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Introduction

The current housing development pattern of ever spreading sprawl around America’s urban centers is not sustainable over the next 20 years.  During this time, we are expected to grow from a population of 282 million people to some 340 million people, an increase of 60 million.  Over the next ten years, the National Association of Home Builders projects that we need to build 18 million new housing units for this growing population.
  The question before us as a country is not whether to grow, but how we will grow – where will we place these 18 million new homes.

The Federal government has an opportunity and a responsibility to guide this growth in patterns that are sustainable over the decades to come.  Local growth patterns are the responsibility of local citizens and their governments.  This having been said, the Federal government can support sound development at the local level by making lower cost financing available for homes built in smart growth areas.  This will provide incentives to homebuyers, will help offset any higher costs such concentrated development may entail, and will help builders provide housing at prices which are more competitive with greeenfield development.

The Need for Sustainable Development Patterns
The issue of where and how to grow differs from city to city and region to region.  In high growth metropolitan areas such as Atlanta and Washington, D.C., sprawl has led to congestion, increasing traffic and declining air and water quality, to say nothing of a declining quality of life.  

Look at Los Angeles.  Professor Steven Eirie of the University of California, San Diego, at a recent ULI Leadership Forum, made the following prediction about the coming growth of the Los Angeles region:

“By the year 2020, the five-county Los Angeles region will absorb 5.2 million new residents for a total population of 22.1 million.  This amount of growth is equivalent to adding two Chicagos or a Los Angeles and San Diego combined. … [A]dding more than five million new residents may generate 2.7 million new automobiles on the roads.  If each car requires five-to-seven parking spaces, the region would need more than 150 square miles of paved parking lots.  That is equivalent to paving over the San Fernando Valley.”

The impact of this growth could be appalling if past growth patterns are continued. Later in the same forum, Gloria Ohland, Southern California Campaign Manager for the Surface Transportation Policy Project, noted that, “Between 1970 and 1990 the population of Southern California grew 50 percent and developed lands grew 300 percent.”
  

Only a dramatic restructuring of the development patterns in the Los Angeles region, as in many other regions in the country, will avoid this endless outward growth with all its consequences.  But we should not be dismayed by the size of the task, for restructurings of this magnitude have occurred in this country in the past.  The key is recognizing that they take time, and that they can be influenced by action at all levels of government.  In fact, the expectation that the population of the country will continue to grow, and that we will need to build 18 million new homes over the next ten years is both the problem and the key to its resolution, for by influencing where these new homes are built we have the opportunity to greatly restructure much of our residential, commercial and retail development. 

The Federal Government Has a Role

At the Federal level, however, the first response to this prospect is frequently, “That’s a local matter.”  It is true that land planning is best done at the local level, and that localities jealously guard this prerogative.  The National Association of Realtors’ conducted a survey recently on voters’ attitudes to smart growth
.  They found that most voters feel there needs to be more management of growth.  This concern about growth issues is bi-partisan; how to manage it is not.  Democrats lean toward more growth management by a 58/38 margin, and Republicans divided 47/48. Overall, however, voters were generally opposed to state or Federal intervention.  

Likewise, a national survey commissioned by Smart Growth America last September found 78% of respondents favored “giving priority to improving services, such as schools, roads, affordable housing, and public transportation in existing communities rather than encouraging new housing and commercial development and new highways in the countryside”, a good growth management approach.  

Increasingly, it appears, Americans are concerned about the continuing growth of their communities, want at least some smart way to guide this growth, and want to keep the decision making local.  What does this mean for the Federal government, and more particularly, for housing policy? 

Just because the Federal government should not intervene in local growth issues does not mean that it does not have a profound impact on where people live.  It is well known history that the two FHAs, the Federal Highway Administration and the Federal Housing Administration, together supported one of the greatest migrations of Americans, that from the city to the newly built suburbs.  In fact, the Federal Interstate Highway System has probably had more impact on where Americans live than any other single action of government at any level.  

As housers, we know this history, we often bemoan it, but we seldom see that it has a great lesson for us.  If over the next ten years the country is going to build 18 million new homes, we have the chance to affect where these new homes are built, just as we did following World War II when we created national programs that supported the exodus from our cities.  Today, without causing the Federal government to intervene in local growth issues, we have the opportunity to devise ways that will, over time, support new, sustainable patterns of development around the country.  In fact, not to do this would be tragic.

This, as said above, does not mean that the Federal government should determine local development patterns.  That is untenable.  On the other hand, the Federal government can provide assistance and incentives to smart, sustainable development patterns just as it supported the growth of the suburbs in the 50’s.  

How the Federal Government Can Exercise This Role

It has a host of tools to do this.  The Commission has charged a task force to review ways in which the DOT’s State/Metropolitan Planning Process can be better coordinated with HUD’s Consolidated Planning process.  This is one important way in which the Federal government can influence the location of housing.  

Planning:  Developing a regional vision on where the next million people will be requires collaboration among local governments and the private sector throughout a region, as well as supporting state and Federal policies. Such visions will vary according to local priorities over economy, quality of life, and the environment. As critical as this vision is in determining the need for regional investments in infrastructure, economic development, and housing, there is little Federal support for comprehensive planning. As Bob Dunphy, the ULI Senior Resident Fellow for Transportation, reported in a paper prepared last month for the GAO,

“There is a federally established process for developing consistent transportation and growth strategies, but it is rarely invoked. One of the few examples was Atlanta, where a finding that plans were not in conformance with clean air created a crisis which led to a business driven fix.”  

In other words, it was clean air policy that caused leaders in Atlanta and Georgia to make hard political choices about development, not DOTs planning process, sound as it is.  And a number of other cities in the country are close to air-quality standards non-attainment.  For instance, as the Washington Post reported recently,

“The number of sport-utility vehicles on Washington area roads is growing so fast that it will likely push the region over the pollution limits for automobile emissions and force delays in some road-building projects, transportation officials said.

…

“Environmental groups and slow-growth proponents said the new findings prove what they have been saying for years: that the region cannot continue to rely so heavily on driving.

"’This should be a wake-up call to all those people who have been putting sprawl and development ahead of public health,’ said Jim Wamsley, transportation chairman of the Sierra Club's Virginia chapter.”2
Thus, while it is important to encourage the coordination of planning transportation and housing, the record of enforcing this planning has been limited to date.  It is, therefore, important to look for additional ways the Federal government can encourage sound, smart development at the local level.

Making lower cost financing available:  Another, and potentially powerful, set of tools the Federal government has by which to impact the location of these 18 million new homes over the next decade is through Federal support of the financing of single-family homes and rental apartments.  As one participant at a ULI Leadership Forum held in Los Angeles last year said, “Development is driven by financial markets, not the developers.”
 The Federal government has a powerful influence over the residential finance market, exercised in many ways.  It can use this influence to guide development towards areas planned by local communities which include the key elements of smart growth planning, such as increased density, mass transit, walkable development, mixed uses and mixed income housing.  This would be no different from the ways in which the Federal government now encourages financing to flow into lower income communities in order to stimulate their redevelopment.

A problem often faced by smart, transit oriented development is that it can cost more to provide housing in such areas than in outer ring, greenfield developments.  The reasons for this are many, but part of the reason is the way in which costs of development are assessed and paid.  For instance, we do not make either the homebuilder or the home purchaser of a house out in the exurbs pay the costs of the added air and water pollution, traffic, and the other social and environmental costs such development entails.  These costs are passed along to the rest of the members of the region through higher taxes, lost time, higher transportation costs, and poorer health quality.  In the same way, the family that purchases a home in a smart growth area, thereby reducing traffic, air pollution, etc., saves others time and money but receives no reimbursement for the higher housing price they may have to pay. The Federal government can help rebalance this inequity, however, by lowering the costs of financing homes built in smart growth areas.  By doing this, local communities will have added incentives to create smart growth areas, builders will be able to provide housing which is more affordable and competitive in the market, and home buyers and renters will have an additional incentive to move to such areas.  

There are various ways in which the Federal government can make financing development in smart growth areas more attractive and less expensive.  These include the following:

· FHA/VA single family mortgage insurance programs – create a Ginnie Mae program which purchases FHA and VA insured mortgages with annual percentage rates of 100 basis points or more below market for mortgages whichfinance the purchase of homes located in Locally Approved Smart Growth Areas (as defined below).

· FHA multi-family mortgage insurance programs – have Ginnie Mae purchase 221(d)(4) and 221(d)(3) mortgages on properties located in Locally Approved Smart Growth Areas at interest rates at least 100 basis points below market; likewise, reduce the costs of financing 202s in these areas.

· Mortgage Revenue Bonds – provide for an increase in the private activity bond cap specifically for mortgage revenue bonds used to finance housing built or rehabilitated in Locally Approved Smart Growth Areas.

· Low Income Housing Tax Credits – modify the law to permit state allocating agencies to increase by 20% the amount of credit allocated to LIHTC developments located in Locally Approved Smart Growth Areas.

· CDBG and HOME funds – modify the allocation formula so that every Locally Approved Smart Growth Area is entitled to an allocation of funds over and above any allocation to which the jurisdiction it is located in might be entitled.

· Fannie Mae, Freddie Mac, the Federal Home Loan Bank Board – create a goal for Fannie Mae, Freddie Mac, and the FHLBB, requiring a certain percentage of the mortgages purchased or financed by these institutions be located in Locally Approved Smart Growth Areas.

· The Community Reinvestment Act – amend the rules under the CRA to require banks to report how many mortgages they make in Locally Approved Smart Growth Areas, and make their performance in funding properties in such areas a criteria in their rating.

· The Historic Tax Credit – increase the historic tax credit on properties located in Locally Approved Smart Growth Areas to 25%.

Locally Approved Smart Growth Areas:  Each of these recommendations would provide more attractive financing for residential development in what, for purposes of this paper, are being called “Locally Approved Smart Growth Areas.”  This term is intended to apply to a new, Federally recognized, type of area.  Such an area would be designated by the appropriate local entity, generally a city, town or county, although sometimes it might be the state government.  This local government would draw the boundaries of the area, and determine what development would occur within it.  Such an area would have to meet certain minimum, Federally mandated, standards in order to qualify for the advantageous financing recommend here.  

Federal standards for a Locally Approved Smart Growth Area would include location near existing or planned mass transit that is part of the DOT State/Metropolitan plan.  Additional standards might include a master plan developed with active citizen participation, and require a mix of housing types, incomes, and uses, and a goal for a job/housing ratio.  There could well be a requirement that at least 20% of the housing units in the area be affordable to families with incomes of 50% of median income or less and another 20% affordable to families with incomes between 50% and 120% of median income.

Conclusion

The United States has a remarkably efficient and effective housing finance system, and it has resulted in it being the best housed country in the world.  In the past, this system, along with other Federal investments have had profound impacts on where Americans live.  The long-term, and largely unintended, consequences of these Federal actions have now begun to catch up with us in the form of sprawl, declining air quality, traffic, and housing costs which are climbing out of the reach of many moderate income working families.

These consequences can be addressed – over the next ten to 20 years.  To do so will require Federal involvement, and shifts in Federal policies, housing policy among them.  The Federal government will never be able to tell people where to live, as opportunity and choice are primary American values.  But it can provide encouragement, incentives and wise planning. It will take time for this to have a significant impact on development patterns in the country, but looking out over ten years, this impact can be significant and critical.  The good news is that there is already a strong movement towards smart growth in many urban areas.  A move by the Federal government now to provide incentives for this movement at the local level will provide great encouragement and support for this vital new direction, and will have a dramatic impact over where the next 18 million new American homes will be built.  
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