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The New York City Partnership is a business leadership organization established by David Rockefeller at the end of the 1970's. Its first major program was the New York City Housing Partnership, launched in 1982, as one of the nation's first nonprofit intermediary organizations. It was Mr. Rockefeller's belief that the private sector had an important role to play in financing the redevelopment of blighted areas and producing affordable housing for working families. On the other hand, he recognized that the private sector could not replace or take on the responsibilities of government. As the days of federal largesse were coming to an end, there was a need for organizations that could intermediate between banks, builders and the various levels of government, in order to help secure appropriate levels of participation from each sector and manage the production process. 

Over the past 20 years, the New York City Housing Partnership became one of the nation's largest nonprofit housing producers, generating more than 1000 units a year in affordable new homes for purchasers earning  between 80 to 125% of area median income.  Our basic program involved recruiting a builder and a bank to build two and three family, owner-occupied homes or low rise condominiums on land that had been taken and cleared under federal urban renewal programs or city tax foreclosures. The contributed land, plus one-time capital subsidies from the federal UDAG program, and later from state and city capital grant programs, were sufficient to leverage 80% of the financing from the private sector, including bank loans and homeowner downpayments. 

The Housing Partnership projects were typically the first new, privately financed housing and the first owner-occupied housing built in low income areas of the city in more than fifty years.  The inducement to builders and banks -- the credit enhancement -- was the equity and credit of the homeowners who signed contracts long before the first shovel went into the ground. As a result, new market comparable sales were created to support appraisals that allowed private capital to flow back into neighborhoods. Importantly, the Housing Partnership did not use FHA -- its appraisals were too low to support the cost of new construction in the city. Instead, we used conventional loans issued on the basis of Fannie Mae's new underwriting criteria for an affordable housing model that we pioneered with that GSA back in 1983.

The Housing Partnership model has been adapted and applied in many other localities, urban and rural, throughout the country. Typically, the key elements of the program are to use public subsidies to make up the gap between development costs and home prices that are affordable to the target population. Depending on local planning considerations and affordability criteria, the model can be used to achieve economic integration in a high cost area or, more frequently, to write down development costs so they are affordable by first time homebuyers, often moving out of public housing. Flexibility is the key to maximizing private investment, both in terms of design, criteria for eligible homebuyers, and regulation. Over the years, Housing Partnerships have become allies of the Homebuilder Associations and others who have argued against intrusive federal and local regulations that have added to the cost of construction without generating commensurate public benefit.  

The Millennial Housing Commission offers the opportunity to consider what federal interventions have had the most beneficial impact on the needs of communities and individuals where the private market has not fulfilled housing needs. My career in the assisted housing industry spans thirty years, primarily as a nonprofit practitioner responsible for packaging and implementing various financing tools. I thought it might be interesting to highlight which federal interventions I believe have proven most valuable over time and whether this suggests a direction going forward.

In my opinion, the following are my choices for the top five federal interventions that have done the most for housing and urban development in the past thirty years and, with some adaptation for the 21st century, should be the foundation for housing programs of the future:

1) Federal Urban Renewal -- the federal government provided localities with the political and financial wherewithal to achieve condemnation, assemblage, relocation and infrastructure so that blighted inner cities could be redeveloped for housing, cultural and commercial purposes. If there were one federal program that should be resurrected to spur the next generation of residential development, it is Urban Renewal. There could be no better way for the federal government to defray the cost and incentivize local government to undertake environmental assessment, remediation of brownfields, rezoning and other extraordinary costs associated with contemporary development in a highly regulated environment. 

2) Community Reinvestment Act -- The carrot and stick approach of CRA has provided the incentives required to insure a flow of private funds into projects and neighborhoods that would otherwise have remained dependent wholly on government. The loose structure and flexibility afforded to regulators under CRA has helped make it a more effective tool for creating the relationships at a local level that are required to sustain private investment.

3) FannieMae -- Whenever I have been asked to consult in communities outside the USA, the first major obstacle to generating a housing market is the absence of a FannieMae. The ability to tap global credit markets as the takeout for virtually unlimited mortgage product is unique to this country and, as far as inner city investment is concerned, uniquely attributable to the commitment of FannieMae and its status as a Government-sponsored enterprise. Admittedly, the agency's role in multifamily finance has never lived up to its performance with one-to-four family homes, but its continued operation as a GSE with wide-ranging latitude is critical for the nation's affordable housing industry.

4) Tax Exempt Financing and Low Income Housing Tax Credits -- The greatest success in spurring private development of economically integrated housing have been the tax incentive programs. Their relative flexibility and predictability have made these financing tools the primary driver of production activity. Increasing the caps on these programs and adapting them to retain their benefits in the face of changing federal tax laws is the key to sustained affordable housing production.

5) Vouchers -- To address the needs of low income people who cannot support any of the capital costs of housing, and often cannot support operating costs, the most efficient source of federal assistance has been through vouchers that subsidize the difference between market rents and affordable rents. While administration of voucher programs has been erratic, federal assistance to the poorest segment of the population on the largest scale, has been accomplished with the use of vouchers, whether provided to projects or to consumers directly.

In terms of federal production programs, the last thirty years have witnessed a series of partial federal subsidies, laden with onerous requirements, where the period for promulgating the regulations and making awards was likely to be longer than the useful life of the program. Hodag, Homeownership Zones, Nehemiah, and, on a grander scale, Section 8, 312, 235, HOPE and HOME have proven to be expensive, inefficient and amenable to abuse. Their cumulative impact on housing in America has, in my judgement, not merited their cost. To implement these partial subsidy programs, the housing delivery system had to change. Private developers and public housing agencies were replaced by partnerships between state and local governments and nonprofit intermediaries who cobbled together a patchwork of public and private funding to get a project built. It is not unusual to spend more than five years to generate a single project with uncertain economics and a handful of units.

It is easy to reminisce about production programs like the FHA 236/GinnieMae tandem program that turned out tens of thousands of units with minimal bureaucracy. But rising construction costs made these programs infeasible without additional subsidies of the type that are unlikely to be forthcoming from the federal budget in the foreseeable future. For rehabilitation, CDBG funds have been an important source of gap financing in many localities. Too often, however, CDBG is used to finance operating expenses of local government and only modest amounts go to support production initiatives. Federal regulations that preclude CDBG investment in mixed income projects or new construction and discourage application of these funds to municipal expense budgets.

If I were to site a model federal program that might fit within the constraints of contemporary fiscal realities, it would be the housing UDAGs. These were project grants made to localities, as the last money in to a production project that was otherwise "ready to go" but for the federal grant. There were no income limits, but rather the criteria for the UDAG grant was based on the marketplace. UDAG funds could be advanced as a grant or subordinate loan to make up the difference between the economic rent or price of a unit and the cost to build it. There was no federal bureaucracy required, since ranking of proposals that could only be submitted by a unit of government, was based on a series of quantitative calculations include leverage of federal to other funds; impact on a blighted area; jobs created; and other community benefits.

Another production program that deserves attention is the 202 program for elderly and handicapped. The aging of America suggests that the federal government needs to think comprehensively about how the major commitments to Social Security and Medicare dovetail with housing policy and programs. To my knowledge, there has been little analysis of opportunity to integrate management of federal health, housing and basic retirement stipends.  Largely because it is restricted to nonprofit sponsors, the 202 program has remained a small but well run program. Housing the elderly in appropriate settings has been demonstrated to extend life and reduce medical and social costs, making production a demonstrably better alternative than vouchers when it comes to the senior population. Expansion of the program is needed, but is unlikely unless there is a sense that this would result in economies in connection with other federal expenditures on health and social welfare.        

Finally, there are three areas where I suggest the Commission could encourage more effective and expanded use of existing resources in support of the housing agenda: pension funds, Empowerment and Enterprise Zones, and CDBG loan guarantees. 

The AFL-CIO Housing Investment Trust offers a model that could be enhanced and replicated by other funds if the federal government provided a positive encouragement to pension fund trustees to invest a modest portion of their funds on flexible terms in affordable housing. ERISA actually discourages this type of investment, so that trustees are more exposed on a housing investment than a speculative commercial enterprise. We recommend a "basket clause" in ERISA and public pension guidelines that authorizes trustees to use a small percentage of their funds to invest in housing that benefits pension recipients and their communities on terms that may not maximize financial returns.

When enacted, Empowerment and Enterprise Zones held out promise to coordinate key elements of community investment and development across all levels of government. The EZ's have focused on economic development and social welfare activities, with limited focus on the interface of economic development and housing production. Yet housing continues to be the highest and best use for sites in many urban centers and should be a driver of EZ activities and beneficiary of EZ subsidies. 

Finally, the use of loan guarantees is a time honored means of leveraging private capital and creating new markets in economically distressed areas. We recommend the expanded and liberalized use of CDBG loan guarantees, in which a locality pledges its future block grant funds to secure a federal guarantee for financing of economic development projects. This could stimulate mixed use development and "smart growth" projects in areas that could not otherwise attract private investment. In New York City, there are thousands of acres of underutilized land where private developers cannot finance new housing. The New York City Partnership already pioneered a model for this type of project, which would have been enhanced by using the CDBG guarantee for the residential as well as the commercial portion of a mixed use project comprised of a limited dividend coop and ground floor retail space in Central Harlem. 

Redevelopment of urban land in the 21st century will generally require reclamation of sites that were previously used for manufacturing or warehousing. It will require major investment in environmental reviews, remediation and rezoning before development can occur. It is often difficult to secure conventional loans to acquire and carry these sites, since the value of the site "as is", under current zoning, is far lower than the cost of acquisition, cleanup and preparation for a new use. In most cases, the political risk of getting all approvals in place and the market risk associated with projecting the value of a rezoned, buildable site some three to five years in advance of development is too great for the private sector to undertake. Federal guarantees, along with pension fund "patient capital" investment and tax incentives under the EZ's or New Markets programs, could be the key to unlocking many sites. For sites that are most blighted, or contaminated, and where transportation and other new infrastructure is required, additional federal funding through a 21st century urban renewal program would also be essential. 

In summary, as David Rockefeller noted when he launched the Housing Partnership, the private sector cannot replace the government but it can be a partner in solving many of our toughest issues. Certainly this is the case when it comes to housing and community development, as has been demonstrated over and over again during the past two decades. We congratulate the Commission on your outreach effort and your commitment to design a new generation of housing and urban development initiatives to guide and support our public-private partnerships in the years ahead.  
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