
 
Economic integration, stated simply, means that households of all different income levels have realistic housing         
options in all parts of a metropolitan area, so that they can pursue opportunities throughout the region. 
Overview
Though racial segregation has 
been declining slowly, economic 
segregation has been increasing 
steadily. As we strive for a post-
ghetto world, we are replacing 
one form of segregation with an-
other.  There are a variety of rea-
sons why policy makers should 
not squander the gains of declin-
ing racial segregation by allowing 
this substitution to take place.

Now may be a particularly favor-
able time for policymakers to con-
sider policies that promote eco-
nomic integration.  For one thing, 
in many cities, rapid suburbaniza-
tion has begun to reach limits im-
posed by commuting time and in-
creased fuel costs.  The housing 
finance crisis also calls into ques-
tion the approach to urban and 
suburban development that has 

dominated in recent decades.  Ap-
pealing to the free market, poli-
cies have promoted the flight of 
higher-income households to the 
suburban fringe, leaving behind 
pockets of concentrated poverty.  
In many neighborhoods, the large 
number of foreclosures provides 
the opportunity for and points to 
the necessity of creative ap-
proaches to redevelopment. 

Given the enormity of the recent 
financial bailout, the new admini-
stration in Washington will un-
doubtedly be forced to cut social 
spending.  State and local gov-
ernments also face cutbacks.  
How can the United States ad-
dress serious social problems – 
failing schools, crime, chronic job-
lessness, teen pregnancy, drug 
abuse – in a time of fiscal re-
trenchment?  One way is to pro-
mote economic integration.   The 

research is clear that concen-
trated poverty has negative effects 
on school performance and a 
range of social outcomes inde-
pendent of individual characteris-
tics, including poverty.  Even if we 
cannot reduce poverty we can re-
duce its effects by creating more 
mixed-income communities.  
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Key Point #1
When metropolitan areas are 
economically segregated, every problem 
becomes harder to address. 

Key Point #2
Suburban sprawl has been an engine of 
economic segregation. 

Key Point #3 
Infill development increases the 
possibilities for stable integrated 
neighborhoods.
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Key Point #1

When metropolitan areas are economically 
segregated, every problem becomes harder to 
address. 

Low-income adults in highly economically segregated 
metropolitan areas are less likely to come into con-
tact with employed persons who can act as mentors 
and provide information about employment opportu-
nities.  Lower-income neighborhoods are usually lo-
cated far from the areas with the fastest growth of 
low-skill jobs.  When low-income neighborhoods are 
created by a process of out-migration of the middle 
class, as they often are, the result is low-density 
neighborhoods with few role models.  Such neigh-
borhoods are harder to police and often experience 
high levels of crime, violence, gang activity and drug 
abuse.  

Public health is worse in high-poverty neighborhoods 
for a variety of reasons.  First, health service provid-
ers are reluctant to locate in poor neighborhoods.  
Second, the stress of dealing with high crime rates 
and the deteriorated condition of the housing stock in 
such communities contribute to poor health out-
comes.  

Poor communities often have to shoulder the fiscal 
burden of providing the social and public health 
needs of low-income residents, increasing the tax 
burden on businesses and the middle class.  In turn, 
this discourages private sector investment and en-
courages further flight to wealthier suburban com-
munities, increasing economic segregation.  Declin-
ing or stagnant property values in and near concen-
trations of poverty inhibit capital formation, shutting 
off one of the key routes to social mobility.  

Perhaps most importantly, economic segregation has 
implications for education because schools are crea-
tures of neighborhoods.  When poor families reside in 
different neighborhoods than middle- and upper-
income families, their children will likely attend dif-
ferent schools than more affluent children.  Over 
time, the schools themselves become different.  
Schools in poorer neighborhoods have greater needs 
than schools with more advantaged children.  Teach-
ers and school administrators may develop lower 
academic expectations when they deal predominantly 
with poor children, many of whom do not have re-
sources and support in the home.  There is also a 
feedback effect, because school performance plays a 
role in parent’s decisions about where to live, and the 

effect is greatest for the parents who have the most 
resources to spend on housing and who place the 
greatest value on education.  The neighborhood drags 
down the school, and the school drags down the 
neighborhood, ad infinitum.

Economic integration ameliorates all of these effects.  
When there is less difference between neighborhoods 
in economic status, the quality of public goods and 
economic opportunities available to any given individ-
ual is less dependent on that person’s own economic 
status.  The conflict between local jurisdictions within 
a metropolitan area is also reduced if there is less of 
a disconnect between social needs and fiscal 
capacity.

Key Point #2

Suburban sprawl has been an engine of 
economic segregation. 
The decanting of the middle and upper classes from 
the cities to the suburbs is the main reason that the 
income of central cities fell behind the income of 
suburbs. This also created inner suburban decline.  A 
study of the thirty-five largest metropolitan areas 
found that 37 percent of all suburbs actually lost 
population in the 1990s. Another study of over 5,000 
suburbs found that the proportion of suburban resi-
dents living in “poor” suburbs more than doubled 
from 1980 to 2000 (from 8.4 to 18.1 percent).

Suburban sprawl becomes especially damaging in 
metropolitan areas with weak job and population 
growth.  Weak market cities tend to be located in the 
Midwest and Northeast, and include metropolitan 
areas like Buffalo, Scranton, Cleveland, Akron, 
Youngstown, Detroit, Flint and Milwaukee.  In these 
metropolitan areas, the housing market becomes es-
pecially weak because the supply of housing far out-
strips demand. Metropolitan areas in the bottom third 
of job and population growth from 1960 to 2000 actu-
ally built housing at six times the rate of population 
growth. During the 1990s, Buffalo actually issued 3.89 
building permits for every one new household. This 
massive oversupply of housing led inevitably to aban-
donment and concentrated poverty in the urban core.  
The correlation between excess home construction 
and central city decline is strong.  

In weak market metropolitan areas the outward 
movement of middle and affluent households and 
rising concentrated poverty creates a reinforcing cy-
cle of decline.  The desire of affluent households to 
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Key Point #3

Infill development increases the possibilities for 
stable integrated neighborhoods.
One of the best things the federal and state govern-
ments could do to encourage greater economic inte-
gration would be to eliminate policies that subsidize 
suburban sprawl and encourage affluent households 
to meet their housing demand by building new homes 
on the suburban fringe.  Smart growth and “fix-it-
first” policies that encourage infill development turn 
housing demand inward toward the urban core, in

separate themselves from the poor artificially drives 
new home construction.  In other words, in areas with 
wide income inequalities and uncontained suburban 
sprawl, the desire of the middle class to separate 
from problematic areas of concentrated poverty arti-
ficially inflates the demand for new housing on the 
urban fringe.  Excess housing construction causes 
abandonment, undermining the ability of inner urban 
areas to jump-start their housing markets.  As the 
poor become more concentrated in areas with vacant 
and abandoned homes, their social problems worsen 
and upper-income households have even more moti-
vation to separate themselves.  In weak market 
sprawling metropolitan areas, a vicious cycle of sub-
urban flight and inner urban decay is set in motion.
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Source for 85 metropolitan areas: Larry C. Ledebur and William R. Barnes, "City Distress, Metropolitan Dis-
parities, and Metropolitan Growth," comb. rev. ed., Research Report of the National League of Cities (Wash-
ington, D.C.: National League of Cities, September 1992), p. 2, and authors' calculation for 2000. 
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attracting huge numbers of immigrants, Los Angeles 
is now one of the densest metropolitan areas in the 
country.           

The evidence is strong that urban containment poli-
cies reduce segregation.  One study found that 10 
years of strong urban containment reduces the level 
of racial segregation by an additional 1.4 percent than 
would have occurred without containment policies.  
According to our measure, Portland, which has the 
strongest urban containment policies in the nation, is 
one of the least economically segregated metropoli-
tan areas in the nation.  In addition, the central city of 
Portland has done well relative to the suburbs, with 
the per capita income of the central city at 96 percent 
that of the suburbs in 2000.    

creasing the possibilities for stable integrated neigh-
borhoods.  Smart growth aids economic integration 
efforts and protects the natural environment.

When suburban sprawl is contained, whether by 
natural barriers or deliberate policies, upper-income 
households have no choice but to search for housing 
near the center, often competing with the poor in 
gentrifying neighborhoods.  Natural barriers that 
limit suburban sprawl include oceans, mountains and 
protected wetlands.  Caught between the Atlantic and 
the Everglades, some Florida metropolitan areas 
have been forced to grow at higher rates of density. 
Hemmed in by the Pacific Ocean and the desert and 
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LAND USE AND PLANNING REGIONALISM 
SUBSIDIES FOR AFFORD-

ABLE HOUSING IN HIGHER 
INCOME AREAS

DISCOURAGING FLIGHT FROM 
DECLINING OR GENTRIFYING 

NEIGHBORHOODS 

Removing exclusionary zon-
ing barriers (e.g., minimum 
lot size & parking require-
ments; zoning out multi-
family housing, etc.) 

Regional fair-share hous-
ing (Mt. Laurel in New 
Jersey)

Targeting federal housing 
subsidies to mixed-income 
areas (HOPE VI, Low-
Income Housing Tax Cred-
its, New Market Tax Cred-
its, Section 8 Vouchers, 
etc.)

Home equity assurance pro-
grams (Oak Park, IL)

Zoning for affordable and 
manufactured housing in 
rural areas

Regional tax-base shar-
ing by municipalities 
(Minneapolis-St. Paul 
metro area) or by school 
districts (Texas)

Targeting local subsidies to 
mixed-income communi-
ties (tax increment financ-
ing (TIF), tax abatements, 
etc.)

Community land trusts (non-
profits own land and keep 
some housing perpetually 
affordable); Limited-Equity 
Cooperatives (tenants share 
in overall ownership and 
price increases are limited)

Inclusionary zoning and 
Transit-Oriented Develop-
ment (TOD)

Consolidated school dis-
tricts (Charlotte-
Mecklenburg) 

Private financial aid for 
mixed-income communi-
ties (resource-efficient and 
location- efficient mort-
gages) 

Nonprofit owned rental hous-
ing (community-development 
corporations)

Policy Approaches to Economic Integration



set aside a certain number of units for low- and 
moderate-income families.  Developers not only have 
an incentive to build units with a mix of incomes but 
they have a strong motivation to ensure that the af-
fordable units do not harm the value of the market-
rate units. 

The key to the political success of IZ ordinances is 
that they frame the issue not in terms of welfare or 
public housing but as a matter of correcting a market 
failure.  Instead of using the terms “public housing” 
or “subsidized housing,” IZ advocates use of the term 
“workforce housing.” Their mantra is:  “If someone is 
good enough to work here, they ought to be good 
enough to live here.”  The lack of affordable housing 
is not caused by people making insufficient incomes, 
but by the market failing to meet housing demand.  
Exclusionary zoning laws artificially restrict the sup-
ply of affordable housing.   

Successful economic integration requires working 
with the market, not against it.  Policies must be 
place-based, sustaining stable market demand in 
neighborhoods for both low- and middle-income 
households.  Middle and affluent households always 
have the alternative to move out.  And if policies con-
centrate on improving the incomes of poor families, 
without a strong place-based strategy, many house-
holds will simply move out once their incomes move 
up.  In order to sustain stable integrated neighbor-
hoods, economic integration policies must be 
adapted to each metropolitan context.  

In weak market regions experiencing suburban 
sprawl, powerful policies will be needed to overcome 
centrifugal tendencies.  Given a surplus of housing in 
many central cities and inner suburbs, housing sub-
sidies will need to be carefully targeted to create 
neighborhoods of choice for middle- and working-
class families. 

Strong market regions have a completely different 
challenge in promoting economic integration.  In 
strong markets the problem is too much demand for 
housing, not too little.  The main challenge in strong 
market regions is that gentrification will lead to dis-
placement of the poor and areas will re-segregate.  
Research suggests that gentrification may have more 
benefits for low-income residents than is generally 
thought.  Many long-time residents find ways to stay 
in gentrifying neighborhoods and the influx of higher 
income households reduces crime and creates job 
and retail opportunities.  Nevertheless, displacement 
of low-income households can be a problem in gen-
trifying neighborhoods.  Policy tools to limit dis-
placement , including community land trusts, 
limited-equity co-ops and nonprofit ownership of 
rental housing. 

Inclusionary Zoning

Inclusionary zoning is one way to promote economic 
integration without taxpayer subsidies.  Inclusionary 
zoning relies upon leveraging developer commit-
ments to affordable housing by allowing them to build 
at higher densities.  The success of inclusionary zon-
ing depends upon a strong real estate market.  Ironi-
cally, it is often made possible by exclusionary zon-
ing.  To the extent that zoning requires single-family 
homes on large lots, the supply of housing will not be 
able to keep pace with demand.  IZ laws enable de-
velopers to build at higher densities if they agree to 
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Case Study:
Montgomery County, MD
One of the nation’s first and probably most 
successful Inclusionary Zoning ordinances 
was adopted in 1973 by Montgomery County, 
Maryland.  According to Maryland law, with 
the exception of a few municipalities, Mont-
gomery County exercises all land use plan-
ning and zoning powers.  The law requires 
that in all housing developments of 50 units 
or more 15 percent of the housing must be 
set aside for the lowest one-third of county 
residents.  Today, the cut off is 65 percent of 
the median household income in the county. 
Montgomery’s law has an innovative dimen-
sion that enables it to address the needs of 
low-income renters.  The local Housing 
Authority can purchase up to one-third of 
the affordable units and sell or rent them to 
low-income families.  In return, developers 
can receive a density bonus of up to 22 per-
cent.   To date the IZ ordinance has produced 
over 11,000 affordable units that are dis-
persed throughout middle-class housing 
developments in Montgomery County – at 
little or no cost to the taxpayers.  



market metropolitan areas land values are rising 
around transit stations, justifying denser develop-
ment.  Local governments can induce mixed-income 
developments by allowing denser development in ex-
change for setting aside some units for low- and 
moderate-income housing.  Transportation policy can 
be used to leverage housing dollars and opportunities 
for low-income families.  If land values are not high 
enough to leverage developer commitments for 
workforce housing, governments can use housing 
subsidies, such as Low-Income Housing Tax Credits, 
to make it profitable.  Targeting subsidies to mixed-
income TOD makes sense because of the added 
benefits of reducing traffic congestion and increasing 
economic integration.  With political will, it can be 
done in any city where transit increases land values 
around stations. 

Conclusion: Where Do We Go from Here?

Policies to foster mixed-income communities must 
be based on the realities of the market.  Suburban 
sprawl has been an engine of economic segregation.  
Smart growth and urban containment policies would 
help to level the playing field, fostering economic in-
tegration.  Urban containment policies are politically 
difficult but containment is happening spontaneously 
as regions exhaust developable land, traffic conges-
tion increases, commutes lengthen and gas prices 
rise.  As the suburban frontier gradually closes, new 
housing demand will turn inward, presenting oppor-
tunities to leverage market forces to promote eco-
nomic integration. 

Intelligent economic integration policies require us to 
transcend the policy silos that too often reinforce the 
status quo.  Transportation policy is housing policy.  
Transportation policy should not just aim at mobility, 
which often results in a predominant focus on high-
ways, reinforcing sprawl.  Transportation policy 
should aim at accessibility, which requires a multi-
modal approach that integrates transportation with 
land use.  Flexible policies that work with the market 
can give the taxpayers more bang for their buck.  

Transit Oriented Development

For most Americans, transportation costs are fixed 
because they must use an automobile for nearly all 
their trips.  But people who live in transit-rich, 
pedestrian-friendly neighborhoods have a choice.  
Accordingly, the amount of money spent on transpor-
tation varies depending on where you live.  In reality, 
transportation costs are tightly tied to housing.  Un-
der the slogan, “drive ‘til you qualify,” households 
trade longer commutes in exchange for more afford-
able suburban housing on cheaper land.  Housing 
near the center of urban areas that is well serviced 
by transit is more expensive per square foot but en-
ables households to cut their transportation costs.  
Recognizing this, Fannie Mae created a Location Effi-
cient Mortgage that enables borrowers to qualify for 
a larger loan if they are buying in areas that have 
lower average transportation costs.    

Transit-oriented development (TOD) is development 
within a half mile of a transit station (about a 10-
minute walk) that is high-density, pedestrian friendly, 
mixed-use and includes station-focused public 
spaces.  TOD is built primarily by private developers 
but it has extensive public benefits that justify gov-
ernment support: TOD can increase property values 
around stations and therefore enhance tax revenues; 
well-designed TODs can reduce crime by creating 
“eyes on the street” and 24-hour activity; TOD in-
creases transit ridership by giving residents access to 
more destinations by transit and on foot; TOD pro-
motes active, healthy lifestyles; and TOD saves infra-
structure costs by reducing the need for parking.  

TOD can also improve social equity and reduce eco-
nomic segregation.  Low-income households are 
good to have in TOD developments because they tend 
to use transit more than higher-income households.  
In 2001, those making less than $20,000 a year ac-
counted for 38 percent of all transit riders, far more 
than their 14 percent share of the urban population.  
Mixed-income TOD also provides low-income people 
better access to jobs and therefore increases their 
chances of upward mobility.  

The development of new light rail systems across 
American cities offers an opportunity to build eco-
nomically integrated transit villages.  Even in weak 
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generation of great American cities.
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The Silver Lining: 
How the Housing Crisis Could Aid in Economic Integration

Aside from learning valuable lessons, there is little about the U.S. foreclosure crisis that one could describe 
as good.  But there is, perhaps, a silver lining.  The drastic drop in housing prices could provide a once-in-a-
generation opportunity for economic integration that could play out in four ways:  

1. We know that there are a lot of vacant units out there.  More vacancy implies more opportunities to move 
households around, and depending on what kind of moves different income groups make, it could address 
economic integration.

2. There are more rental units now.  (Some housing slated for owner-occupied has shifted to rental).  Rental 
housing is particularly important to lower and moderate-income households and to younger households.  
Because credit markets are so tight, and because of the disappearance of a lot of cheap financing, low- and 
moderate-income households may not be in a good position to buy.  But they may be able to rent.  The shift 
to rentals may be short term, and as the market comes back, these units may be sold.  Perhaps a "rent to 
own" program for such units would help.

3. As CEOs for Cities pointed out in its report Driven to the Brink, the housing price decline has primarily 
been in outlying suburbs and exurbs.  Close-in neighborhoods are holding their value much better.  To the 
extent that higher-income households move back into the center, this will tend to lessen economic segre-
gation (in the typical metro).  It’s worth remembering that economic integration can be improved either by 
the movement of higher-income households into lower income areas, or the movement of lower-income 
households into higher-income areas or some combination of the two.

4. Local land use planning is the key.  If you can't build apartments in a suburb, you can't get very much 
economic integration, no matter how much housing prices fall.  A key part of the Portland program is not 
just the urban growth boundary, but the requirement that every jurisdiction zone land for a range of housing 
types (including multi-family) and that they allow development by right in such zones  (i.e. no putting 
apartments on the map and then refusing to issue building permits when the neighbors object).

- Joseph Cortright, Impresa Consulting
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