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Roughly 500 communities in the United States have developed inclusionary housing policies, which require 

developers of new market-rate real estate to provide some units that are affordable to low- and moderate-

income residents. For cities struggling to maintain economic integration, inclusionary housing is one of the 

most promising strategies available to ensure that the benefits of development are shared widely. However, 

policies must be designed with care to suit local conditions and ensure that requirements do not overburden 

development. This report details how local governments have realized the full benefit of this approach by 

building public support, using data to inform program design, establishing reasonable expectations for 

developers, and ensuring long-term program quality.

Inclusionary housing is likely to play a more significant role in our national housing strategy in the coming 

decade. Faced with declining federal and state resources for affordable housing and growing populations, 

communities need to take full advantage of every potential tool. The evidence summarized here suggests 

that inclusionary housing programs produce a modest yet steady supply of new affordable housing resources. 

Because programs generally preserve long-term affordability, the pool of local inclusionary units can grow 

steadily into a significant share of the local housing stock. 

As importantly, the data suggests that inclusionary housing is one of the few proven strategies for locating 

affordable housing in asset-rich neighborhoods where residents are likely to benefit from access to quality 

schools, public services, and better jobs. Increasingly, communities across the country are investing in the 

creation of new transit-oriented urban neighborhoods, and inclusionary housing policies are one of the only 

ways to ensure that these places develop in an equitable manner. Ultimately, equitable development benefits 

not only lower-income households; integrated, inclusive, and diverse communities enhance the lives and 

outcomes of all residents. 
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to 12.5 percent in single-family and low-rise multifamily 

developments with a sliding-scale density bonus. 

Geographically targeted programs such as these may 

be more complex to design and administer, and they 

still may fail to capture all the important fine-grained 

differences among projects. It is also worth noting that 

most citywide inclusionary requirements automati-

cally compensate for some differences in neighbor-

hood market conditions. For instance, it may be more 

expensive to build in high-cost neighborhoods, but a 

density bonus is worth more where the home prices or 

rents are higher. 

The Set-Aside Requirement

Every inclusionary housing program should also con-

sider how much of a city’s affordable housing needs 

developers should be expected to meet. Typically, cit-

ies establish this basic requirement as a percentage of 

the units or square footage area of each development 

that must be set aside to be rented or sold at afford-

able prices on-site (figure 5). 

Many cities then allow developers to choose among 

one or more alternative methods of satisfying the 

requirement, such as paying a fee or producing off-site 

units. Some cities allow developers to build fewer units 

if they serve a higher-need population. In any case, the 

baseline performance option sets the economic bar 

against which other alternatives are evaluated, so it 

must be appropriate for local market conditions. 

In a neighborhood of single-family homes, this duplex in Redmond, 

Washington, is affordable on the left side and market-rate on the 

right. Credit: City of Redmond
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Increasingly, cities commission economic feasibility 

studies to bring real market data to bear on this  

essential question. Traditional inclusionary housing 

programs are designed around the assumption that 

units will be provided on-site even if the program 

allows payment of fees as an alternative. These 

programs generally evaluate the economic feasibil-

ity of their performance requirements and then set 

in-lieu fees so they are economically comparable to 

(or slightly more expensive than) the performance 

requirements. Alternatively, fee-first impact or linkage 

programs study the economic feasibility of the fee and 

then design a performance alternative requirement 

(i.e., on-site construction of affordable units) that is 

economically comparable. 

In-Lieu Fees

It’s a challenge to design requirements that work 

equally well for every potential real estate project, 

so most cities offer developers a menu of alternative 

ways to satisfy their affordable housing requirements. 

The most common alternative is to pay a fee in lieu of 

on-site production. In-lieu fees are generally paid into 

a housing trust fund and used (often along with other 

local funding sources) to finance affordable housing 

developed off-site.

Jurisdictions use multiple formulas to set fee levels 

(figure 6). A key factor that often shapes those deci-

sions is whether a jurisdiction wants to encourage 

on-site performance or collect the revenue to leverage 

other sources of funding to build affordable units off-

site. All other things being equal, the higher the fee, the 

higher the chance that developers will choose to build 

units on-site. A number of communities have made the 

mistake of setting in-lieu fees far below the cost of on-

site performance, and this practice has resulted in poor 

overall performance of the affordable housing program. 

Over time, a city’s preference for fees relative to 

on-site units may evolve according to changes in the 

market or other factors. Somerville, Massachusetts, 

created its inclusionary program at a time when local 

nonprofit developers did not have the capacity to build 

large quantities of affordable housing. Consequently, 

the city set its fees very high. According to the city’s 

inclusionary administrator, “It was a very punitive 

formula aimed at discouraging developers from taking 

this option” (Center for Housing Policy 2009, p. 6). As 

the nonprofit development community matured and 

built capacity, the city decided that it preferred re- 

ceiving trust fund revenue and lowered its fees. By  

adjusting its program approach in response to chang-

ing local conditions, Somerville was likely able to 

produce more units than would have been generated 

by either approach applied consistently.

Under the right circumstances, off-site production 

with in-lieu fees can result in more affordable homes 

than on-site production, but increased production  

Figure 6

Approaches to Setting the In-Lieu Fee
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The in-lieu fee is based on 
the typical difference in 
price between market rate 
and affordable units.

The in-lieu fee is based on 
the average amount that 
the public has historically 
invested to actually 
produce each additional 
off-site affordable unit.
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is not automatic. Effective use of fees relies on the 

presence of a number of key resources, which are  

not necessarily available in every community. These  

include the availability of other locally controlled 

financing sources to leverage inclusionary housing 

funds, the capacity of public agency staff, the avail-

ability of local nonprofit or private partners with 

affordable housing development experience, and 

the availability of land for development of affordable 

housing. Even when all these elements are present, 

successful off-site strategies require careful attention 

to where units are located if a program aims to achieve 

some level of economic integration. 

Linkage fees (sometimes called impact fees) are an 
alternative to traditional inclusionary zoning programs. 
Although the name is similar, linkage fees should not 
be confused with in-lieu fees. In some states, commu-
nities can charge developers a fee for each square foot 
of new market-rate construction and use the funds to 
pay for affordable housing. These programs are actually 
structured to require fees rather than units on-site. 
Initially, commercial linkage fees were developed to 
apply to commercial projects where an on-site housing 
performance requirement would be impractical or even 
undesirable. More recently, as state prohibitions on rent 
control have been interpreted to prohibit inclusionary 
programs that require affordable rents, a number of 
communities have converted traditional programs to 
those based on a housing linkage fee or impact fee. 

A small number of “fee first” programs require payment 
of fees but offer as an alternative the provision of on-
site units “in lieu” of paying the required fees. In these 
cases, the programs are almost identical to traditional 
inclusionary housing programs, but they are designed 
around a different legal rationale. 

To enact an affordable housing linkage fee on com-
mercial or residential development, cities generally 
conduct a “nexus” study, which evaluates the extent 

to which new development projects contribute to the 
local need for affordable housing and estimates the 
maximum level of fees that would offset this impact of 
these projects.

There are a number of advantages to linkage fees. Like 
in-lieu fees, they offer flexibility and can leverage other 
sources of funding. However, because land is likely  
to be more affordable and easier to obtain in lower- 
income neighborhoods, a reliance on fees may further 
economic segregation. Another disadvantage is that 
linkage fee programs may generate fewer resources for 
affordable housing than traditional programs would. 

An informal analysis by the Non-Profit Housing Associ-
ation of Northern California found that among Bay Area 
jurisdictions that replaced traditional on-site perfor-
mance-based programs with impact fees, all adopted 
impact fees were less than the in-lieu fees of their prior 
programs. The reason was that, while the in-lieu fees 
had been based on the cost of providing an affordable 
housing unit, the impact fees were based on a nexus 
study. Most cities chose to set their impact fees well 
below the maximum fee suggested by their nexus stud-
ies to avoid possible legal challenges.

Linkage Fee Programs 

Many cities have written these fees as specific dollar 

amounts in their ordinances. Over time, a fixed fee will 

drop in relation to inflation and the cost of providing 

affordable housing. Some communities keep fixed 

fees current by enabling the city council to annually 

approve a change to the fee calculation, but  these 

yearly approvals can be a challenging source of local 

controversy. In response, a number of communities 

have begun to index their fees to allow for regular 

increases (and potentially decreases) in response to 

market conditions. Santa Monica, California, annually 

increases its in-lieu fee according to an index that 

takes into account annual changes in the cost of con-

struction and local land values. 
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CAN FEES BE MORE EFFICIENT?

Through the incentive zoning program in Seattle, 

Washington, developers who provide on-site affordable 

units receive bonus density in certain targeted areas. In 

most zones, however, the program gives developers the 

option to pay an in-lieu fee instead. Between 2002 and 

2013, in every case where developers had this choice, 

they chose to pay the fee because it was far less costly 

than producing on-site affordable units.

Cornerstone Partnership analyzed data from Seattle’s 

Office of Housing to better understand the outcomes 

of these trade-offs (Jacobus and Abrams 2014). Con-

sistent with earlier studies, Cornerstone found that 

the city took several years to spend the fees received. 

However, by investing this money in nonprofit proj-

ects, the city was able to leverage these funds with 

state and federal resources to produce significantly 

more units than would have been provided in on-site 

projects. Cornerstone found that the additional $27 

million of in-lieu fees enabled the city to finance 616 

additional units that would not have been built without 

the inclusionary funds. 

Additionally, this local money enabled the city to bring 

in $97 million in federal and state funds that otherwise 

were unlikely to be invested in Seattle. Furthermore, 

Cornerstone’s analysis found that Seattle invested the 

fees primarily in projects located downtown and in 

other higher-cost central neighborhoods—the same 

neighborhoods where the projects paying the fees 

were located (Jacobus and Abrams 2014). 

Other cities may have a hard time matching Seattle’s 

performance in this regard. Seattle has relatively high 

capacity both within its Office of Housing and among 

its network of nonprofits, without which lower rates of 

leverage would be expected. Even in Seattle, limited 

land in central locations is likely to make it increasingly 

difficult over time to continue relying exclusively on 

fees to achieve meaningful economic integration.

The “opportunity cost” of providing units on-site (i.e., 

what the developer gives up by selling or renting for 

less than market value) is higher for higher-priced 

units, but the in-lieu fee is likely to be the same for all 

projects. As a result, when a single fee is set accord-

ing to expected average costs, there will be a natural 

tendency for higher-end projects to prefer paying the 

fee and lower-end projects to prefer on-site produc-

tion (figure 7). 

In many communities, this tendency is not a prob-

lem, but some communities have found that it leads 

to further concentration of affordable housing in 

lower-income neighborhoods. Nevertheless, some ju-

risdictions have effectively designed programs so that 

fees advance economic integration, and others have 

found ways to create more affordable homes without 

increasing segregation. 

Off-Site Development

Another common alternative to on-site housing perfor-

mance is the right to build mandated affordable units 

on another site. Generally this is done by constructing 

This inclusionary home in the Sand River Cohousing community 

was developed through the Santa Fe Homes Program in New 

Mexico. Credit:  Pauline Sargent
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a dedicated project where all the units are affordable. 

A 2004 survey found that two-thirds of programs in 

California allowed developers to do off-site construc-

tion (California Coalition for Rural Housing 2004). When 

done well, off-site production can provide flexibility to 

developers and increase production. However, cities 

need to develop guidelines to ensure that off-site 

properties are located in appropriate neighborhoods, 

built to a high standard of quality, and well maintained 

over the long term.

Santa Monica, California, has one of California’s older 

inclusionary housing programs. It allows developers 

the option of providing units off-site, but only when 

doing so will result in additional public benefit. Spe-

cifically, Santa Monica requires that builders provide 

25 percent more affordable units in off-site projects 

than would have been required on-site. To promote 

economic integration throughout the community, 

off-site projects must be located within a quarter mile 

of a market-rate project, though projects up to one 

mile away are allowed if they will not result in overly 

concentrated affordable housing. 

LEVERAGING OTHER AFFORDABLE 
HOUSING RESOURCES

Many jurisdictions prohibit developers from using 

scarce federal, state, and local affordable housing 

funds on the same affordable units as those required 

by the inclusionary program. A city could end up with 

no increase in affordable housing units as a result of 

such “double-dipping.” 

In general, cities are more cautious about using  

funds that are highly limited. For example, many cities 

will allow developers to utilize tax abatements but 

prohibit the same projects from applying for hous-

ing grant funds. A second general guideline is that 

access to external funding should be balanced against 

the burdens required or requested of a developer. In 

many communities, developers are allowed to access 

affordable housing subsidies only when doing so 

enables them either to provide more affordable units 

or to serve more lower-income households than would 

otherwise be required. 

Figure 7

In-Lieu Fees and Economic Integration
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NONPROFIT PARTNERSHIPS AND LAND 
DEDICATION

While direct off-site development can be challenging 

for both cities and developers, a number of communi-

ties have found that encouraging off-site production 

through partnerships with nonprofit housing develop-

ers facilitates implementation and may produce more 

affordable housing. Nonprofit developers often have 

considerable expertise in both building and managing 

affordable housing. They are skilled at combining var-

ious funding sources to get the most possible units. A 

well-run nonprofit is also likely to be a good steward of 

the units, protecting the affordability in perpetuity and 

potentially reducing the monitoring and enforcement 

burden on city staff. 

However, there are limits to the benefits of such part-

nerships. For example, nonprofits often do not have 

the seed funding to do predevelopment work or to 

purchase land. A number of cities have designed their 

off-site production rules to encourage these partner-

ships. A few, including New York City, allow off-site 

development only if there is a nonprofit partner that 

will own the off-site project. 

Incentives

The Non-Profit Housing Association of Northern 

California (2007) and Hickey, Sturtevant, and Thaden 

(2014) found that most communities offer significant 

incentives to developers to offset the cost of providing 

affordable housing units. The most common incentive 

is the ability to build with increased density, but other 

common incentives include parking or design waivers, 

zoning variances, tax abatements, fee waivers, and 

Subsidies

Fee Reduction

Fee Deferral

Fee Waiver

Tax Abatement

Growth Control Exemption

Design Flexibility

Fast Track Processing

Density Bonus

0% 20% 40% 60% 80% 100%

PERCENTAGE OF JURISDICTIONS THAT OFFER INCENTIVE

Figure 8

Developer Incentives

Source: Non-Profit Housing Association of Northern California (2007).
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expedited permitting (figure 8). While a small number 

of communities seek to offer incentives to fully offset 

the cost of providing affordable units, incentives are 

seen as a way to reduce but not eliminate the econom-

ic impact on development in most programs.

These incentives are sometimes criticized as “give-

aways” to developers. Calavita and Mallach (2009) 

point out that incentives generally come at a real cost 

to the public sector. If inclusionary housing require-

ments are modest enough to be absorbed by land 

prices, then any incentives merely move the cost from 

landowners back onto the public. Incentives such 

as tax abatements and fee waivers reduce revenues 

available to jurisdictions, just as cash subsidies would 

to development projects. Even planning incentives 

such as density bonuses, which appear free, result in 

increased infrastructure and other public costs. 

When communities base inclusionary requirements 

on detailed feasibility studies, it becomes clear how 

incentives can play a role in maximizing the impact of 

an inclusionary housing program. If the goal of an in-

clusionary requirement is to enable developers to earn 

“normal” profits while capturing some share of “ex-

cess profits” for public benefit, any incentive a city can 

offer to make development more profitable enables 

the imposition of an inclusionary requirement higher 

than would otherwise be feasible. However, communi-

ties have to carefully weigh the costs and benefits of 

each incentive and evaluate them relative to the cost 

of meeting specific affordable housing requirements. 

Design Standards

It is difficult to design and implement inclusionary 

housing policies with appropriate standards to ensure 

quality affordable housing, given developers’ under-

Park City, Utah, utilized in-lieu fees from its inclusionary zoning 

program to build the Snow Creek Cottages, which are deed 

restricted to maintain affordability. Credit: Rhoda Stauffer
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standable desire to minimize costs. Some cities have 

insisted that affordable units be identical in every 

respect to market-rate units, but it can be hard to 

defend the public policy rationale behind requiring 

granite countertops and luxury ranges in affordable 

units. On the other hand, providing developers with no 

standards has its own risks. One California developer 

sold affordable units without any kitchen cabinets 

(Jacobus 2007a). 

An additional concern is the location of affordable 

units in market-rate developments. There might not be 

a clear public benefit in requiring that a proportional 

share of units with waterfront views are affordable, 

but some standard regarding where affordable units 

can be located is clearly appropriate. 

Many communities develop specific minimum stan-

dards. Some programs require that affordable homes 

be externally identical to market-rate units, but others 

provide developers with a list of specific requirements 

regarding minimum unit size and amenities. So long as 

affordable units meet these standards, they can be dif-

ferent or less costly to build than market-rate homes. 

Affordability Preservation

In booming housing markets, it would do little good 

to require affordable homes or apartments without 

providing a mechanism to ensure that the units remain 

affordable over time. 

Between 1973 and 2005, Montgomery County, Mary-

land, created more than 12,000 affordable homes 

through its widely copied inclusionary program. Be-

cause the affordability of those homes was regulated 

for only 10 years, however, by 2005 only 3,000 of those 

units were still affordable (Brunick and Maier 2010). 

If inclusionary programs are to create and preserve 

mixed-income communities, long-term restrictions are 

vital for a program to have a lasting impact. After all, 

Includes 330 inclusionary housing programs for which affordability term data is available.  Source: Hickey, Sturtevant, and Thaden (2014).
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Affordability Terms for Selected Inclusionary Housing Programs
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if homes expire out of a program and return to market 

rate after a few decades, the program won’t actually 

increase the stock of affordable housing. 

Well-designed inclusionary housing 

programs are able to offer homebuyers 

meaningful and safe asset-building op-

portunities while concurrently preserving 

a sustainable stock of homes that remains 

affordable for future generations.

The overwhelming trend has been for inclusionary 

housing programs to adopt very long-term affordabil- 

ity periods (figure 9). In 2005, Montgomery County 

amended its program to require 30 years of afford-

ability for new projects, and to administrate a new 

30-year restriction each time a property is sold. A 

recent national study found that more than 80 percent 

of inclusionary housing programs require units to 

remain affordable for at least 30 years, and one-third 

of those require 99-year or perpetual affordability 

(Hickey, Sturtevant, and Thaden 2014). Even programs 

with 30-year affordability restrictions frequently aim 

to preserve affordability in perpetuity by “resetting 

the clock” on each transaction and by maintaining the 

preemptive option to buy back the unit upon transfer. 

It is not entirely clear who benefits from shorter-term 

restrictions. For homeownership projects, a developer 

forced to sell units with 15-year restrictions faces 

the same economic cost as selling units with 99-year 

restrictions. For rental properties, the economics are 

a bit more complex. An investor might pay more for 

a property with rent restrictions that expire after 15 

years than for one with 99-year restrictions, but the 

difference might be slight. In other words, the length 

of affordability makes a big difference to the long-

term impact of the program but only a small difference 

on the front end. 

Policy makers sometimes feel that they are forced to 

choose between preserving affordability and offering 

wealth-building opportunities to homeowners. How-

ever, research strongly suggests that well-designed 

inclusionary housing programs can achieve both goals.

A team from the Urban Institute studied economic 

outcomes for buyers in seven homeownership 

programs with long-term affordability restrictions and 

found that sellers were able to experience significant 

equity accumulation even when the resale prices were 

restricted to preserve affordability (Temkin, Theodos, 

and Price 2010). For example, the typical owner of an 

inclusionary unit in San Francisco, California, received 

$70,000 when he sold the home. Even with the 

strict price restrictions on resale, the typical owner 

earned an 11.3 percent annual return on the home 

investment—far more than would have been earned 

through other investment options (Temkin, Theodos, 

and Price 2010). 

Well-designed inclusionary housing programs are  

able to offer homebuyers meaningful and safe asset- 

building opportunities while concurrently preserving 

a sustainable stock of homes that remains affordable 

for future generations.

Conclusion

Communities that are developing inclusionary hous-

ing programs must take the time to consider carefully 

each of the issues described above. Because real and 

important political and market conditions differ from 

place to place, there is no single best approach that 

should be used everywhere. However, that does not 

mean that each jurisdiction has to reinvent the wheel. 

Inclusionary housing is a well-tested local policy, and 

much has been learned about how to make it work in a 

variety of contexts.
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CHAPTER 5

The Challenges of Economic Integration

The desire to create and sustain more mixed-income  

communities has been a key motivation behind many  

inclusionary housing programs. The evidence suggests 

that most inclusionary programs are able to deliver  

affordable housing efficiently and at the same time  

integrate those units into areas of economic opportunity 

that other affordable housing programs have difficul-

ty reaching. At the extremes, however, communities are 

sometimes forced to choose between housing the greatest 

number of households and integrating that housing into 

the greatest range of environments. 

In San Francisco, 1400 Mission is a 

100 percent affordable apartment 

complex built by the nonprofit Tenderloin 

Neighborhood Development Corporation. 

Credit: Tenderloin Neighborhood 

Development Corporation 
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Does support for this general goal of economic inte-

gration imply that we need to ensure integration into 

every project? To address the more extreme cases, it is 

important to look closely at the motivation for polices 

that promote economic integration, the research on 

the effectiveness of mixed-income housing, and the 

pros and cons of each approach (table 1). Recent 

experiences in San Francisco and New York City offer 

insights into the challenges of meeting broad goals 

and expectations with a single policy. 

Mixed Income, Mixed Results 
Since the mid-1980s, a broad consensus among schol-

ars and urban planners has emerged in support of the 

idea that housing policies should encourage the cre-

ation of more mixed-income communities. The work 

of William J. Wilson (1987) highlighted the serious and 

compounding challenges that result from overcon-

centration of urban poverty and suggested that social 

isolation of people in high-poverty neighborhoods 

ADVANTAGES DISADVANTAGES

ON-SITE

• Ensures access to high-opportunity 
neighborhoods

• Is easier to enforce design quality
• Has low risk of ongoing 

maintenance problems
• Provides integration in the same 

building, which can be symbolically 
important and help build public 
support

• Can be difficult to monitor scattered 
units

• May produce fewer family-sized 
units

• May not be economically feasible for 
all project types

• Is harder to incorporate very low-
income or special needs residents

OFF-SITE

• Can be more cost-efficient (i.e., can 
often produce more total units)

• Can leverage other affordable 
housing subsidies to produce 
additional units or serve lower-
income residents

• Can design and operate properties 
to meet the needs of the local 
population (e.g. family units, 
amenities, social services, etc.)

• May concentrate affordable units in 
lower-income areas

• May produce lower-quality buildings
• May lead to lower-quality long-term 

maintenance
• Presents risks of “double-dipping,” 

whereby developers reduce their 
costs by relying on scarce affordable 
housing subsidies

Table 1

Comparison of On-Site and Off-Site Production
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San Francisco’s Central Market neighborhood has 
been changing. One of the most high-profile changes 
has been a new, 19-story luxury apartment building 
called NEMA, located directly across the street from 
Twitter’s new headquarters. NEMA is billed by its de-
veloper as not simply upscale but “inspirational” liv-
ing because of the wide range of high-end amenities, 
from 24/7 spa treatments to dog walking services. 
Like other recent developments, NEMA was required 
to rent 12 percent of its 750 units to low-income 
residents at affordable prices. 

To document this program, filmmaker Michael 
Epstein followed one of the lower-income families 
that moved into NEMA. After falling on hard times, 
the Ramirez family had been living in a van under the 
Golden Gate Bridge and then briefly in a homeless 
shelter before moving into the gleaming new NEMA 
tower. And yet Yesenia Ramirez describes her family’s 
new living situation as “awkward.” The building has 
no other children, but it does have a “doggie spa” 
(Epstein 2014). 

Next door to San Francisco’s NEMA apartment 
tower, another residential tower is being built by the 
nonprofit Tenderloin Neighborhood Development 
Corporation (TNDC). Like the affordable units at 
NEMA, this project also resulted from San Francis-
co’s inclusionary housing program. But in the TNDC 

project, all of the 190 apartments will be affordable 
to low- or moderate-income families. Where NEMA 
offers mostly studio and one-bedroom units, TNDC’s 
project has mostly two-bedroom and even some 
three-bedroom apartments. TNDC was able to build 
this project with financial support from the devel-
oper of a nearby 650-unit luxury condo project that 
elected to take advantage of the off-site production 
option under San Francisco’s inclusionary program 
(Conrad 2014). This off-site partnership will produce 
far more affordable units than the developer would 
have been required to provide on-site. 

This kind of compromise has been controversial in 
San Francisco, where many housing advocates are 
understandably concerned that developers will see 
the off-site option as a loophole, allowing them to 
provide substandard housing in undesirable loca-
tions. On-site inclusion of affordable units within 
market-rate projects seems to work well most of the 
time, and it remains the city’s preferred outcome. 
Most of the city’s inclusionary residents comfortably 
blend into market-rate projects where the cost of 
affordable and market-rate units are not quite so far 
apart. Collecting fees or creating off-site projects 
might be less efficient in many of these cases. But 
luxury projects like NEMA, where the benefits of 
inclusion decline as the costs increase, make it clear 
that on-site units may not always be the best option. 

might lead to the creation of an “underclass” that is 

very hard to escape. While the supposed “culture of 

poverty” does not appear to explain the results, there 

is clear evidence that even better-off residents suffer 

significant social and economic disadvantages when 

they live in neighborhoods with very high concentra-

tions of poverty. 

In one example, the Pew Charitable Trusts’ Economic 

Mobility Project followed 5,000 families to determine 

whether children moved up or down the income ladder 

relative to their parents. Surprisingly, the study found 

that the poverty rate in the neighborhood where 

children grew up strongly predicted their economic 

mobility as adults, even more strongly than differenc-

es in their parents’ education levels or occupations  

(Sharkey 2009).

It is easy to see that children who live in distressed 

communities face tougher odds. But what we haven’t 

Case Study: San Francisco
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Case Study: New York

In 2009, New York City made a set of 
changes to its zoning rules—including one 
that would allow developers of inclusionary 
projects to concentrate their affordable 
units in separate buildings on the same lot. 
Separating the affordable units in this way 
was considered more economically efficient 
and enabled these developers to access 
additional tax benefits. While many cities 
prohibit this practice, New York’s inclusion-
ary program is voluntary. After considering 
the alternative—developers opting out of 
the program—city leaders decided that the 
benefit of more voluntary units would out-
weigh any negative consequences. 

Five years later, this obscure change of pol-
icy made national headlines because of the 
placement of a single door on one property. 
Several developers had already taken ad-
vantage of the new policy without apparent 
controversy. But an approved development 
on Riverside Boulevard came under intense 
public scrutiny because it featured two 
doors—one on Riverside Boulevard for 
buyers of the luxury condos selling for up to 
$25 million, and one on 62nd Street for the 
tenants paying as little as $850 a month. 

The New York Times referred to the second 
door as a “poor door” and called the practice 
“distasteful” (Bellafante 2014). A state as-
semblywoman said, “It looks and smells like 
discrimination” (Navarro 2014). Somehow, in 
a city that had long allowed off-site devel-
opment, the idea of separating affordable 
residents within a site had seemed like an 
acceptable compromise. But the image of 
mixed-income buildings with two different 
doors touched a raw nerve with the public. 

been able to prove before is whether those under- 

privileged neighborhoods attract families who would 

face challenges anywhere, or whether it is something 

about the places themselves that negatively affects 

the kids. 

A new study from Harvard University (Chetty and 

Hendren 2015) has added very strong new evidence 

to support the conclusion that the places themselves 

matter. Economists studied children who moved from 

“worse” to “better” neighborhoods and found that kids 

who grew up in better neighborhoods earned more as 

adults when compared to kids who didn’t move or who 

moved to a worse neighborhood. And the effect grew 

over time. The younger kids were when they moved, 

the greater the gains. Similarly, the researchers found 

that younger siblings in families that moved expe-

rienced better economic outcomes relative to their 

older brothers and sisters who spent less time in the 

better neighborhood before entering adulthood. This 

research suggests that housing policies encouraging 

greater economic integration will lead to better eco-

nomic outcomes for lower-income children. 

Concentrated poverty was clearly an outcome of the 

housing policies of the mid-twentieth century. But 

by the end of the century, many housing programs 

explicitly began seeking to create more mixed-income 

communities. A range of mixed-income housing pro-

grams and policies has been studied widely, and while 

the results are sometimes contradictory, the evidence 

paints a fairly consistent picture of both the potential 

and the limitations of mixed-income housing. 

On the positive side, lower-income residents appear  

to benefit socially and economically from mixed- 

income communities. In a series of carefully designed 

experiments, inner-city public housing residents were 

offered housing vouchers that would enable them to 

rent market-rate apartments for no more than they 

had been paying in public housing. Families that 

moved to neighborhoods with low poverty levels saw 
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