assets of urban regions and communities was presented in a previous paper.
 The following section addresses several aspects of these assets and their relevance to meeting today’s housing challenges.

Section Two: The Challenge of Sustaining Existing Communities
I. 
Where You Live Makes a Difference: Convenience, Travel and the Cost of Living

If people and what they do were located in very close proximity to each other, there would be very little need to travel and the cost of that travel would be very small. However, most Americans do not enjoy this type of advantage. While America’s cities, early suburbs and even many rural communities were built around the advantages of accessibility, utilizing both closeness and mass transit, the benefits of convenience have been undermined by rapid decentralization, abandonment of mass transit systems,  development and zoning practices that emphasize single uses instead of mixed uses, and economic “sameness” instead of diversity.

While the current public debate about sprawl and livability tends to focus on traffic, congestion and environmental quality, I’d like to call attention to the personal economic and health consequences of this situation—in short, transportation has become the number two household expenditure after housing, the rapid build-up of credit for cars keeps fixed income households in a credit trap, and this situation has precipitated an officially acknowledged public health crisis. To understand the dimensions of this situation requires that we look at the changing nature of convenience and travel, how these changes in communities and regions add costs, and who really bears the cost burden of sprawl and inconvenience.

The first question to be addressed is, what are the reasons that people travel, and how have these reasons changed over time? 

There are there separate factors at work here: changes in the reason for travel, the extent of travel, and the number of times we need to travel.

First, work-based travel is of declining relative importance. 

The US Department of Transportation surveyed American households in metropolitan areas in 1969, 1977, 1983, 1990 and 1995. The most significant trend is the drop in the pure journey-to-work trips. From 1969 to 1995, the percentage of annual household trips that were:

· journey-to-work dropped from 32 to 24;

· social and recreational dropped from 22 to 18;

· shopping increased from 15 to 22; and

· Other family and personal business (including education) increased from 14 to 27 percent, respectively.

Second, we’re traveling longer than ever before. 

While person-miles traveled per household for work purposes increased by sixty-three percent from 1983-1995, non-work travel increased by 45 percent. But overall, work-related miles-traveled went from 25 percent of all trips in 1983 to just 28 percent in 1995. While the portion of work-related travel increased slightly, total miles traveled per household increased from 22,811 to 34,442 per annum, an increase of fifty-one percent during this thirteen-year period.

Third, we’re taking more trips than ever before. 

The number of person-trips per day rose from 2.89 in 1977 to 4.3 in 1995. During the same period, the typical household size went from 2.86 to 2.65 persons, and as a result, the net change in household trip making went from 8.27 to 11.18 trips per household per day, an increase of 43 per cent.

The person-miles of travel rose from 25.95 miles per day in 1977 to 38.67 in 1995 and the household-miles of travel a corresponding increase from 74.2 miles per day in 1977, to 102.5 in 1995.

The second question to be addressed is, what are the economic consequences of decreased convenience and increased travel?

First, the economic consequences of decreased convenience and increased travel demand are severe and inequitably distributed. 

What costs four times as much as medical care, makes it hard to save for retirement or school, is the subject of community debates everywhere, and yet was never mentioned in the recent national elections? What has achieved the status of cultural icon, is backed by $10 Billion per year of advertising, is most often compared to a love affair, yet has become the number two household expenditure and may be keeping ten percent of Americans from ever being more than “the working poor?”

If you answered “transportation” or “cars,” you’re right.

It wasn’t always this expensive. Cities, suburbs and even rural America grew up around streetcars and convenient amenities. Competition for rights-of-way and cheap credit helped pave the way for rapid increases in car ownership.

Transportation expense has grown from under 1 dollar out of 10 in 1935 to 1 dollar out of five today.  For the first three income quintiles, transportation and housing together use more than 50% of household purchasing power. This is due to the changing nature of demand. As regions decentralize, travel demand increases. 

Second, transportation is the largest household expense after shelter. 

The Department of Labor has tracked household income and consumer expenditures from 1935 to the present. 
  What we can glean from this six-decade sample is the following:

· Transportation expense grew steadily, from under 1 dollar out of 10 in 1935 to 1 dollar out of seven in 1960, to over 1 dollar out of five in 1972.  

· Transportation went from being the number three household expense in 1935 and 1960, after food and transportation, to the number two expense by 1972 and maintains that position today.

· Transportation expense over this period of time has risen from twice the share of medical expense in 1935 and 1960, to 3 times its share today. 

· While transportation expense as a portion of total expense was level at 22% between 1972 and 1994, this meant that over $4,300, a fifth of the income increase during this period, went to pay for the cost of increased mobility, corresponding to the increase in the typical automobile ownership of suburban and rural Americans from one to two cars per household.  

From 1970 to 1990, developed land grew by up to 13 times the rate of population change. In metro Chicago, each 1 percent increase in developed land resulted in a 1.25 percent increase in daily vehicle miles traveled. From 1960 to 1997 the national household cost of passenger travel increased 13 times while the population only doubled.  Families take more trips by car as more and more families move to places where everyday destinations such as school and shopping are inconvenient to residential areas.

But some regions have excellent resources including both convenient land uses and frequent mass transit. As a result, transportation varies from 12 to as much as 25 percent of total household spending.

Third, transportation expenditures as a portion of household expenditures vary significantly by place. 

The Bureau of Labor Statistics tracks these expenditures at the level of metropolitan statistical area. In 1997 and 1998, transportation expenditures as a percentage of total household expenditures varied from over 22% in metropolitan Atlanta and Houston, to 13% in New York.  Total outlays per household varied considerably—the most expensive regions to get around in were Anchorage ($9,617), Minneapolis ($9,129), Houston ($9,118), Dallas ($8,985) and Atlanta ($8,785); the least expensive were Baltimore ($5,493), Chicago ($5,859), Boston ($6,145), Milwaukee ($6,176) and New York ($6,293).

How increasing travel demand influences homeownership

From 1960 to 1999, the portion of households owning at least one car rose from 74% in 1959 to 91% in 1999, and the portion of households owning at least two cars jumped from 15 to 57%.  During the same time period, the savings rate dropped from 7.5 percent to 2.2 percent as households were acquiring more vehicles.
  For the well off, low savings rates result from ownership of stocks and mutual funds, but for the bottom three quintiles, the recent drop in savings rates is largely related to the increase in debt. The largest increase in debt after housing is for car purchases.

The pathway out of poverty is surely tied to wealth. The asset most likely to result in wealth is homeownership. From 1959-1999, the national homeownership rate jumped from 61.9 to 66.9 percent. However, further improvements to the homeownership rate could reach a speed limit — the total amount of credit that can be assumed by households of limited means.

One reason to focus on this credit squeeze is that the Personal Responsibility and Work Opportunity Reconciliation Act of 1996 (“welfare reform,”) may be reauthorized this year. A growing literature calls for incentives to increase car ownership among the working poor. Proponents of this policy argue that most jobs require cars and that mass transit can’t serve most jobs. They also claim that such an initiative is somehow affordable, by the nation, by states, by communities, and by individuals and households.

There is a strong difference in asset value and quality between home ownership and vehicle ownership. Homes have appreciated in value over the past 10 years at an average 3.2 percent per year.
 Vehicles, by contrast, depreciate at an average of 8 percent per year. Homes last an average of eighty years, while cars are increasingly lasting only twelve years. On an annualized basis, home values increased nine and one-half times faster than did the value of vehicles owned by households.  Federal policy also supports home ownership through tax credits that increase the average American’s take-home pay.

There is a better choice — encouraging smarter locations through homeownership. By encouraging people to invest in homes in locations that are not auto-dependent, there could be a significant shift in credit used for cars to credit used for homes: a reduction of 2.5 percent in credit used for vehicle purchase could result in a 1 percent increase in homeownership nationally. A 12.5 percent shift in credit from vehicles to homes could result in a 5 percent increase in homeownership. When my wife and I purchased a home in 1982, the minimum down payment was 20%; today that entry fee is as little as 3% down. Credit counseling that educates families about the true costs of transportation, specifically automobile credit, could encourage families to forgo car credit and save for future homeownership.  Targeting these credit shifts could result in faster increases in homeownership, and a measurable and sustainable reduction in poverty.

The third question to be addressed is, what are the public health consequences of increased travel dependency and decreased convenience?

First, cars are cleaner now than in the past, but increases in vehicle travel wipe out the air quality gains of lower-emissions vehicles.

From 1977 to 1995, the average automobile fuel economy went from 12.2 to 20.5 miles per gallon.
 While the increase of 68% percent or 3.5% per year was significant, the corresponding increase in total travel has obviated these gains. There has been no net gain nationally in automobile fuel economy since 1995—this is due to increased purchases of vans, light-duty trucks and sport-utility vehicles; new cars are driven longer distances than old cars; decentralization; and loss of local shopping and amenities. From 1977 to 1998, total vehicle-miles traveled in the United States increased by 3.8% per year.

As a result of the increased rates of travel, total fuel consumption has increased. From 1983 to 1994, annual residential fuel consumption increased by 1.1% per year.  Use of large trucks, powered by diesel fuel, increased at even faster rates—a not-so-clean consequence of electronic commerce and the delivery system that e-commerce depends on.
 
Second, increased travel has become an unhealthy addiction.

102 million Americans still live in 32 metropolitan areas where the air is rated unhealthy by the United States Environmental Protection Agency under the National Ambient Air Quality Standards set by the Clean Air Act Amendments of 1990.
  From 1980 to 1998, the prevalence of asthma in the U.S. increased 75 percent.
 The death rate due to air pollutant exposure is now estimated to exceed the murder rate.
 Roughly 40 percent of ambient air pollution is due to transportation emissions. And while indoor air quality has been declining and is of growing concern, recent research suggests that air quality inside vehicles in traffic is up to ten times worse than in the surrounding outdoors.


Finally, traffic fatalities continue to be a serious public health problem, in particular those involving pedestrians. In 1997 and 1998, there were 10,006 pedestrian fatalities from automobile crashes, or 13 percent of the total traffic fatalities in those years. The most dangerous places were those where car ownership and driving rates per household were high, mass transit access was low, and where sidewalks and traffic signals were rare. These included Tampa, Atlanta, Miami, Phoenix, Memphis, Dallas-Ft. Worth, and New Orleans.
 

Studies by the Centers for Disease Control and Prevention found that walking has dropped 42 percent over the last twenty years, and that for every ten percent decrease in walking, there is a 0.7 percent increase in obesity.
 Children are particularly at risk—a recent study found that for the typical U.S. family, the three nearest schools are two, four and one-half, and between ten and eighty miles away.
  I suspect that most of us in this room grew up walking to school.  At peak commute times, one out of eleven mass transit riders in the U.S. are on a school bus.

II. 
Where You Live Makes a Difference: Land Use, Infrastructure, and the Need for Joint Incentives for Smarter Growth

If decreased convenience and what this means for travel dependency is one hidden tax, another is the cost of infrastructure, both the cost to build or maintain what we have, and the cost of not using the capacity that we may already have. 

The first question to be addressed is, how has the use of land changed over time in America’s metropolitan areas?

The first change is the speed of disinvestment from older to newer communities.

In the Chicago region, land use grew by 50 percent from 1970-1990 and daily vehicle-miles of travel increased 49 percent while population grew by only 4 percent. During the same time frame, metropolitan Cleveland spread out by 33 percent while its population dropped 8 percent.  Philadelphia’s land grew by 32 percent while its population increased just 3 percent. The San Francisco region grew 45 percent against a population increase of 40 percent. In metro Seattle the figures were an 87 percent land increase vs. a 36 percent population growth. Baltimore’s land use grew 101 percent against an 8 percent population increase.  And metropolitan Los Angeles spread out 300 percent while the population grew 45 percent. This particular “sweepstakes” was won by (a) metro St. Louis, which lost half its central city population, still increased overall population by 35 percent, and experienced a 354 percent increase in utilized land; and (b) metropolitan Atlanta, which in the last ten years converted the largest amount of farmland, 1.1 million acres, to development, resulting in a twenty-county metropolitan statistical area.
  

Whether population is growing, stable or shrinking, we are spreading out.  The “independent variables” of public policy (subsidizing of new infrastructure and built-in regional tax base inequities), marketplace practice, and shifting demographics (aging, immigration, and the “baby boom echo”) are leaving their footprint on the land, and on our sense of community. The speed at which this occurs outstrips the rate at which current policy and investment toolkits can cope.

At the same time, abandonment of older, central cities and “inner-ring” suburban areas have led to the all-too-familiar picture of vast tracts of central area abandonment. This has occurred even in the face of continued demand for developed land. Both metropolitan sprawl and older area abandonment are flip sides of the same phenomenon—the failure to renew our existing systems and places.  

The second change is the failure to count the cost of infrastructure for new development.

If it costs $60,000 to service a new home in a previously undeveloped space, and only $10,000 to service that home in an existing community, then there is a $50,000 net advantage associated with the latter choice.  The extra cost associated with the so-called “greenfield” site is a hidden liability. The failure to disclose and charge for the full cost of hooking up development disadvantages relatively efficient and accessible communities, both in central cities and in their older surrounding suburbs, where households own a full automobile per-household less than in the economy at large. 

As sprawl continues people spend more time traveling longer. The average American now spends more time on the road than eating. Recent market research as reported in American Demographics magazine is titled “Fat Road Wallets”.
  Goods need to move farther to connect demand and supply, and we are losing our sense of connection to place and to marketplace. One indicator of this is that work-related trips have dropped in thirty years from over one-third to less than one-fifth of the total travel. The balance of trips taken was short trips for shopping, recreational, school and social purposes. 
 
There is a resurgence of research on the “costs of sprawl” and there are healthy debates around these costs in virtually every jurisdiction in the country.   However, there is virtually no analogous research on the “benefits of reuse,” and this lack hampers systematic comparison of the relative merits of different growth patterns.

There are also split incentives for considering these merits.  There may well be benefits at the regional level of reinvesting generally in older, serviced land versus those associated with spreading out.  However, these benefits may not be easily apparent, and there may be disincentives to investing in this apparently more beneficial manner.
  Some of these barriers relate to the need of individual jurisdictions to generate tax revenue.  Another hurdle is the source of revenue used to invest in infrastructure. Revenue may be more available for new infrastructure than for its maintenance. The rules on use of funds for infrastructure differ between federal, state and local public sources and most utility services.  Publicly regulated utilities are private corporations with yet another set of rules.  Competition between jurisdictions within a region may be excessive. The hidden asset is multi-jurisdictional in location and so are the potential benefits.  Since there is no value-capture mechanism associated with the infrastructure to fairly distribute the benefits of development between jurisdictions, the opportunities for collaborative development may not occur. 
What is Net Density and How Does It Vary Across a Region?

Net residential density is measured as the ratio of residential units per residential acre within predefined zones. Where available, information on non-residential uses can be used to similarly construct non-residential, net density indexes.

Net density was measured in the six county MSA of northeastern Illinois in 1990. Using aerial ortho-photography (which approximates a three-dimensional view), and comparing these photographs to digitized land use inventories, algorithms were developed to represent thirty different land uses. These were aggregated at the level of quarter sections (one-half by one-half mile squares).  There are approximately 3,749 square miles in the Chicago MSA, so the land use inventory contains thirty separate land uses for each of 15,000 quarter sections.

Arranging our quarter section zones from most dense to least dense in descending order,  we constructed a file to answer the question, what percentage of the households live on what percentage of the residential land in northeastern Illinois?

· twenty percent of the households lived on just three percent of the residential land;

· forty percent on 10% of the land;

· fifty percent on seventeen percent of the land;

· two-thirds on just one-third of the land; and

· Ninety percent on just sixty percent of the land.

Arranging our quarter-section zones from least dense to most dense, in ascending order, allows us to observe that ten percent of households in the region occupying the least dense areas accounted for forty percent of the area’s residential land.

Excess Capacity—Why we’re built for a larger population

America’s central cities, and in some cases their suburbs, have been declining in population for decades. The typical central city, such as Philadelphia, Chicago or Oakland, reached its peak population in the 1950’s; some, such as Newark have been declining since the 1930’s, while New York reached its peak in 1970.

Cities were built to service their populations. Doing so required investing in infrastructure with a capacity sufficient to meet the needs of their growing populations. These in-place investments include water, sewer, natural gas, electricity, telecommunications, roads, mass transit systems, and municipal facilities including fire protection and education. American cities and suburbs were developed on grid-like patterns. Common area physical assets were located along the grid lines, which became either public or private linear rights of way.

These assets were developed for populations larger than the current populations of American cities. When these assets are no longer being used to their full capacity, they become “stranded.” One estimate is that the value of this infrastructure in the thirty six largest cities in America is approximately $1.6 Trillion.

With population growing again, an interesting and relevant question for any region is how much of the expected growth can be accommodated by land that is already serviced? Analysis in Chicago suggests that the region’s communities can accommodate the entire expected growth (700,000 households over the next 20 years) within walking (1/2 mile) or shuttle distance (3 miles) of existing mass transit under current zoned densities.

Disinvestment and underutilization result in the premature write-off of these valuable in-place assets, while maintenance of over-built systems leads to excess customer charges and taxes. And building new major infrastructure in currently rural or exurban areas leads to marginal costs of servicing these areas which are two to three times the level that is recoverable by property taxes or utility rates alone. 
 Older infrastructure, ranging from bridges to schools, was often built of sturdier construction than is typically the practice today. Failure to maintain older infrastructure is a missed opportunity of enormous value.

These factors represent an opportunity cost for America’s cities and regions. The cost to service each dwelling unit in a brand new, “greenfield” site could be as much as $60,000 higher than in an already existing urban grid. For metropolitan Chicago, the potential lost opportunity over the next twenty years could sum up to as much as $42 Billion.

One major reason that these opportunities are missed is that until recently, there has been no generally accepted accounting framework for reporting the existence and value of infrastructure assets. On June 30, 1999, the Government Accounting Standards Board (GASB) published comprehensive changes in state and local government financial reporting. Known as “GASB 34,” governments will be required to include information about their public infrastructure assets, including information on the remaining useful life of these investments, and a narrative discussion of how maintenance of these assets is being provided.
  Because many of these assets cross traditional government jurisdictional boundaries, GASB 34 could serve as the strongest incentive yet for neighboring jurisdictions to cooperate in valuing and maintaining joint assets.

III.  Split incentives—the distribution of institutional and geographic burden

While there are solid economic and political reasons for investing in ways that can capture the value of in-place infrastructure, there are split incentives for considering these merits.

There are benefits at the regional level of reinvesting generally in older, serviced land versus those associated with spreading out.. However, these benefits may not be easily apparent, and there may be disincentives to investing in this apparently more beneficial manner.

Generally, major infrastructure such as roads or interceptor sewers cross two or more jurisdictions. Air and water qualities are a function of airsheds and watersheds, which do not easily conform to administrative or legal geographies. Travel patterns are increasingly tugged by decentralization. There are now over 83,000 units of state and local government in the United States, only 19,200 of which are cities, villages and towns, and 3,042 are counties. The rest are townships (16,691), school districts (14,721) and special districts (29,532).
 Special districts can be formed for as many thirty-two separate functions within a region, ranging from airports to flood control to mass transit. These are typically single-purpose in character.  The largest number of municipal governments is claimed by the Pittsburgh MSA (over 400), while the largest number of total local governments is claimed by both Chicago and New York (over 1200 each).  There are a modest number of consolidated (county-city) governments in the country.  There are hundreds of regional councils of governments and metropolitan planning organizations (MPOs). The MPOs were given increased authority to plan and directly allocate federal, state and local transportation resources starting with the 1991 authorization of the Intermodal Surface Transportation Efficiency Act (ISTEA). However, another split incentive occurs because of the lack of a requirement for proportional representation. Central cities, for example, account for 39% of the population but are represented by just 5% of the voting members of these organizations.

There are additional challenges to achieving cooperation. Some of these barriers relate to the need for individual jurisdictions to generate tax revenue. Another hurdle is the source of revenue used to invest in infrastructure. Revenue may be more available for new infrastructure than for its maintenance. The rules on use of funds for infrastructure differ between federal, state and local public sources and most utility services. Publicly regulated utilities are private corporations with yet another (and changing in the wake of deregulation) set of rules. Competition between jurisdictions within a region may be excessive. The hidden assets of underutilized infrastructure are multi-jurisdictional in location and so are the potential benefits. Since there is no value-capture mechanism associated with the infrastructure to fairly distribute the benefits of development between jurisdictions, the opportunities for collaborative development may not occur. Also, the benefits of collaboration, as in the case of a major regional transit development or air-quality justified investment, may be both dispersed, and their outcomes not determined until many years in the future. For example, the overwhelming majority of air pollution sources today are small, and related to driving and energy use in buildings: the focus on air quality improvement has had to shift from regulating and changing a small number of very large sources, to changing an enormous number of very small sources. The transaction costs of aligning thousands of individual and business are high, precisely because of the lack of specialized agreements and institutions to address these challenges and opportunities.

Cities may choose to recoup outlays through ”development impact fees.” This can be a preferred method in cases where the impacts of development seem excessive. The village of Naperville, Illinois first levied such fees in 1969. Development interests subsequently challenged this practice. In finding for the right to assess such fees, the Supreme Court found that development costs were “often a matter of intergenerational equity—today’s voters are being taxed to provide benefits to tomorrow’s resident’s and businesses.
 However, the Court left it up to individual jurisdictions to determine the level of assessments, which are rarely close to the full costs of services (in California, they are reportedly as high as $50,000 per dwelling unit, while more typically in Illinois, they are $2,000). Instead of directing the funds raised for redevelopment incentives, these resources are used for general purposes. Also, the impacts are regional, but the developments are local. In this case, it would be ideally important to have a regional mechanism to levy these fees on a consistent and extra-jurisdictional basis. When there is no such tool, it is all too easy to play off communities against each other.

Section Three: Durability and Resource Efficiency

Durability and the Value of Fixing It First

The United States Department of Commerce estimates the useful life of “tangible, reproducible wealth” as part of the calculation of Gross Domestic Product.
 Some sample service life estimates include

Mobile homes


 
20 years

1-4 unit non-farm homes

80 years

5 or more unit multifamily structures
65 years

Highways and roads


45 years

Recently, the estimated useful life of highways and roads was reduced from sixty to forty five years, based on careful study of the actual rates of observed physical deterioration.
 As a result, on the last day of 1999, the “productive highway capital stock” or net worth of U.S. highways was reduced by $140 Billion. But this works the other way as well—if we could improve maintenance and reduce utilization so that roads lasted another 15 years, it would be worth at least $140 Billion. Another way of saying this is that the value of extending the life of a road by one year is worth $9.3 Billion, and that it would be worth spending an additional $9.3 Billion per year every year to extend the life of these assets.

A similar logic applies to housing. Of the $27.5 Trillion in GDP, approximately $9.7 Trillion or one-third, is in residential structures.
 Increasing the average life of housing by one year would be the equivalent of adding $125 Billion to the residential capital stock. It could also be considered in terms of the benefit of prematurely abandoning housing. If we could somehow add one year every year, we could significantly decrease the gap between housing supply and demand. This could be accomplished by increasing rehabilitation activity, through code enforcement, by improving technology, by continuing to move from mobile homes to prefabricated modular housing in the manufactured housing industry, and by helping entire regions understand the value of extending the life of housing stock to an entire region.

How important is the preservation of the existing housing stock?

From 1980 to 1991, approximately 4 million units of housing were lost through demolition, condemnation or natural disaster, while 18 million were added through new construction.
 The population is increasing by just over 1 million households per year, and we are losing 350,000 units of housing per year. 

The potential benefits of meeting our growing housing needs through preservation of the existing housing stock are significant. Existing units are likely to be located on existing infrastructure lines, which bypasses the need for new systems or new hookups. Materials for construction would be minimized, along with the associated uses of energy.  The existing housing in all likelihood is located in a relatively convenient location, and therefore households that use existing housing would experience a lower cost of travel. Rehabilitation and maintenance are more labor intensive than new construction and represent a set of accessible skills that can be met by workforces with appropriate training. And it is more cost-effective to achieve energy efficiency for families and households through improving the existing housing stock than by relying on new construction and new appliances alone.  With a median age of 34 years,
 and household growth rate of 1.5% per year, eight percent of all housing that will exist in 2020 exists today. Finally, the depreciation of existing stocks of residential structures equals or exceeds growth, and therefore life extension and quality improvements are worth inherently more than new production.
    

Encouraging home ownership and maintenance in old communities with durable housing stock (located predominately in central cities and inner ring suburbs) is beneficial to communities because no new infrastructure need be  built.  In addition to the infrastructure and housing stock efficiency of homeownership in existing communities and housing units, high and medium density communities are resource efficient in a number of other ways.

Resource Efficiency of Urban Areas
Lower-density and newer communities require more natural resources and produce more of the growth in pollutants than do older and denser ones.  The compact nature of urban living makes recycling of consumer wastes easier than in sparsely populated areas. Compact areas also allow for easier exchange of industrial wastes between firms (one firm’s waste is often another firm’s gold, this is the theory behind the design and siting of “eco-industrial” parks).
 

Seventy percent of mineral materials used in the US economy are for construction.
  Since urban communities use fewer roads, sewers and power line on a per capita basis, materials use is more efficient than in sprawl development. For example, the Bureau of Mines found that per capita use of construction minerals in densely populated Cook County was 4½ tons per year. In sparsely populated nearby Lake County the annual rate was 11 tons.
   Urban centers also provide specialized opportunities to extend the life of major industrial equipment such as engines and motors.
   Researchers at Boston University have just compiled a first-time census of re-manufacturing industries, and find total direct employment to be at least 468,000, more than the entire domestic steel industry.
  Finally, there is some evidence that compact urban areas may use less energy per capita for heating, cooling and transportation.  Centralization tends to reduce reliance on transportation because of the closer proximity of producers and consumers. The use of higher-density and multi-story buildings (both office and apartment housing) reduces materials used due to shared infrastructure, and energy resources due to shared heat.

Unfortunately, urban areas, especially central cities, often have higher housing costs than newly developed or sprawling areas.  Potential homebuyers with low and moderate incomes are often scared away from cities because of home purchase prices, and end up moving to inefficient sprawling communities where they get a deal on a home but end up spending two and three times as much on transportation.  In the end, households use their economic resources inefficiently because they are uninformed about the total costs of living in a particular location.

Location Efficiency: How Density and Access Affect Urban Well-Being

What is It

There is significant accessibility offered by the city center and by its older, traditional suburbs and satellite cities. However, because the costs of transportation are not scored, there is significant under-valuation of the benefits of this convenience. New geographic information systems and associated analytic tools are starting to clarify the incidence of transportation expenditures as a function of location and access.

Transportation costs, including investments in cars and related services, such as maintenance, insurance, and fuel, are now the “number two” U.S. household expense (just behind housing) outstripping spending for food, medical care, and clothing. An accurate, mapped, geographic-score keeping system can assess the tangible benefits of access and provide a consistent valuation of these benefits to apply to qualifying ratios for home mortgages. Committees of lenders and planners, in conjunction with the Federal National Mortgage Association, have crafted underwriting standards to account for these benefits. As a result, these “location-efficient mortgages” are in Chicago, San Francisco, Los Angeles and Seattle.  The program is being expanded to a number of additional metropolitan regions, including Atlanta, Philadelphia, Pittsburgh, Portland and San Antonio.

What is It Worth

The underwriting of a location efficient mortgage counts the benefit of access as the equivalent of disposable income. This recognition increases credit availability by $25,000 to $35,000 for a first-time homebuyer. This has the effect of lowering the minimum income needed to purchase a home by $5,000 and could result in a 5 percent increase in the home ownership rate in each participating region. The benefits of shifting household expenditures from transportation to homeownership include shifting from depreciating personal property and services to appreciating real property, from higher to lower maintenance expense, and from polluting to non-polluting investments.

How It Is Estimated

Location efficiency is estimated using a multiple regression analysis. The basic relationship is that travel demand is a function of community conditions. The hypothesis is that the “better” the community conditions, that is, the more convenient overall, the lower the propensity to drive. The independent variables are net residential density (households per residential acre), transit access (mode, distance and frequency), and pedestrian-friendliness (presence/absence of a block grid, access to amenities such as shopping and schools). The dependent variables are vehicles per household, vehicle-miles traveled per household per year, and transit use. The dependent variables are “monetized” and reported in both data bases and maps using geographic information systems.  The sample size for a critical variable, vehicle miles traveled, was large—one million vehicle records in Chicago, two million in San Francisco, and three million in Los Angeles.  The records were available through each state’s vehicle emissions testing program database.  After controlling for income, the model consistently estimates the cost of household travel as a function of accessibility with a multiple regression coefficient (R-squared) in the range of 0.85 to 0.92.
  The model can predict vehicle miles traveled, and the resultant transportation costs 85 to 92 percent of the time, depending on the region at question.
Does this Work Across an Entire Region?

The location efficiency value stated in dollars and cents fairly represents an expected annual household transportation expenditure across an entire region.  As expected, this value varies significantly.  We calculate the relative location efficiency of a place by comparing the transportation costs in that community to the costs in a place that is location inefficient, specifically, within the highest quartile of vehicle miles traveled in the region.

This method shows that

· 11 percent of  the region’s households save between $300 and $500 per month

· 21 percent save between $200 and $299 per month, and

· 59 percent save between $100 and $199 per month.

Recommendations to

The Millenial Housing Commission
I.
How Can We Meet Transportation Needs While Building Wealth?

· Work with employers to increase assistance for homeownership near work, to lower the cost of transportation to work, and to help choose accessible locations;

· Work with government to identify direct transportation subsidies and to illuminate the hidden incentives for using particular transportation modes;

· Rapidly expand car sharing programs;

· Rapidly expand Location Efficient Mortgagessm, which recognize transportation savings as income to cover debt and help meet the affordable housing gap;

· Improve programs that counsel working households about saving to explicitly discuss transportation expenditures;

· Improve credit scoring programs to include household transportation spending;

· Develop experimental packages of these incentives specifically targeted at working families,  and implement tracking systems that will monitor effectiveness and provide feedback for continuous improvement;

· Support regional coalitions willing to build affordable housing and public transportation using innovative financing tools; and

· Work with regulators and the housing market to take advantage of the new rule governing Government Sponsored Enterprises (GSE’s).  The rule, which took effect on October 31, 2000, raised the minimum purchase of loans in underserved areas from 24% to 31% of total purchases. That’s an increase of 25% in city, suburban and rural loans whose character is reinvestment rather than sprawl.

II.
Land Use and Infrastructure Recommendations

· Help communities understand the full costs of sprawl and the benefits of utilizing existing infrastructure; provide assistance to state and local governments who adopt these systems, reward them with incentives;

· Remove barriers that reward new infrastructure investment without guaranteeing maintenance of existing investment;

· Develop a legislative framework to enable alignment between state, local and regional housing and transportation plans, respectively; explore making this explicit in the reauthorization of TEA-21;

· Codify the intent of executive orders intended to locate federal facilities in convenient and central locations;

· Develop rules to encourage locating assisted housing in places that are convenient and location efficient;

· Require transportation cost and infrastructure cost impact analysis in review of consolidated area plans, and in individual development review. Develop performance measures to minimize user costs and maximize user benefits and public assets;

· Make resources available to incent creative approaches to cooperation between different governments within metropolitan regions. Explore creative uses of CDBG and Section 108 loan guarantees for this purpose, and coordinate these uses with innovative financing programs offered by the Department of Transportation;

· Provide assistance to state and local government to help meet the new requirements of the government accounting standards board (GASB).  Help state and local government identify model reporting formats that help identify opportunities to use and market underutilized infrastructure, housing, and other resources, including enhanced GIS, life cycle costing, and new value capture mechanisms;

· Explore regional application of urban development tools, such as Regional Asset Districts for targeted tax-base sharing, tax increment financing districts and special service districts dedicated to infrastructure renewal and maintenance;

· Identify new workforce development opportunities associated with enhanced infrastructure maintenance and renewal; work cooperatively with  the Department of Labor, and high performance private sector and community based service deliverers to implement;

· Increase housing interest participation in transportation and land use planning on a regional level – reference Community Builders in PRL Atlanta and SF on TODs and community capital access programs;

· Match tax depreciation periods for private infrastructure with economically useful services lives.

III.  Durability and Energy Efficiency

· Change accounting for housing to incorporate full cost, life cycle and durability accounting of the structure;

· Expand the mission of HUD’s Program for Advanced Technology in Housing (PATH) to include technologies for maintenance and improving durability of existing housing stock;

· Creative leverage of weatherization funds and other HUD/DOE resources to help end users extend the life of their homes;

· Support energy cooperatives;

· Enhance homeownership counseling for potential homebuyers so they are better informed about the importance and costs of maintenance, as well as the investment benefits of a well-maintained home;

· Develop new standards for manufactured housing that will increase the durability and useful life of mobile and pre-fabricated homes;

· Multi-purpose strategies: blend Energy Efficient Mortgages (EEM) with Location Efficient Mortgages (LEMs) and water conservation initiatives;
· Match tax depreciation periods for residential structures with economically useful lives.
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