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Dear Reader,
I am excited to present to you two tools for addressing the housing crisis. High housing costs is 
among the most severe problems facing major U.S. cities today. This problem directly 
contributes to homelessness and numerous other tragedies ranging from substance abuse to 
inequality.

Much of the problem with high housing costs stems from overly restrictive zoning codes that 
limit the development of new housing. While many zoning restrictions are sensible and 
necessary, others prevent cities from living up to their promise as inclusive and diverse places of 
opportunity, especially for low- and middle-income families. 

Allowing more development requires us to find solutions for existing residents, to ensure they 
do not bear all the burdens and reap none of the benefits of new buildings in their 
neighborhoods. It also requires us to take a careful look at the political and economic incentives 
surrounding housing and adjust them so that everyday residents, developers, and political 
leaders can solve the underlying problems together.

This is exactly the kind of challenge we take on at Politas Consulting. Politas provides legal and 
public policy advice to help cities and special jurisdictions shape the future of governance. We 
help governments overcome political roadblocks so they can better innovate and implement 
new institutions that promote inclusive economic development. 

After thinking deeply about the housing crisis and talking with numerous experts, we have 
emerged with two solutions. We believe these solutions are at once realistic to adopt and 
radical in their impact.  

The hard work and brilliant insight of Patrick Lamson-Hall, our urban planner and economic 
development specialist, helped make these ideas possible. We are also grateful for the 
contributions (both silent and solicited) of Alain Bertaud, Nicolas Galarza, Nuria Forques 
Puigcerver, Shlomo Angel, Mark Vallianatos, Lotta Moberg, Chris Tausanovitch, Joanna 
Castle-Miller, and David Lash.

We hope you find these solutions inspiring and thought-provoking. We also hope we can 
collaborate with you and together build a new and better future for the cities we love.

Sincerely,

Michael Castle-Miller
CEO, Politas Consulting



Many cities in America face a severe 
housing shortage. This shortage drives 
up prices and imposes heavy burdens 
on a large segment of the population. 
By some estimates, 

Half of Americans could 
currently be classified as 
“housing-cost burdened,” 

meaning they spend more than 30% of 
their gross income on housing. This 
shortage and the accompanying rise in 
prices have even led some Americans 
to fall out of the housing market 
entirely as they become homeless – 
many even still gainfully employed yet 
lacking the means to secure housing. 

One approach is to blame the victims 
of the housing shortage for failing to 
adjust to changing conditions. This 
neglects the fact that for several years, 
house-price inflation has far exceeded 
wage growth, making it difficult or 
impossible to keep up. Another 
approach, from the opposite end of the 
political spectrum, blames developers 
and landlords for rising rents. It is 
well-noted that some developers profit 
from the scarcity of housing, but in this 
time of high demand and low interest 
rates, it is unlikely that any one 
developer or group of developers 
would be able to corner the market and 
produce the dramatic price increases 
seen in some cities. 

Instead, we believe that the rising cost 
of housing is due to an increase in 
demand without a corresponding 
increase in supply. This is due to several 
factors: both millennials and baby 
boomers have revealed a strong 
preference for urban living, reversing a 
decades-long trend toward suburbanization 
and bringing higher demand for 
housing in urban cores. At the same 
time, home construction declined 
during the Great Recession, meaning 
fewer than average units became 
available as the economy began to 
recover. More fundamentally, much of 
the new demand for housing occurs in 
areas with regulations that limit the 
ability of the housing sector to quickly 
and cheaply construct new homes. 

In many cities, 
addressing the housing 
shortage requires much 
more new development 
than zoning regulations 
currently allow. 

In other cities, delays for project 
approval are the main culprit, because 
population growth has outstripped the 
ability of local bureaucracies to permit 
new projects, leading to prolonged 
increases in prices. In all cases, the 
simple economic explanation is clear – 
the housing market is not elastic 
enough to respond to demand. 

The problem first emerged in the 
1920s, when property owners and local 
politicians sought to limit additional 
development in order to safeguard 
property values. Since that time, local 
governments have limited the 
available land for development and 
higher density redevelopment through 
restrictive zoning and covenants. 
Motivations for these restrictions range 
from a desire to preserve open space, 
neighborhood character, and the 
historical housing stock. However, 
zoning restrictions also serve political 
interests, as politicians can use the 
need for more building rights to elicit 
concessions from developers. Because 
of this, they have few incentives to 
engage in the sorts of bulk rezoning 
exercises that would produce 
significant amounts of new housing. 

Citizens and politicians often suspect 
that new development causes the price 
of housing to rise. This suspicion is 
driven by the fact that property tax bills 
and rents often start to increase around 
the time developers enter a 
neighborhood. New development is 
also often accompanied by the 
destruction of old housing, which is 
normally less expensive by nature. 
However, development is mostly a 
result of rising prices, not a cause: High 
demand leads to higher prices, and 
higher prices lead to new development.

INTRODUCTION
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A popular response to this public 
suspicion is to further restrict the 
market by preventing the demolition of 
existing affordable housing and 
expanding rent control. These solutions 
work well for the people living in the 
preserved and rent-controlled units, 
and it is true that rent control can 
prevent some displacement of 
residents, but as examples around the 
world (from San Francisco to Paris to 
Cairo to Mumbai) have clearly 
demonstrated time and again, these 
strategies make it unprofitable to build 
new housing and eventually make it 
unprofitable even to maintain existing 
housing. This produces a crisis of a 
different sort, where potential new 
residents are unable to enter a 
neighborhood (due to a shortage of 
units) and existing residents are unable 
to leave (due to the risk of losing their 
rent control). It also fails to address the 
root cause of the housing shortage: 
population growth unmatched by an 
increase in the number of units. 

Practically speaking, the 
only way to lower the 
cost of market housing is 
to increase the supply. 

The technical solutions to the most 
common supply restrictions are 
well-known among economists and 
housing experts. What is lacking is a 
clear explanation for why, in the face of 
an undeniable and almost nationwide 
crisis, governments have been unable 
to take the necessary steps to relieve 
the situation and permit the construction 
of an adequate number of homes. 

Development is a necessary activity that 
has become hamstrung by social and 
political considerations. This paper 
proposes two new initiatives that aim to 
disrupt this paradigm by offering all the 
key players the incentives to make wise 

decisions about development in their 
cities – decisions that will facilitate a 
robust market response and ultimately 
increase the supply and reduce the cost 
of housing. 

The first initiative (the “neighborhood 
residents’ fund” approach) will 
compensate current residents for the 
problems caused by new development 
in their neighborhoods. The second 
initiative (the “special development 
zone” approach) will rationalize and 
streamline zoning decisions, to ensure 
the greatest good for the greatest 
number.   Both initiatives also indirectly 
address homelessness in a highly 
sustainable and effective way. By 
alleviating the shortage of housing, 
these initiatives lower the market price 
of housing. A lower market price 
enables more and more people to enter 
and remain within the housing market. 

Lower market prices also benefit the 
poorest of the poor by opening up more 
subsidized and affordable housing. This 
can happen in multiple ways. Lower 
market prices make the city more able 
to purchase public housing and lower 
the cost of housing vouchers, because 
the gap between the market rate and 
the rate the resident can afford will be 
smaller. It also allows the city to 
demand developers set aside more 
low-income and affordable units in new 
developments, because developers will 
be earning more revenue from the 
additional units they are allowed to 
build. Also, a lower market price lowers 
the developer’s opportunity cost of 
selling those units at a reduced rate.

Housing is a fundamental human need, 
and improving access to housing helps 
reduce substance abuse, inequality, 
segregation, and crime, and improves 
mental and physical health, education, 
family life, and a host of other critical 
priorities of society.



Community residents will receive direct payments 
when the city approves new projects in their 
immediate vicinity to compensate them for 
nuisances from the new development. Payments 
are made from a Neighborhood Residents’ Fund 
(NRF), which is funded by the increase in property 
tax revenue that will result from new 
development in that neighborhood and from 
contributions from developers.

SOLUTION ONE

DISTRIBUTING THE 

BENEFITS OF 

GROWTH THROUGH 

A NEIGHBORHOOD 

RESIDENTS’ FUND 
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PROBLEMPROBLEM

New construction is ultimately the solution to the housing crisis, but communities are often wary of new construction 
and higher density development. 

High-density development can place a real strain on schools, parks, transit facilities, 
neighborhood ambiance, and parking – particularly for poor communities. 

People are also rightly afraid that development will price them out of their neighborhoods, since development often 
replaces older, more affordable homes with new, less affordable ones. If the new housing is at a higher density than 
the existing housing, this will eventually lead to lower prices in the market as a whole, but it can cause localized price 
increases in some areas. Because the residents of those areas do not see many benefits to development, they often 
strongly oppose efforts to change zoning codes or to grant exemptions for new projects in their neighborhoods. 

Unfortunately, stopping development only worsens the housing affordability problem for existing residents. 

If the supply of housing doesn’t rise with demand, tenants and homeowners will still 
see rent and property tax increases as wealthier people move into the neighborhood, 
with no prospect of relief. Landlords will become more aggressive as they try to force 
out older occupants in favor of newer tenants who can afford the higher prices.

Rather than either blocking development or forcing it upon communities with weaker political power, cities should 
empower communities to share in the benefits of new development, which include increased property-tax revenues. 
A portion of those added revenues could be shared directly with community members to help create a more fair and 
equitable landscape for housing construction, reduce the housing shortage, and benefit communities. 

SOLUTION ONE 1
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The city should compensate individual residents with direct payments for the negative effects of growth. 
Community benefit agreements and development charges already compensate communities as a whole 
through parks, local hiring, affordable housing, and other collective benefits. However, they only benefit most 
residents indirectly and do not allow individuals the choice and flexibility over how they wish to be 
compensated. They also do not fully compensate them for externalities such as loss of views, blocked 
sunlight, noise, and traffic. To compensate for these problems, individual community members should capture 
a portion of the value that is generated from new development in their neighborhood. 

Fortunately, a ready stream of revenues exists to do so. Development produces additional property tax 
revenues for the city as well as profits for developers. Additional property tax revenue will not come from 
raising the tax rate, but from the growth in the tax base. A portion of property tax revenue derived from new 
development can be allocated to Neighborhood Residents’ Funds (NRFs) for each neighborhood. The city can 
also solicit pledges from developers to further capitalize to the NRF. 

The city should 

compensate 

individual 

residents with 

direct payments 

for the negative 

effects of growth. 

2 SOLUTION ONE
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mmediately upon approval of a 
zoning exemption or rezoning 
plan, neighboring residents 

within a designated “impact area” will 
receive a payment out of the NRF to 
compensate them for the first year of 
construction. After the first year, they 
will continue to receive payments for 
several years thereafter. The impact 
area will vary depending on the size of 
the project but will normally be a 1-4 
block area. The size of the payments 
will be based on a conservative 
estimate of the future additional 
property tax revenue that the project 
will generate once complete.

Development impacts different 
households differently, depending on 
their circumstances. Therefore, the 
amount of funds each household 
receives should vary based on 
individual circumstances, such as 
length of tenure, socioeconomic factors, 
disability status, and number of 
children in the household. Residents 
will only receive funds for the projects 
that are approved during the time they 
live in the area. Residents who move 
into the area will not receive funds for 
projects approved before they arrived. 
Residents will use the funds to help 
meet their basic needs and improve 
their properties.

To keep the program viable, payments 
from each new development should 
sunset after a few years. Even though 
they are not permanent, the payments 
should help ease transition in 
neighborhoods and help residents 
capture more of the gains from new 
development. 

Residents in areas with multiple 
development projects will 
receive payments from each 
project, each with a separate 
time horizon. 

NRF payments will follow the 
household. Residents who move away 
from the neighborhood can opt either 
to receive a partial lump-sum payment, 
with the balance of funds returned to 
the common pool, or to have their NRF 
payments sent to their new homes. This 
is in contrast to many forms of 
government assistance that limit the 
ability of households to move to areas 
with better opportunities. Recipients of 
public housing vouchers, for example, 
are effectively locked in to renting 
homes in neighborhoods where the 
acceptance of such vouchers is 
common. In contrast, NRF payments 
ensure that residents will have the 
freedom to live where they choose 
without losing their compensation. 

Community consultations should 
influence some NRF arrangements, 
such as payment schedules to residents 
and use of community development 
funds. However, community input 
should not influence the decision about 
which people receive payments and 
how much they receive, because this 
process would likely lead to accusations 
of capture by a small group.

When a proposed project is under 
consideration, community members 
will be told the amount of 
compensation that will be paid to 
households in the impact area if the 
project is approved. The community can 
then take these payments into 
consideration when deciding whether 
to support the project. The more 
revenue a new proposed development 
is projected to bring the NRF, the higher 
the payments to residents will be. 
Larger and higher-earning buildings 
will mean greater payments to 
residents in the area around the 
building. In many cases, residents will 
receive payments from several 
development projects at the same time. 
In areas undergoing rapid redevelopment, 
this could amount to a significant share 
of monthly household income.

RESIDENTS’ PAYMENTS

I

SOLUTION ONE 1

politasconsulting.com10 Housing Cities



2 SOLUTION ONE

Primary funding for the NRF will come 
from a portion of the additional property 
tax revenue generated by a new project 
in the first several years after 
completion. Most of the funds in the NRF 
will not be collected until sometime in 
the future – after development has 
occurred and new buildings begin 
earning revenue and paying property 
tax. How, then, will the NRF pay 
neighborhood residents immediately 
upon a new zoning approval? 

First, developers will provide 
support by pledging funds to 
the NRF, in the same spirit as 

entering into a community 
benefit agreement. 

These pledges will show that the 
developer is concerned about the 

community and actively working to 
address the negative consequences of 
development. The funds can be paid in 
increments - upon approval of the 
zoning request, upon completion of 
construction, and as revenue is earned 
from the new development. This will 
fund payments to residents during the 
construction process itself. 

Second, the NRF will, in a 
fiscally responsible manner, 
borrow against the future 

property tax revenue it will 
collect in order to make these 

initial payments.

NRF loans will be backed by 1) a 
conservative estimate of the additional 
property tax to be collected when the 
approved development is complete and 

2) by the developers’ pledges. The NRF 
should continue to collect a portion of 
the additional property tax revenue 
generated from the project for several 
years into the future, even after all 
payments have been made to 
households and debt is paid down. This 
will enable the NRF to retain a cash 
balance that can be used for advance 
payments on other development 
projects in the neighborhood, thereby 
reducing the need for debt. 

The worked example below assumes 
that 50% of new property tax revenues 
will continue to flow to the city as 
normal and 50% will flow to the NRF. Of 
the 50% flowing to the NRF, 80% is 
earmarked for direct payments to 
residents and 20% is earmarked for 
community development efforts.

NRF FUNDING
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Developer wants to 
build a 15-story 
building on a lot 
that now has a 
4-story building.

For years 2-5, NRF pays 
these households on a 
monthly basis at $454 
on average ($5,450/12), 
even if they move.

20% of NRF funds pay for 
community development 
projects in impact area.

With continued development, 
residents of a neighborhood 
with multiple projects and 
different 5-year timelines will 
receive payments many years 
into the future.

Old building value: 
$10m. New building 
estimated value: 
$100m.

50% of added 
PTR ($450K/yr) 
goes to NRF. City 
keeps other half 
of added PTR 
($450K/yr), plus 
pre-existing PTR 
($100K/yr).

Developer 
voluntarily pledges 

$600K to NRF — 
$100K paid upon 
approval and rest 

paid over 5 yrs.

City approves 
developer’s 

proposal

NRF sends residents in 
impact area advance 

payments to compensate 
for new development. 

Advance payments are 80% 
of 1 year of estimated NRF 

revenue ($436K)*

Property 
tax 
revenue 
(PTR) from 
old 
building: 
$100K/yr. 
New 
building: 
$1m/yr

Impact area has 80 
households = 

$5,450 ave. per 
household (varies 

based on length of 
residence, number 

of children, etc.)

$$$$

$

NRF

City forms NRFs for 
each neighborhood

NRF City +

20%

Community 
Center

SOLUTION ONE 3

Neighborhood Residents’ Fund Single-lot Rezoning Example
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 * 80% of the total of: PTR ($450K/yr), plus amortized contribution from developer ($120K/yr), minus interest payment ($25K/yr)



NRF City +

50% of added PTR ($300K) 
goes to NRF. City keeps other 
half of added PTR ($300K), 
plus pre-existing PTR over 

those 5 years ($1m)

The city rezones the block

With continued rezoning, 
residents of a neighborhood 
with multiple projects and 

different 5-year timelines will 
receive payments many years 

into the future.

20% of NRF funds pay for 
community development 
projects in impact area.

The city considers rezoning an entire block

Developers voluntarily pledge 
$300K to NRF, paid over the 

next 5 years.

Impact area has 60 
households, making the 

average payment $1,573.33 
per household.

For years 2-5, NRF pays these 
households on a monthly 

basis at $131.11 on average 
($1,573.33/12), even if they 

move.

Current PTR from block: 
$200K/year. Estimated PTR 

after rezoning: additional $40K 
each year more than the year 
before for the next 5 years. 

This means the total 
additional PTR generated over 

the next 5 years is $600K.

NRF sends residents in impact 
area advance payments to 

compensate for new 
development. Advance 

payments are 80% of 1 year of 
estimated NRF revenue 

($94,400)*

20%

Community 
Center

4 SOLUTION ONE

Neighborhood Residents’ Fund Block Rezoning Example
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* 80% of the total of: amortized 5-year PTR ($60K/yr), plus amortized contributions from developers ($60K/yr), minus interest payment ($2K/yr).
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The NRF can also partner with mortgage providers to offer 
additional financing to homeowners. This new mortgage 
financing can be partially guaranteed by the NRF and will 
draw against the future value of the land if zoning restrictions 
are eased in the vicinity of the home. The NRF can also 
subsidize these loans to enable the bank to delay payments 
deadlines until the property is eventually sold.  

This mortgage financing arrangement would mean that a 
homeowner who lives in an area with relaxed zoning 

restrictions could receive cash upfront from a lender, and only 
repay it when the property is sold. At that time, the land will 
be significantly more valuable than it was under the old 
zoning restrictions, because of the ability to develop it further. 
Borrowing against future increases in value is ordinarily a very 
risky strategy, but in this case the increase is vouchsafed by 
the zoning change that will enable higher density 
development. Thus, the homeowner receives an upfront 
payment for eased zoning restrictions, borrowed against the 
future sale price of the land and guaranteed by the NRF. 

SOLUTION ONE 4

MORTGAGE FINANCING FOR HOMEOWNERS
(Possible Add-on to the NRF Solution)



S U M M A R Y  O F  
B E N E F I T S

S U M M A R Y  O F  
B E N E F I T S

Compensates residents for the burdens of new 
development in an economically efficient and 
individually tailored way. 

Likely to lead to a snowball effect, as 
neighborhoods that receive NRF funds become 
much more supportive of development. 

Ensures the people most harmed by new 
development receive the highest payments. 

Lessens the negative effects of gentrification by 
paying community residents so they can afford to 
stay when prices rise.

Ensures that luxury housing leads to higher 
payments to community residents.

Further empowers communities to provide input 
on new projects.

Ensures the city has enough funds to cover 
additional costs of new development, as long as 
the portion of new property tax retained by the 
city is set appropriately. 

Helps reduce involuntary dislocation and 
guarantees that residents – even those who 
eventually leave an area – will derive a just share 
of the benefit from the development process. 

Ultimately addresses homelessness by increasing 
the supply of housing, thereby lowering costs. 

Housing Cities 15Graphics By Jaszity



Special Development Zones (SDZs) will be 
designated in limited areas of the city, each with 
Special Development Corporations (SDCs). SDCs 
have full planning authority and make 
investments in improving the SDZs under their 
jurisdiction. SDCs collect revenue from the portion 
of property-tax revenue derived from the increase 
in land value within their SDZ. Profits from the SDCs 
are shared with a community development fund for 
the city council district in which the SDZ is located. 

SOLUTION TWO

SPECIAL DEVELOPMENT 
ZONES FOR INCREASING 
DEVELOPMENT AND 
SHARING THE BENEFITS



There are many parts of the United States 
that would see much more residential 
development if the local zoning allowed 
for it. But politicians and community 
groups often resist bulk rezoning, 
preferring to dole out variances to 
individual projects. This increases local 
control of the development process and 
allows local governments to extract 
concessions from developers, but it also 
limits the amount of housing that can be 
constructed, aggravating the housing 
shortage. 

If zoning restrictions were eased, 
there would be significant 
increases in land value and large 
amounts of new development. 

That potential land value can also provide 
a revenue source for infrastructure and 
other improvements. 

Unfortunately, the existing institutions 
that govern development are unlikely to 
make the changes necessary to realize 
this potential. For one thing, the new 
value they generate through zoning 

decisions does not accrue to them. Zoning 
boards and city councils are both funded 
by tax revenues, but the amount of 
funding they receive is unlikely to increase 
if they take steps to increase land values. 
The benefits of their decisions instead 
accrue to other areas of government that 
lack the authority to make decisions about 
zoning – the parks department, the 
department of transportation, and other 
line agencies that consume the majority 
of government funds. 

Zoning boards and city councils 
also lack political incentives to 
take bold action. 

In fact, members of these boards and 
councils may pay a heavy political cost for 
allowing more development, with 
neighborhood groups able to mobilize 
tremendous influence on city councils to 
oppose their decisions. They would also 
have to give up a source of real power that 
comes from the granting of variances, 
which they are loath to do.

Any solution to this impasse would have 

to guarantee that the city council 1) 
continues to benefit from new 
development, and 2) no longer blocks 
development to extract concessions. 
Additionally, it would have to incentivize 
rezoning and new infrastructure 
development, ideally without using public 
money. It should also contain democratic 
safeguards to ensure the public is 
engaged in the development conversation, 
with controls to prevent arbitrary or 
reflexive opposition. 

In many cities, similar problems are 
handled by devolving authority to 
independent corporations tasked with 
serving the public good, such as economic 
development corporations, utilities 
authorities, and port authorities. However, 
these entities have not yet been given 
meaningful planning authority in most 
cases, and their financial health is not 
closely linked to their performance at 
achieving their objectives. Funding is 
often allocated based on perceived need 
from the city or state, instead of the value 
they add to the community.

PROBLEMPROBLEM

1 SOLUTION TWO
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One way to address this institutional 
and political challenge is to designate 
some area as a Special Development 
Zone (SDZ). In this SDZ, authority over 
zoning and infrastructure would be 
transfered to an independent entity 
called a Special Development 
Corporation (SDC). The SDC would be 
created and given a mandate and 
financial incentive to increase the value 
of land in the SDZ. 

Such an entity would only 
benefit if land values increase, 
which would make them more 
likely to encourage development 
at a large enough scale to ease 
the housing shortage. 

Alternatively, the city could direct 
revenue to the SDC based on other 
performance indicators in addition to 
land value, such as the amount of 
affordable housing in the SDZ.

Special Development Zones (SDZs) will 
consist of small redevelopment areas of 
approximately 10-20 existing city 
blocks. The city council will designate 
the SDZ in a location proposed by an 
SDC and delegate planning authority 
over the SDZ to the SDC. 

To ensure that the city council 
and district residents benefit 
from SDZ development, a portion 
of SDC revenues will accrue to a 
community development fund 
for the city council district in 
which the SDZ is located.

The councilmember for that district can 
use money from the fund to conduct 
public-purpose improvement projects 
throughout the district, designed in 
consultation with community members. 
This development fund can be used to 
make improvements throughout the 
council district, not only in the SDZ, 
helping to spread the benefits of 
development.

The SDCs themselves will be formed by 
private investors and will have three 
specific functions: 

1) to increase development and 
improve the quality of life in the SDZ; 

2) to capitalize the development fund 
in the district; and 

3) to pay dividends to its shareholders. 

To accomplish this, the SDC will have 
two instruments: 

1) zoning, and 

2) improvements to public goods, such 
as infrastructure and services. 

To avoid the possibility of self-dealing, 
real estate developers with assets in 
the SDZ will not be allowed to form 
SDCs, but other institutional investors 
will be attracted to the steady stream of 
revenue and the high returns. 

The SDC will have the ability to increase 
the total amount of development and 
regulate the uses permitted in the SDZ. 
For instance, the SDC might determine 
that the zoning should be modified to 
allow light industrial and residential 
uses, and that the total development 
envelope should be increased to allow 
buildings of up to 20 stories. They 
would then upgrade the infrastructure 
to support this level of development 
and work to attract investors.  

The funding stream for the SDC will 
come from property tax revenue, which 
will be split between the SDC and the 
city government. Rather than simply 
propose a percentage split, revenue for 
the city and for the SDC will be derived 
from separate elements of the property 
tax: land and improvements. 

The share of property tax revenue 

Good planning, 

management, and services 

help create vibrant living 

and working environments 

that stimulate economic 

growth and attract residents 

and businesses, all of which 

together raises land value. 
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SOLUTION TWO3

received by the SDC will come from the 
increase in the underlying value of the 
land that results from its zoning 
decisions and infrastructure improvements. 
The SDC will use its authority to 
modify the zoning in the SDZ and will 
use capital raised from investors and 
tax-increment financing to pay for an 
initial round of infrastructure 
upgrades. Both of these actions will 
increase the value of the land in the 
SDZ, and the SDC will capture that 
increase as a steady stream of revenue.

The city will receive the share of 
property tax revenue that stems from 
the value of improvements – such as 
buildings – along with the share of tax 
from land value that existed before the 
formation of the SDZ.  This solution 
will allow the city to keep all of the 
property tax revenue it currently 
receives, plus a large portion of the 
increases that result from new 
construction. 

SDCs will be structured as profit-earning 
corporations, enabling them to attract 
capital investment. Most of the 
incoming revenue will be used to make 
additional investments to improve 
land value in the SDZ. This could 
consist of constructing hard 
infrastructure, such as roads and 
sewers. It could also include projects 
like parks, community centers, and 
subsidized public transit. Remaining 
profit will accrue to the equity 
investors in the SDC. 

To ensure democratic accountability, 
the application to form an SDZ and the 
bid for each SDC will be reviewed by 
the city council member responsible 
for the area in question. The council 
member will make recommendations 
to the city council, and the council will 
then vote to accept or reject the 
application. Within the SDZ itself, the 
SDC will be required to hold public 

hearings on zoning decisions and will 
also be limited in the activities it can 
undertake. For instance, modifications 
to historical or environmentally 
sensitive areas will be carefully 
regulated. SDCs will also be 
time-limited, with a renewable 30-year 
charter. Under some circumstances 
(such as inactivity), the charters can be 
revoked by the city council. In general, 
however, the SDCs will be totally 
autonomous within their sphere of 
operation so they can flexibly respond 
to evolving needs. 

In the initial stages, SDCs and SDZs 
will tend to locate in areas that are 
already exhibiting high demand for 
housing, but that are limited by 
existing zoning regulations. Investors 
will be cautious and will seek to invest 
in areas with a high likelihood of 
attracting development. 

As time passes, SDCs will expand their 
interest into other areas. Because the 
SDCs have the ability to develop new 
infrastructure, they have the means to 
invest in areas of high potential 
demand and make the needed 
improvements to unlock that potential. 
This could include disused industrial 
areas, old port and railroad land, land 
currently owned by the government, 
and underdeveloped land located near 
transportation infrastructure. These 
sorts of redevelopment projects are 
more speculative but could potentially 
produce higher profits, making them 
attractive to certain types of investors. 

By aligning the incentives for growth 
with the power to control zoning and 
invest in improving neighborhoods, 
the SDC/SDZ model changes the 
current political economy of zoning 
and infrastructure. Fundamentally, the 
difference comes down to ability and incentive. 

SDCs will have the ability to improve 

neighborhoods by empowering them 
to provide community investment and 
additional housing. By making the 
SDZs fairly small (10-20 city blocks), 
the leaders will have greater 
knowledge of the impact of their 
investment and rezoning and can 
make changes if strategies fail.

SDCs will also have the incentive to 
improve neighborhoods because their 
revenue is connected to land value. 
Economists have recognized that land 
value is a strong proxy for the quality 
of public goods in an area. Good 
planning, management, and services 
help create vibrant living and working 
environments that stimulate economic 
growth and attract residents and 
businesses, all of which together raises 
land value. To deliver returns to their 
equity investors, therefore, the SDCs 
will need to make smart planning 
decisions that create vibrant and 
attractive communities in the SDZs.

SDZs will help resolve the 
political-economy 
problem around zoning, 
leading to vibrant living 
and working 
environments that 
stimulate economic 
growth and attract 
residents and businesses.

At the same time, it injects private 
capital and expertise into 
neighborhood development by tapping 
into the tremendous potential wealth 
of upzoning land in the SDZ.  Finally, it 
spreads the wealth generated from 
SDZ land to the larger city council 
districts surrounding them, enabling 
city council members and community 
members to make major investments in 
their districts. 
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SDZ SOLUTION EXAMPLE

20% of SDC’s annual profit is paid to 
a Council District A Community Fund. 
Alex Councilmember and the 
neighborhood councils control the 
Fund and use it to pay for 
community development projects 
across the wider District. Other 
profits go to SDC’s investors.

Land value grows, producing more 
property tax revenue, which is 
partially paid to the SDC.

The SDC makes investments in 
parks, community centers, public 
transit, schools, and other public 
goods within the SDZ. The SDC also 
rezones the SDZ to allow for more 
development. 

SDC forms and proposes an SDZ 
covering 12 city blocks in Council 
District A, which is represented by 
Alex Councilmember.

SDC collects a portion of property 
tax derived from the increase in land 
value in the SDZ (above the baseline 
tax revenue). The city retains all 
other property tax revenue.

The city council approves the 
proposal and delegates authority to 
amend zoning in the SDZ to the SDC.

$$
$

$ $

SDC

20%

Community 
Center
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Gives city council members a reason to allow 
greater density in limited areas of their districts 
by generating funds that they use to benefit 
constituents living elsewhere in their districts. 

By having the SDC propose locations, encourages 
new development in areas where demand is high.

Avoids political conflicts by confining delegation 
of planing authority to limited zones, so other 
areas can remain under the status quo.

Creates new infrastructure and public goods 
using private capital investment rather than 
public funds.

Unlocks land values by easing zoning restrictions.

Ultimately addresses homelessness by increasing 
the supply of housing. 

S U M M A R Y  O F  
B E N E F I T S

S U M M A R Y  O F  
B E N E F I T S
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Both of these solutions could 
individually make a significant 
impact on the housing crisis. 
However, combining the solutions 
would create synergies and dynamic 
effects that maximize the benefits 
for communities. 

If a city adopts both an NRF program 
and an SDZ program, a portion of the 
increase in property tax revenue from 
a new SDZ is allocated to an NRF, 
another portion is allocated to the 
SDC (the portion stemming from 
increased land value), and the 
remainder accrues to the city.

When the SDC rezones its SDZ, the 
city will make a conservative 
estimate of the additional property 
tax that the NRF will collect from 
the SDZ over the next five years. The 
NRF sends compensation payments 
equal to its expected revenue to all 
households living within the SDZ 
and in surrounding areas heavily 
impacted by the SDZ. These 
households receive immediate 
up-front payments covering the first 
year, and then monthly payments for 
the subsequent four years. 

When the SDC makes future zoning 
changes, another estimate would be 
taken and the NRF would send 
additional payments to households.

The SDC collects the portion of the 
property tax revenue stemming from 
the rise of land value in the SDZ, and 
a portion of its profit is allocated to 
the council district’s development 
fund. The council member 
responsible for that district makes 
community improvements 
throughout the council district, 
benefiting all residents further.

For areas outside the SDZ, the NRF 
would still compensate households 
living near rezoned areas. This would 
happen in the same way as 
described in the first section.

STACKED 
SOLUTION: 
THE POTENTIAL 

FOR COMBINING 

THE SOLUTIONS 

IN ONE CITY
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Solving the housing crisis will require new 
development in urban centers, and development 
will only come if individuals and communities 
allow it. Changing preferences for housing mean 
that relief will not come from the suburbs. People 
are moving to cities in large numbers, placing 
pressure on the existing housing supply which 
must grow in order to remain affordable. For that 
to happen, residents and political leaders must see 
clear and direct benefit from new development. 
This proposal provides solutions that address 
multiple angles to the problem – political, social, 
and economic. 

These solutions position developers and residents 
to respond to community members’ preferences, 
and thus make them agents of positive change. 
Small miswirings of their political and economic 
incentives led to the housing crisis; but re-wirings 
are possible, as this proposal demonstrates.  

The solutions proposed in this document depend 
on a few basic precepts: the negative externalities 
of development must be controlled; the forces 
that oppose development must be appeased and 
reduced; and people must be incentivized to 
engage positively in the process.

Together, these solutions can break through the 
political logjam that has left our cities plagued 
with exponential homelessness and housing 
stress. The millions of people who need housing 
will not simply vanish. Neither will the people who 
benefit from the status quo, who need a clear 
incentive to make change happen. Development is 
uncomfortable and sometimes disturbing, but it is 
absolutely necessary, and it is possible to do in a 
way that benefits whole communities and greatly 
enhances the cities we call home.

C O N C L U S I O N
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Development is uncomfortable 

and sometimes disturbing, but 

it is absolutely necessary, and it 

is possible to do in a way that 

benefits whole communities 

and greatly enhances the cities 

we call home.
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