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Inclusionary Zoning: How to Make a Good
Social Policy Better and More Fair
Richard F. Klawiter*

Many developers have condemned inclusionary zoning ordinances, arguing that the ordinances allocate too much of aordable housing's nancial burden to developers. The author of
this article argues that incentives should be created for developers and the nancial impact
should be more broadly apportioned to narrow the gap between the relative costs of developing market-rate housing and aordable housing.
certain triggers occur (for example, an application to re-zone property to allow residential
uses or higher residential density), then a portion of all new market-rate residential units must
be permanently designated as aordable
housing.6 The ordinance with which I am most
familiar and which is representative of such local ordinances requires that up to 10% of all
units in qualifying developments be designated
aordable.7

Nowhere in the United States is there a sufcient supply of aordable housing to meet
demand.1 In 2013, only 28% of low-income families could aord their rental payments.2 To cite
just one example, over the past 15 years Cook
County, Illinois, has seen a 16.8% decrease in
aordable units per 100 low-income
households. 3 At the same time, residential
segregation by income has increased in 27 of
the 30 largest metropolitan areas in the U.S.4
Since 1980, lower-income households have
become ever more likely to live in areas with
higher concentrations of lower-income households, and higher-income households have
become more likely to live in areas with higher
concentrations of higher-income households.5

Many developers have condemned these
inclusionary zoning ordinances, arguing that the
ordinances allocate too much of aordable
housing's nancial burden to developers. In order to respond to these arguments and to
encourage developers' participation in fullling
the desirable social policy of providing aordable housing, this article argues that incentives
should be created for developers and the
nancial impact should be more broadly ap-

In an eort to provide more aordable housing and to counteract this growing epidemic,
cities across the country have instituted inclusionary zoning ordinances, which provide that if
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rently observed in the United States and
abroad.”10

portioned to narrow the gap between the relative costs of developing market-rate housing
and aordable housing.

There is a clear social value to inclusionary
zoning. A 2012 study published by RAND found
that 75 percent of required aordable units are
located in tracts with low poverty rates—a stark
contrast to eight percent to 34% of other affordable housing programs.11 The study also
found that “compared to other aordable housing programs, inclusionary zoning programs
provide recipients with greater access to lowpoverty neighborhoods, which are often correlated with high-performing schools.” 12 The
RAND study also found a correlation between
the location of inclusionary aordable units in
low-poverty areas and the quality of neighborhood elementary schools. Children in inclusionary aordable units had access to neighborhood elementary schools performing better than
schools in the same jurisdiction that did not
serve families occupying inclusionary zoning
units.

The Importance of Residential
Integration by Income
It seems a well-settled question that socioeconomic integration (or, if you prefer, residential integration by income) is desirable. Socioeconomic segregation harms families with low
socioeconomic status. Residents in highpoverty areas typically have fewer and poorer
schools, limited employment opportunities, and
higher risk of disease and rates of mortality.
While socioeconomic segregation may seem
to harm only individuals with low socioeconomic
status, society as a whole bears the heavy cost
of socioeconomic segregation. Socioeconomic
segregation results in decreased residential
property values (and, consequently, lower property tax revenues), increased costs to deliver
public services to high-poverty areas (which
leads to reduced government spending on
productive public goods), a weakening of the
competitiveness of society's workforce, and
sustained stereotypes.8 Furthermore, “[h]igh
levels of segregation . . . constrains the vitality
and economic performance of metropolitan
regions by sustaining pockets of poverty and
distress, thereby fueling ight and sprawling
residential development, which raise commuting
times and trac congestion.”9 Studies on the
eects of socioeconomic segregation by the
American Psychological Association have
shown that “[v]ariance in socioeconomic status”—that is, socioeconomic integration—“mitigate social problems. . . . Society benets from
an increased focus on the foundations of
socioeconomic inequalities and eorts to reduce
the deep gaps in socioeconomic status cur-

Bridging the gaps between those with low
socioeconomic status and those with high
socioeconomic status may not be a simple task,
but several studies show broad positive eects
of policies that promote residential integration
by income—such benets for low-income
households as better education, lower stress,
higher aspirations, higher employment rates and
better physical and mental health, and such
benets for households of all incomes as
greater cultural diversity, more powerful societal
bonds and more robust economic development.

Inclusionary Zoning as a Means of
Promoting Residential Integration by
Income
Inclusionary zoning, which produces aord-
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able housing in desirable neighborhoods with
better social services, is an eective means of
combating socioeconomic segregation. Inclusionary zoning is typically understood to be a
policy advanced to promote residential integration by income by requiring developers, often
as a condition to the approval of a zoning application, to provide a certain number or percentage of aordable residential units on site in
the project for which the zoning change is
proposed. Often, as is the case in my home
town of Chicago, a developer may opt to make
a so-called “fee in lieu” payment to a local
governmental agency rather than provide the
aordable units on site.

economy: aordable housing creates more
disposable income for lower-income households, translating to more money spent on
goods and services. Due to the costs associated with socioeconomic segregation, sound
public policy dictates that more socially and
economically integrated and diverse residential
areas be developed. By implementing inclusionary zoning programs, which are eective in producing aordable housing in desirable housing
markets, we can more eectively combat
socioeconomic segregation and mitigate the effects of, and reduce, residential segregation.

Incentivizing Development and
Aordable Housing

Promoting true inclusionary zoning rather
than oering the option of the payment of a fee
in lieu is in most instances the best and fairest
approach for all concerned. But, at the same
time, it should not be left to private developers
alone to bear the burden of a policy which has
a broad social benet. It is our collective
responsibility to absorb the costs (direct and
indirect) of this desirable policy. Whether by
incentivizing developers with the opportunity to
earn additional development rights or by reducing and redistributing the costs to be borne for
pricing rents and purchase prices below market
value, the laudable goals of inclusionary zoning
should be embraced and the costs more broadly
applied and allocated.

If the creation of residential socioeconomic
integration through inclusionary zoning ordinances is deemed to be desirable, it does not
necessarily follow that the burden should be
borne exclusively by the private developer
creating the aordable housing. In fact, governments should neutralize or even reverse these
ordinances' impact on private developers to
incentivize the construction of aordable units.
Creating aordable housing units through the
vehicle of inclusionary zoning may never be as
protable for developers as creating marketrate housing units. But the nancial gap can be
narrowed considerably. Indeed, one developer
in an anonymous survey encouraged governments to “stop building islands of aordable
housing and integrate them. They should use
the funds they already have to encourage the
type of development they want to see built.”14

Inclusionary zoning ordinances rely on the
private sector—developers—to allocate or
reserve a portion of units for aordable housing
and can produce aordable housing without
requiring signicant government spending.
Inclusionary zoning may also generate public
funding for additional aordable housing through
in-lieu fees, land dedications, and other means.13
Inclusionary zoning also stimulates the local

Local governments can lessen developers'
nancial burden by providing nancial incentives.
Costs to developers can also be reallocated to
other entities, including land owners and adjacent beneciaries. While no single incentive is a
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Expedited Zoning and Permitting
Process

panacea for easing the nancial burden of
providing aordable units, by developing a menu
of potential incentives, the cost of providing affordable housing relative to the cost of creating
market-rate housing can be narrowed. By
reducing developers' burden, building aordable
housing can become more cost eective and, in
turn, more prevalent. “No single reform can
solve the problem” but every incentive is “just
one more tool in the arsenal.”15 In keeping with
that idea, the following are examples of ways
local government can directly reduce developers' costs of building aordable housing.

Another vehicle for reducing the burden of
inclusionary zoning on private developers is
expedited permitting. Local governments can
fast-track permit applications, waive or reduce
fees associated with rezoning, and generally
streamline the process in order to incentivize
development. For example, in the Twin Cities,
developers are oered an incentive of reduced
impact fees, which are one-time fees charged
to pay for new infrastructure like sidewalks and
sewers. 21 Developers may be more able to
absorb the costs of inclusionary zoning if they
know that the rezoning process is expedited
and cheaper.

Density Bonuses
By far the most common method to incentivize developers to create aordable housing is
density bonuses. These allow developers to
create more units than would be allowed
otherwise under applicable zoning law.16 Density
bonuses benet developers by increasing the
number of units (and thus revenue streams) per
lot. Density bonuses have been ranked by
developers as the incentive most likely to
induce developers to provide aordable units
on site.17 However, density bonuses alone may
not suciently reduce the burden on developers of inclusionary zoning requirements.18

Increased Floor Area
City ordinances regulate the maximum oor
area a developer can build in a given project.
An increase in oor area would allow developers to produce larger projects and more units.
Several cities currently employ this incentive.

Tax Subsidies
Some local governments, in an eort to
reduce developers' nancial burden, give tax
breaks to private developers who participate in
providing aordable housing.22 For the portion
of the development that is aordable, developers receive tax breaks like property tax
abatements.23 State and local governments have
experimented with awarding grants to communities actively creating aordable housing.

Parking Reductions
Reducing minimum parking requirements is
another commonly used vehicle for incentivizing
the construction of aordable housing. Parking
is space intensive and expensive to construct,
so reducing the mandatory ratio of parking
spaces to units is often an attractive incentive.19
Particularly in neighborhoods well-served by
public transportation, recognizing that parking
ratios can be reduced promotes increased public transportation ridership while reducing
private development costs.20

Low-Interest Government Loans
In a recent survey of private developers who
had participated in mixed income developments,
71 percent of respondents said they had
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experienced signicant diculties obtaining
nancing on developments that included both
market-rate and aordable housing units. 24
Developers routinely express concerns that
banks struggle to successfully underwrite a
project with an aordable component.25 If local
governments were to extend low-interest loans
on the aordable housing portion of a project, it
would be both cheaper and easier for developers to secure nancing. Additionally, if local
governments sponsored these projects, banks
would have more condence that these projects would be completed timely and their loan
repaid.

tion of air rights is not a traditional outow of
cash from a local government's budget (if
anything, it would be no more than a lost
potential inow of cash).

Linked Development
So-called “linked development” allows developers to satisfy aordable housing requirements by constructing aordable units within a
certain radius of the property to which the affordable requirement would otherwise apply.
Although linked development does not necessarily promote residential integration by income
per se, if administered creatively it can produce
aordable units in the same higher income
neighborhoods in which new market-rate housing is being developed.

Land Trusts
An eective way for local government to
reduce obstacles for developers is making the
acquisition of government-owned land more
attractive. Local government can develop land
trusts in exchange for commitments to build a
certain amount of aordable units on site. In
New York City, for example, developers were
able to buy land from the city for $1 to build
what eventually became Hunter's Point South, a
$350 million mixed-use complex (75% of which
is aordable housing).

Promoting (Aordable Housing)
Development Through Cost Reallocation
When new residential developments are built,
private developers clearly benet, but they are
not the sole beneciaries. Increasing the housing supply means more options and lower
purchase prices and rents for consumers.
Nearby shops and restaurants benet by having more consumers in close proximity, and local employers enjoy the benet of a workforce
nearby. Why, then, do typical inclusionary zoning ordinances allocate virtually all of the costs
to the private developer building the units?

Air Rights
New York City's Inclusionary Housing Program oers a creative incentive to aordable
housing developers: the allocation of air rights,
which may then be sold to third-party, marketrate developers, who in turn use those rights to
build larger and denser buildings.26 Proceeds
generated from the sale of these air rights are
then used to repay the underwriters. This
system allows developers to create aordable
housing and to assure their creditors of their
ability to repay the loans. Additionally, realloca-

Here are some possible ways to reallocate
the burden.

Aordable Housing Trust Funds
Often, when developers choose to pay a fee
in lieu rather than to provide units on site, the
fee is paid to an Aordable Housing Trust
Fund.27 The money in turn is used to fund hous-
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ing developments that are 100% aordable,
usually located in neighborhoods with low land
values and a greater concentration of lowincome households.28 However, might it not be
a better use of these funds to instead subsidize
the private development of mixed-income buildings in higher income neighborhoods?

by income is an important concomitant. But
private developers—who are creating aordable units which benet both future occupants
and the public at large—should not exclusively
bear the costs of inclusionary zoning. Direct
and indirect incentives should be considered
and authorized, and the burden and costs of
providing below-market units should be more
broadly allocated.

Allocation to Land Owner
In cases where the underlying land is owned
by a private party, some of the cost of aordable housing could be allocated to the private
land owner. Land owners could be assessed a
special surcharge on their taxes stemming from
the land sale, and that surcharge could underwrite the costs of future aordable housing
projects. Alternatively, land owners could elect
to avoid the surcharge by charging the developers less for the land, i.e., taking a purchase price
reduction roughly equal to the surcharge.

It is incumbent upon all of us to address the
crisis in aordable housing and the costly,
destructive consequences of the growing
concentration of residential segregation by
income. Through numerous incentives and
subsidies, the nancial burden of aordable
housing projects borne by developers can be
directly reduced or otherwise reallocated. In
doing so, developers may be encouraged to
more willingly participate in inclusionary zoning
initiatives, thus helping to provide aordable
housing for those in need.

Adjacent Beneciaries
Nearby shops, restaurants, and employers
should all share in the burden of nancing the
construction of aordable units. One way to do
this might be to assess a surcharge on these
businesses' property tax. Businesses in a
dened radial area (for example, 0.5 miles
around the development) could be assessed a
property tax surcharge to go into an Aordable
Housing Trust Fund defraying the project's cost.
Special assessments could also be levied
against nearby commercial properties.
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