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Mr. Chairman and Members of the Commission, thank you for inviting me to appear before you today.  It is a particular pleasure to follow Jack Markowski, an old friend and associate in the affordable housing field.  This morning I will try to combine insights derived from both the viewpoint of a sizeable homebuilding company as well as from a long-time participation in the affordable housing debate.  I am Chairman and CEO of Kimball Hill Homes, one of the nation’s 25 largest builders.  Operating in some 14 major markets across the country, we deliver over 3,000 homes each year.  Our home market is Metropolitan Chicago, where we have been operating for over 60 years.  While focusing on Chicago, I will also attempt to draw appropriate parallels with other markets we serve and know well.  

Large homebuilders such as Kimball Hill Homes now produce well over 25% of all of our nation’s housing.  The top 100 homebuilders’ market share has trended sharply upwards over the past ten years, but only recently have many of us become interested in central city markets.  From the perspective of large homebuilders, the inner urban center is only one of the four sub-markets making up our Metropolitan Areas.  These sub-markets are the inner urban center, mature suburbs, maturing suburbs and newly developing suburbs.  A new National Housing Policy must address the differing challenges of creating adequate affordable housing in each of these four sub-markets and should then, I believe, address the way these challenges interweave to create regional constraints which market forces alone cannot overcome.  

The Harvard Joint Center for Housing has detailed the evolving demographics of housing demand, and the 2000 Census reveals that far higher numbers of new households are being created annually than previously estimated.  Each year over 1.5 million net housing units are needed to meet this amazing growth in American households.  While the baby boomers, the oldest of which this year are enjoying their 55th birthdays, continue to be a major demand driver, most new households stem from immigration, young family formations, and divorces.  A growing percentage of households are composed of older adults as longer lives product new affordability challenges.  The old, the young, divorcees, and immigrants are all typically in the market for the lower priced homes.  Thus, affordable housing demand is an extremely large component of total housing demand.

The Commission has full access to the detailed census and demographic data which underscores the increasing housing challenges which confront even actively working families.  Large homebuilders also study these trends in detail and attempt, in a highly competitive business, to satisfy as many demand segments as possible.  As our urban centers have enjoyed increasingly rapid redevelopment, activity has risen to levels quite attractive to high volume housing producers.  Some of the inner urban markets now proving of interest include Chicago, Houston, Detroit and New York.  But even well organized large homebuilders are finding growing affordable housing barriers difficult to surmount in these new, to them, markets.  

Before addressing the barriers in each sub-market, let me try to place metropolitan housing demand into perspective.  Over the past 25 years, far less than 10% of all new housing units, whether rental or for sale, have been delivered in inner urban areas.  While this percentage is being approached and even in a few areas exceeded today, market forces and land use policies continue to cause well over 80% of new housing units to be built in the maturing and newly developing suburbs.  Any true National Housing Policy must address the fact that affordable housing is a region-wide problem.  

In Chicago, over 80,000 new homes will be needed in the next five years.  If this demand is going to be met and this regional economy is to continue to prosper, the answer must come in a “Both …. And” format.  Both transit oriented and new infrastructure solutions must be facilitated.  And both low and high-priced demands must be combined and met in a balanced way.  If there is one clear fact that my experience and experimentation has taught me, it is that affordable housing must be accommodated in every sub-market if we are to have any chance of meeting the affordability crisis.  

Mr. Markowski has presented several of the unique challenges to be found in newly viable inner urban markets.  Chicago, with its very high real estate taxes on rental apartments, is an extreme example of what are often crippling challenges to rental housing.  But it is not only the tax environment which limits rental housing demand.  The withering away of most governmental subsidies has exposed the reality that rental housing, for the large majority of Americans, is not as desirable as a “home of our own”.  Unlike 25 years ago, accordingly, most new housing in our urban centers is for sale.  

The second relatively new challenge in urban center housing is the double-edged sword of Gentrification.  Urban renewal is succeeding in many cities almost too well.  Where old neighborhoods supported many lower income families and a relatively large number of rental units, renovated neighborhoods are characterized by new construction almost entirely for sale at very significantly higher price points.  In Chicago, which has become one of the nation’s urban renovation leaders over the past 10 years, neighborhood after neighborhood is turning rapidly from less expensive old to higher priced new homes affordable by fewer and fewer of the original residents.  

Gentrification is perhaps the ultimate challenge to affordable housing in the urban centers.  It is embraced by the market and it is sought both by the baby boomers moving towards the central cultural areas and by the affluent young professionals who have not yet begun families.  And it is largely favored by political leaders desiring the proud rebirth of their cities.  Central cities of the United States are moving towards becoming more and more like European cities, where the rich aggregate in the center and the poor commute.  

As long as urban policy makers remain so heavily focused on bringing wealth into old neighborhoods, it will be very difficult to retain balanced residential neighborhoods.  There are limited but important exceptions, however.  Exclusionary zoning is being attempted in the Bay Area and Maryland, and other fruitful approaches appear possible.   An example, hopefully, will be the transformation of a number of Chicago Housing Authority projects.  One such transformation is being attempted by a four way partnership including my company, which we formed to replace the 1,620 units of CHA housing currently known as Stateway Gardens with a mainly low-rise and predominately homeownership neighborhood featuring 885 homes.  Our partnership intends to build another 400 plus homes in the immediate surrounding area to accelerate a moderate and mixed income rebirth of an entire city region.  

One third of the condominiums are to be leased back to the CHA for public housing families.  Another one-third will be limited price point affordable units, and the final one-third will be presented without price constraints to the market.  This project has received widespread recognition and political support and should be under construction in late 2002.  It promises to serve as a model for balanced new housing, but it does require a complex public-private partnership.  Such intricate solutions offer real hope of producing significant amounts of affordable housing in inner urban areas.  But it must be recognized that even assuming many such new solutions plus the requisite new political will to accomplish them, we cannot hope to provide even 20% of the required affordable housing needed to support projected metropolitan regional growth.  

Turning to the fully mature suburbs which surround the larger urban centers, the challenges are easily catalogued.  Here relatively little demolition and vacant areas have been created through slum clearance and economic obsolescence.  The inner ring suburbs thus remain fully built.  A teardown market has recently emerged, but it removes smaller homes to make way for far more expensive housing.  Never home to many rental units, most mature suburbs are experiencing rapid price appreciation and becoming even less affordable to families whose incomes are not keeping pace.  Typically, established political constituencies in these markets are extremely resistant to new and higher density projects.  Only along railroads and other major transit corridors has there been any real success in achieving higher density approvals.  And most of these projects, while more dense, are also quite expensive.  

Let us move, then, to the third sub-market, maturing suburbs.  In markets around Chicago like Grayslake and Algonquin, Aurora and Bolingbrook, strong housing demand is still being accommodated by encouraging land-use policies.  But in each of these suburbs and in similar markets across the country, early development policies accepting of all levels of homes has become far less accepting.  Local political leaders, responding to constituents desires for high priced homes, typically expand lot size requirements, modify building codes, and approve projects only when they feature larger and larger homes.  Thus, maturing suburbs have a lower percentage of affordable housing than the market could easily support.  This economically exclusionary evolution is almost universal and, if anything, accelerating.  

Affordable housing challenges in these markets are simply political, but possible solutions are anything but simple.  With significant underdeveloped areas, political leaders who dare to allow balanced housing are simply not reelected.  One of the few promising approaches is skillful inclusion of ‘look alike’ affordable homes built within acceptably upscale new neighborhoods.  But this, at best, offers only a few affordable homes.  

It is no surprise, then, that the vast majority of affordable housing being produced today in every corner of the nation found in the fourth and final sub-market:  newly developing suburbs.  This outer ring is characterized by suburbs in the first ten years or so of their growth cycles.  Here political leaders see the benefits of growth to local merchants, the attraction of lower priced residences to national and international businesses seeking relatively affordable labor, and the other positive aspects of early growth.  Politically, there are far fewer restrictions on housing and lot sizes, and market demand can be met without major political repercussions.  Perhaps two-thirds of all the affordable housing produced over the past 25 years has been heavily focused on these newly developing suburbs.  This focus, moreover, is intensifying as Gentrification reduces central city affordability and mature and maturing suburbs increase their barriers to affordable housing.  

The principal challenges to affordability in these markets in the early years are locational rather than political.  Transportation links to existing job centers are frequently strained.  Job growth also requires transportation infrastructure because housing follows jobs just as assuredly as jobs follow affordable housing.  And the new challenge of Sprawl, which argues that outer growth must be constrained for central cities to flourish, puts new pressures on the needed transportation, educational and social service infrastructure.  Even as Gentrification challenges inner city affordability, a doctrine claiming housing affordability as one of its primary goals thus threatens the last area in which affordable housing can be built in anything approaching the necessary volume today.  

Let me clarify and conclude my remarks.  Each of the four sub-markets can, with good planning and careful oversight, support sizeable numbers of new affordable units.   Strong market demand exists in each.  Positive benefits, including a local labor supply and fewer traffic moves, could accrue if a more balanced distribution of new affordable homes were achievable.  However, major barriers exist in all but the newly developing suburbs, and even there significant debate is ongoing which tends to restrict this last haven of affordable housing.  

These sub-market realities are combining to produce an increasing regional challenge.  The awareness of the side effects of inadequate housing affordability, however, is growing.  Jobs lost to more progressive regions is one major new indicator.  The new political pressures to enable current residents to remain in their current neighborhoods is another.  Yet a third is the rapidly growing number, now in the multiple millions, of working families unable to afford reasonable housing for less than 50% of their income.  These and other demographic and economic realities are deepening and intensifying the debate and the search for acceptable solutions.  

A new National Housing Policy characterized by “Both …. And” is, I believe, the best place to find such solutions.  We need new, affordable housing both in inner cities and in all three suburban rings.  We need new homeownership assistance programs and new assisted rental programs.  We need new mass transit and also better infrastructure planning which reflects the central role the automobile plays in our culture and economy.  We need, in short, a new and balanced Vision which excludes no possible area or method but embraces all public, private and public/private efforts.  Only if we accept “Both …. And” can the necessary new coalitions coalesce to turn “Not in My Back Yard” into “Welcome Home” for so many needy and needed families.  

Thank you once again for this opportunity to testify before you.  
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