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ABSTRACT

This paper examines the rationale for mixed-income approaches to affordable housing development,
as well as the record of such developments in meeting their objectives, from the perspective of
housing developers and those responsible for designing housing programs and policies. The drivers of
the recent, renewed emphasis on a mixed-income housing projects are also examined and analyzed.
The potential benefits this mixed-income approaches are summarized based on existing literature and
interviews with key informants. Overall, this paper finds mixed-income approaches can have an
important role in getting additional affordable units built, ensuring high-quality housing, and
deconcentrating poverty. However, mixed-income housing is not a silver bullet to overcoming the
difficult challenges faced by families seeking to escape from poverty or the realities of housing
markets. Because mixed-income developments are complex, present unique risks, and often house
fewer needy families than other types of development, mixed-income approaches must carefully
consider the local housing market, the population to be served, financing options, the scale of the
project, and the community context. This paper concludes by discussing the implications of these
findings and suggests guiding questions for developers and policy makers considering mixed-income
projects and policies.
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EXECUTIVE SUMMARY

Mixed-income housing is increasingly becoming a preferred model among academics, policy makers
and practitioners for developing affordable housing. To support this growing interest, changes have
been implemented in recent years at the federal, state and local levels to promote mixed-income
housing, and prominent advocates, such as the Millennial Housing Commission, are calling for more
mixed-income programs. The U.S. Department of Housing and Urban Development’s HOPE VI
program is a notable example of this approach, having allocated $4.5 billion over 10 years for the
demolition and redevelopment of distressed public-housing projects into mixed-income housing
developments.

Despite this renewed emphasis on including a mix of incomes in affordable developments, relatively
little research has been conducted to substantiate claims that mixed-income housing per se leads to
positive benefits for low-income families. By examining past research and conducting interviews with
developers, property managers and financiers of mixed-income housing, this paper seeks to offer a
more nuanced framework for discussing the different types of mixed-income developments, their
objectives, and a preliminary assessment of mixed-income housing’s record in meeting its objectives.

Drivers of Policy

Why is a mixed-income approach being adopted, and what do developers and policy makers hope to
achieve? One reason for the growing popularity of a mixed-income approach is the higher incidence
of crime, unemployment and other social ills found within high-poverty neighborhoods and public-
housing developments. In theory, mixed-income developments can reduce the incidence of social ills
while providing an opportunity for low-income households to gain access to better neighborhoods, to
network and to build relationships with higher-income families. Another motivation is the poor
quality that many associate with subsidized housing. By including market-rate units, developers
should be forced to build and maintain a high-quality housing development. Finally, a mixed-income
approach is viewed as a means of alleviating the nation’s severe shortage of affordable housing.
Including market-rate units might potentially reduce the subsidies needed for affordable units while
overcoming protests against low-income housing in many communities.

Mixes, Motivations and Markets

Mixed-income developments vary greatly depending upon the same factors as any other housing
development: population served, location, tenure type, management and scale. Most importantly, the
mix of incomes within the developments varies greatly. In large part, the market determines what mix
of incomes is possible. In addition, different mixed-income developments and funding programs give
higher priority to different goals, which also shapes the income mix. Thus, a combination of the
market and the priority given to the goals results in the mix of incomes served.

The wide range of mixed-income developments may generally be thought of as falling on a scale
where properties take on an identity that is closer or further away from being a true market-rate
property. Within that scale, there are at least five different categories of mixed-income properties.

B Moderate-Income Inclusion: Predominately market-rate developments that include units for
moderate-income households.

B Low-Income Inclusion: Predominately market-rate developments that include units for low-
income households.
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B Broad Range of Incomes: Serves market-rate, moderate-income or low-income households, and
extremely low-income households.

B Market-Rate Inclusion: Predominately low-income developments that include market-rate units.

B Affordable Mix: Serves moderate- or low-income and extremely low-income households.

Key Findings

The success in and/or necessity of mixed-income developments meeting their key objectives varies
greatly by geography, demographics, market and developer. Some of the common findings about
affordable-housing developments’ success in meeting the three primary motivations are:

Alleviating Concentrations of Poverty

B There is more evidence to support the importance of living in a healthy, mixed-income com-
munity in breaking the cycle of poverty than simply living in an isolated mixed-income develop-
ment. Such a development may have an important role in achieving a healthy neighborhood;
however, other housing strategies may prove to be more effective.

B There is little evidence that tenants in mixed-income developments interact in a meaningful way,
limiting any potential social benefits.

B Property managers now apply strict screening and management practices regardless of the mix of
incomes, greatly curtailing the incidence of negative social behavior.

Producing High-Quality Developments

B Market pressure is the most reliable force in guaranteeing high standards. However, most sub-
sidized housing is in good condition, and community pressure in particular can be a powerful
force in ensuring high standards, regardless of the mix of incomes.

Meeting the Shortage of Affordable Units

B Generally, mixed-income developments do not lessen the subsidy needed. Only in a few very
tight housing markets is a cross-subsidy possible, and only for developers with low return
thresholds. In weak markets and transitional neighborhoods, additional investments must be made
to attract higher-income households.

B A mixed-income approach does appear to be effective in overcoming political and community
barriers to moving a project forward. It is unclear if a mixed-income approach will build future
political support for affordable housing.

Implications

A mixed-income approach can have an important role in getting additional affordable units built,
ensuring high-quality housing, and deconcentrating poverty. However, it either need not, or cannot,
be relied upon to achieve all of these goals. Mixed-income housing is not a silver bullet to over-
coming the difficult challenges faced by families seeking to escape from poverty or the realities of the
housing market. Thus it is essential to be clear about what a developer or policymaker is trying to
achieve. Because mixed-income developments are almost always more complex, present unique risks,
and often house fewer needy families, this approach should not be casually adopted. Careful con-
sideration of factors, such as the condition of the housing market, population to be served, financing,
number of units and community context, must be evaluated before deciding if mixed-income housing
is needed or appropriate, and what mix of incomes is feasible.
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I. MIXED-INCOME HOUSING: A RENEWED ROLE

“We risk a societal collapse by the first decade of the next century if we tolerate racism and the
economic isolation of millions of people,” former HUD Secretary Henry Cisneros warned in 1993.'
While dramatic, his statement underscores the barriers that the physical and social isolation of poor
families presents to breaking the cycle of poverty. As a result of this realization, the economic inte-
gration of poor families has become a key goal of our nation’s housing policy. Policies promoting
integration have come in two forms: dispersal, helping extremely low-income families move into
middle-class neighborhoods; and, mixed-income housing, which includes households of various
incomes within the same housing development. The focus of this paper is on the latter strategy,
mixed-income developments, which are becoming a preferred strategy for developing affordable
housing.

Although not a new idea, the mixed-income approach has become a key element of HUD’s recent
public-housing policy. It is also a concept supported by many states and localities, and is a common
model for nonprofit or mission-based housing developers. Despite this widespread support, there is a
wide variation in how “mixed-income” is defined. Various definitions stipulate a specific mix of
incomes, the inclusion of market-rate? units, or the presence of working families.® In fact, mixed-
income developments are extremely diverse. They include many different types of income mixes, are
located in a range of markets, offer both home-ownership and rental opportunities, and ultimately
have different objectives for the development. The lack of a definitive description and set of objec-
tives makes it difficult to evaluate the effectiveness of mixed-income programs and the sensibility of
such a policy. Nevertheless, as the popularity of a mixed-income approach grows, a critical
examination of its goals and success in meeting them is required to determine its appropriate role in
meeting the nation’s housing needs.

New Emphasis on an Old Idea

The favor given to mixed-income housing by policymakers has waxed and waned over the years. The
evolution of public housing is one example of this phenomenon. During the 1940s and 1950s, public
housing generally served a range of upwardly mobile, working families. Over time, public housing
came to predominantly house a population that was extremely poor and less upwardly mobile. The
same forces of cheap suburban homes, highway construction and economic changes that led to the
flight of middle-class, white families from urban areas also led to the concentration of extremely
poor, minority families in public housing. Schizophrenic policy changes also helped to facilitate this
transition. The Brooke Amendment of 1969 eliminated a minimum rent and stipulated that tenants
pay no more than 25 percent of their income for rent. This made public housing more affordable to
the extremely poor. To prevent the concentration of lower-income tenants, Congress passed a law in
1974 that directed public housing authorities to “include families with a broad range of incomes.”
However, this regulation was trumped by a 1981 law that limited Section 8 and public-housing
tenancy almost exclusively to households with incomes below 50 percent of area median income

! Nyden, Lukehart, Maly and Peterman, 1998, p. 4.

* Through this paper, the term “market-rate” refers to housing units without limits on the incomes of the resi-
dents. “Market-rate rent” is the amount of rent that can be charged for such units on the market. These will often
be lower than “construction rents” or the rents necessary to justify new construction.

3 Brophy and Smith offer a definition of mixed-income housing as “a deliberate effort to construct and/or own a
multifamily development that has a mixing of groups as a fundamental part of its financial and operating plans.”
Brophy and Smith, 1997, p. 5.
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(AMI).* In 1997, the average annual income of public-housing tenants was $8,900, and only five
percent earned more than $20,000 per year.

One federal program that directly encouraged mixed-income housing was the 80/20 Bond Program
that permitted local governments and state agencies to sell tax-exempt bonds to finance developments
that reserved 20 percent of the units for rental to families that met Section 8 eligibility requirements
(80 percent of AMI).” However, this program was discontinued in 1986. A number of HUD-funded
properties have also become mixed-income without special stipulations. By one count, 1,136 (12.3
percent) of HUD’s multifamily properties had a significant mix of incomes.® Some states and
localities, notably Massachusetts and New York City, also have had financing programs to facilitate
mixed-income developments in place since the 1970s that are still in effect.

As a substantial body of research emerged documenting the negative impacts of concentrations of
poverty, a mixed-income approach began to reemerge as a promising means of alleviating these
negative effects.” While some of the boldest steps have been taken in federal public-housing pro-
grams, the approach is gaining favor at all levels of government. Some of the most notable recent
steps in promoting mixed-income housing are described below.

B Federal Programs and Legislation

O Low Income Housing Tax Credit (1986): The nation’s largest affordable-housing production
program, the Low Income Housing Tax Credit, allows developers to commit as few as 20 to
40 percent of their units for low-income tenants. These low requirements for the inclusion of
low-income households were designed to promote mixed-income developments. In addition,
because the rent level is not fixed as a percent of income, families were encouraged to remain
in the development even if their incomes rose. However, because the subsidy allocated is
based on the number of affordable units, it is usually more financially appealing for the
developer to include all income-qualified units. Only 18 percent of the tax-credit properties
include market-rate units.®

O Family Self-Sufficiency Program (1990): This program seeks to develop a mixed-income
property by raising the incomes of existing public-housing and Section § tenants. Families
receive case-management services to identify employment goals and access supportive
services in the community needed to meet the goals. Typically, families must pay 30 percent
of any additional earnings in rent to the public housing authority. However, through this
program the PHA deposits any increase in rent into an escrow account for the family
members to help them develop savings. At present, fewer than half of all PHAs offer this
program, and less than 5 percent of eligible families with children participate.’

* The new Section 16 of the 1937 Housing Act “limits Section 8 and public-housing occupancy by tenants other
than those of very low income (50 percent of area median for a family of four) to 25 percent of the units under
subsidy contracts as of October 1, 1981, which become vacant after that date and 5 percent of the units which
first become available after October 1, 1981.” Jacobs, Harney, Edson and Lane, 1986, p. 63.

5 Jacobs, Harney, Edson and Lane, 1986.

® Of these properties, 784 were 100-percent subsidized but had either a range of incomes or a majority of the
tenants have very low incomes and work. Khadduri and Martin, 1997.

7 See discussion on “Adverse Effects of Concentrations of Poverty” in Section II.

¥ U.S. Dept. of Housing and Urban Development, Assessment of the Economic and Social Characteristics of
LIHTC Residents and Neighborhoods, 2000.

? Sard, 2001.
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O Mixed-Income New Communities (1990): This HUD demonstration program permitted
between 25 and 50 percent of the units in a public-housing development to be leased to
families with incomes of up to 80 percent of the area median income. In addition, housing
authorities could lease up to 25 percent of the units in a privately owned property for public-
housing tenants. "

O HOPE VI Revitalization Grants (1992): Focusing on the most distressed public-housing
developments, HUD allocated a total of $4.55 billion from 1993 to 2002 to demolish 78,000
units of public-housing and to transform these projects into mixed-income housing
developments. Among the enabling rule changes were the elimination of federal preferences
for admitting very-low-income households, and authorizing public-housing development
funds and operating subsidies for projects owned by a private entity."'

O Quality Housing and Work Responsibility Act (1998): This legislation explicitly moves
toward a mixed-income approach by requiring public-housing authorities to “bring higher-
incomes tenants into lower-income projects and lower-income tenants into higher-income
projects.” The act also states that while 40 percent of households newly admitted to public
housing must have incomes below 30 percent of the area median income, the rest of the units
may be leased to households with incomes of up to 80 percent of AMI.

m  State LIHTC Allocations Policies: States are responsible for allocating their share of low-
income housing tax credits. To encourage more mixed-income developments, some states now
give preference in the allocation of tax credits to developments that include market-rate units.
Among the states that have adopted such an allocation strategy are Georgia, Indiana, New Jersey
and Massachusetts. The preference for mixed-income developments was first introduced in
Indiana in 1998, and 42 of 486 properties now include market-rate units.'> The preference was
introducecll3in Massachusetts in 1995, and about 200 out of 350 properties now include market-
rate units.

B Local Zoning and Planning Regulations: While the financing powers of localities are more
limited, many now encourage mixed-income housing through zoning and regulations. For
example, the city of Raleigh, North Carolina, limits the number of affordable units that the city
will fund in one development, often resulting in the inclusion of market-rate units. Other munici-
palities use zoning laws to require that developers include affordable units in market-rate
developments. The Moderately Priced Dwelling Unit program in Montgomery County Maryland,
which offers an increase in allowable density for the inclusion of affordable units, is one of the
most established programs, having been initiated in 1978. Local “inclusionary zoning” programs
appear to be becoming more prevalent.'*

Future policy changes are likely to continue a shift in favor of mixed-income housing. The recently
released report of the Millennial Housing Commission emphasizes that “mixed-income housing is
generally preferable to affordable housing that concentrates and isolates poor families.”'> Recom-
mendations from the Commission, such as a new production program for mixed-income develop-
ments housing extremely low-income households, reflect this guiding principle. In addition, a recent

10 Ceraso, 1995.

' Salama, 1999. See also, National Housing Law Project, 2002.
12 E-mail correspondence with Rochelle Gilbert, August 29, 2002.
B E-mail correspondence with Michele Dick, July 22, 2002.

' Center for Housing Policy, 2000.

' Millennial Housing Commission, 2002.
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report from the U.S. Conference of Mayors calls on federal programs to “place a high priority on
achieving both mixed-income developments and mixed-income neighborhoods.”"°

Despite recent policy changes and the excitement surrounding mixed-income developments, most
housing programs are not well designed to facilitate the financing of mixed-income developments.
Some developers are finding ways to arrange the financing of mixed-income developments under
federal programs, but many report that they are limited to financing all-low-income developments.
However, even those that cannot structure the financing report increasing political pressure to include
a mix of incomes in their developments.'’

Goals of This Paper

At first glance, a mixed-income approach seems like a common-sense idea that should be readily
adopted. If the isolation of low-income families is a major problem, housing them with middle-class
households within a development seems an ideal approach to promoting their social and economic
integration. Despite the seemingly solid rationale, relatively little research has been conducted to
substantiate claims that mixed-income housing developments per se can lead to positive benefits for
poor families. Compiling evidence to definitively answer the question of the effectiveness of mixed-
income housing is beyond the scope of this paper. Instead, by examining past research and conducting
interviews with developers, property managers and financiers of mixed-income housing, this paper
seeks to offer a more nuanced framework for discussing the different types of mixed-income
developments, their objectives, and a preliminary assessment of mixed-income housing’s record in
meeting its objectives.

Toward this end, the starting point of this paper is to explore what forces have made mixed-income
housing such an attractive option to policymakers. One force clearly is a general perception that past
approaches have failed and that the mixed-income approach offers more promise. However, the fail-
ure of past approaches can be overstated and blur the discussion about what unique goals mixed-
income housing is trying to achieve. Thus, this paper will seek to define the specific goals of mixed-
income housing prior to assessing its record in achieving these goals. Also, because mixed-income
developments have such wide variation in their mix of incomes, the goals and achievements of
various mixes will be examined. Based on these preliminary assessments, a number of key implica-
tions and questions for assessing the need for a mixed-income approach are offered. This paper also
seeks to present more evidence and clarify the goals and implications of various mixes.

This paper does not attempt to offer best practices for future mixed-income developments. Nor does it
offer recommendations to facilitate the financing of mixed-income developments through federal
housing programs.'® These are important steps, but they are ancillary to the central questions of
mixed-income housing’s goals and effectiveness that this paper seeks to address.

' U.S. Conference of Mayors, 2002, p. 4.

17 An informal survey of housing developers found that all faced increasing political pressure. The survey was
taken in a discussion group arranged for this paper in San Francisco, August 5, 2002.

'8 Recommendations for changes to existing programs and new programs to facilitate the financing of mixed-
income developments can be found in the report of the Millennial Housing Commission, Meeting Our Nation’s
Housing Challenges, 2002.
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II. WHY DEVELOP MIXED-INCOME HOUSING?

To a great extent, mixed-income housing has become a preferred means of developing affordable
housing without a rigorous debate about what is to be accomplished via this approach. The rationale
articulated by proponents sometimes consists of a vague reference to a better social situation in
mixed-income developments, or a declaration that all-low-income public housing did not work. The
favor given to mixed-income housing appears to be as much of a reaction to past housing efforts as it
is an acceptance of the merits of this approach. This mix of reasoning can often confuse the debate on
mixed-income housing. Thus, a sound analysis requires clarification of the following questions:

B What pre-existing conditions have prompted a shift to mixed-income housing?
B What are we seeking to accomplish through a mixed-income approach?

Drivers of Policy

The results of past housing programs, social conditions and policy changes all combined to signal that
a new strategy is needed for addressing the nation’s affordable-housing problem. Mixed-income
housing thus owes much of its resurgence to the following three factors:

1. Adverse effects of concentrations of poverty,
2. Poor perceived quality of subsidized housing, and
3. Shortage of affordable housing.

These factors represent the underlying problems to be addressed. Following from these factors is the
perceived impact that mixed-income housing can have in addressing the problem. An assessment of
mixed-income housing’s record in addressing these