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W hen we started the Center for Transit-Oriented 
Development, the general reaction was: Why 
focus on a small, untested part of the market? 
Two years later, and TOD is hot! Sites near 

transit are the No. 1 choice of developers and real estate 
investors according to Emerging Trends in Real Estate 
2005.  “People just want out of traffic . . . They want prox-
imity to 24-hour centers and convenience . . . Lifestyles 
are changing.”  

Hidden in Plain Sight: Capturing the Demand for Housing Near 
Transit, the national TOD market study we released late last year, shows 
a doubling of demand for transit-oriented housing by 2025 – conser-
vatively, that’s about a third of the housing market in regions with fixed 
transit systems. We’ve generated market reports for specific regions 
-- Dallas, Minneapolis, Seattle, Denver, Miami, Washington D.C. – and 
we’re seeing how powerful this data is. Business groups, public agencies, 
developers and citizens are startled to learn who’s living near transit now 
and who will want to live near transit in the future. Indeed, the TOD mar-
ket is the key community revitalization market of our time. Empty nesters 
and echo boomer singles are the largest demographic groups and their 
numbers are growing, and they want smaller, low-maintenance housing 
choices, retail, recreation and civic uses within a short walk, and access 
to the region without having to get stuck in traffic.

How can we take advantage of these market dynamics and the tre-
mendous public investment in transit?  What can we do, specifically, to 
set the table for TOD? How can we cut through red tape and get more 
sites ready for investors and community-builders? Here are some of the 
lessons we’ve learned working in regions throughout the U.S.:

• Know What You Want From TOD: Not all TOD is alike, nor should it be. 
But it’s important to know if your goals are being achieved. Set measur-
able benchmarks for success.

• Don’t Get Ahead of the Market: 
Successful TOD requires demand for the 
types of uses envisioned at stations.  If 
that market isn’t ripe or if the transit 
isn’t there, create a flexible framework 
that prevents the most egregious uses 
and preserves opportunities for TOD.

• Devise an Implementation Strategy 

That Provides Small, Early Wins: Community leaders need to see visible 
progress. A successful TOD strategy will have short- and long-term goals.

• Focus on Sites With Land and Property Owner Interest: TOD is a complex 
partnership among cities, transit agencies, developers, property owners 
and citizens.  But all the good intentions in the world won’t move without 
support from property owners and interested developers. 

 • Look at the Whole Corridor:  A transit system is a network of corridors 
linking job sites, cultural and educational centers and residential neigh-
borhoods.  While the places along this “necklace” should each glimmer 
and entice, they only work as TOD if they connect to the region. A corri-
dor working group, made up of representatives of communities along the 
necklace should facilitate decisions executed at one station, but affecting 
others.

• Ridership and Value are Linked: Though achieving the ingredients of 
TOD seems enormously difficult, high quality pedestrian environments 
have proven to build value, help make projects pencil and deliver transit 
riders.  Don’t set the bar too low.

• Capture Value to Deliver High Performing TOD: The cutting edge of 
TOD is the development of tools and methods for capturing some of the 
increase in real estate value to help pay for the elements that help create 
high performing places: pedestrian infrastructure, local destinations, 
mixed-income housing, greater access to the transit network.

• Build Leadership Early and Renew Often: TOD is a new way of doing 
business. Corporate leaders, elected officials, development and invest-
ment interests, and community activists need to be equipped with the 
tools and messages that will help build support for this new way of grow-
ing our regions.

Our mission at Reconnecting America is to help unlock the market for TOD 
and ensure that everyone benefits from development. Successful imple-
mentation increases the benefits. ❖

Autumn 2005

CTOD is beginning work in Denver, where 44 
trains an hour will be pulling into Union Station 

when the system is built out.
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Building the New Transit Town

NEWS From The Frontlines
By Cali Gorewitz

SAN FRANCISCO – The days of BART extensions 
down freeway medians, commuter rail depots 
surrounded by warehouses, and ferry terminals 
on desolate waterfronts are over. Metropolitan 
Transportation Commission officials have adopted 
a groundbreaking policy requiring cities and 
counties to zone areas surrounding new transit 
stations and extensions for dense housing devel-
opment in order to collect transportation funding. 
The policy also rewards cities for including afford-
able housing near transit centers and provides 
funding to help cities pay for the necessary plan-
ning. The goal is to get more people on transit 
and reduce the subsidies that are paid to transit 
operators. Research in California has shown that 
those who live in TODs are five times as likely to use 
transit as other residents
. . . (San Francisco Chronicle 7/10/05)

LOS ANGELES – Amid all the pain inflicted by sky-
rocketing oil prices, there is a silver lining for Los 
Angeles. The agony of paying from $40 to $60 for 
a tank of gas is prompting more people to take 
public transportation. For the fiscal year ending 
in June, ridership on Metropolitan Transportation 
Authority buses was up nearly 23 percent to more 
than 361 million boardings. Ridership on the Red 
Line subway was up nearly 30 percent, and even 
the troubled Gold Line to Pasadena saw a 28 per-
cent jump . . . (L.A. Times 8/13/05) 

SALT LAKE CITY – The Church of Jesus Christ of 
Latter-day Saints and Mayor Rocky Anderson are 
working toward agreement on a strategy to revi-
talize downtown, aspiring to the kind of renais-
sance that Portland, San Diego and Denver have 
achieved in recent years. Convention business 
is booming here, more office space is occupied 
downtown then ever before, light rail has been 
an instant hit, and a commuter-rail line from the 
northern suburbs is underway. Several downtown 
housing projects have been built, including a 117-
unit condo complex that nearly sold out before 
groundbreaking. And the church is moving its 
business college and establishing a Brigham 
Young University satellite campus nearby. The 
city has also banned strip malls because asphalt 
parking lots discourage walking. The Surface 
Transportation Policy Project found Salt Lake City 
improved pedestrian safety more than any other 
metro area in the U.S., and Outside magazine 
rated Salt Lake City the No. 1 “new American dream 
town” . . . (USA Today, 8/19/05) 

MINNEAPOLIS – A survey of Hiawatha light rail 
line riders shows that 39 percent are new to public 
transit, and would be driving alone if there were 
no train. The survey of more than 2,000 riders late 
last year found 80 percent of rail patrons own 
cars and 44 percent take the bus to the train. The 
Hiawatha Line ended its first half year of service at 

the end of 2004 with a positive operating balance 
of about $1 million . . . (Minneapolis Star Tribune 
3/25/05) . . .  Advocates report weekday ridership 
on the Hiawatha Line has already surpassed the 
2020 forecast of 24,600 daily riders, providing 
more than 10 percent of all Metro Transit trips for 
7.84 percent of the agency’s total operating costs 
. . . (www.lightrailnow.org)

CONTRA COSTA COUNTY, CA - State Senator Tom 
Torlakson’s “TIF for TOD” bill is intended to pro-
duce more housing units in transit villages and 
originated at BART, where staff is encouraging cit-
ies and counties to intensify development around 
stations. The bill makes it possible to call prop-
erty within a quarter mile of transit “blighted” 
if it doesn’t have high-density housing, thereby 
enabling redevelopment agencies to spend their 
tax increment funds on redeveloping station areas. 
Torlakson said the bill is “about providing cities a 
tool to help them meet the housing demand while 
reducing traffic congestion and making public 
transit, which is struggling, more economically 
viable” . . . (Contra Costa Times 7/24/05)

HOBOKEN, NJ - Developers building new apart-
ment buildings in the highly competitive condo 
market in Hoboken and Jersey City are relying on 
name designers and special amenities to impress 
prospective condo buyers. The Monroe Center, an 
art-oriented “mini-village” adjacent to the new 
Ninth Street light rail station will feature retail 
shops, large benches, fountains and a plaza with 
trees hung with hammocks. The Montgomery 
Greene condo tower in Jersey City has a rooftop 
garden featuring a 23-foot bar under a vine-cov-
ered pergola, with a barbecue and picnic area . . . 
(New York Times 8/7/05)

OREGON - Governor Kulongoski recently expanded 
Oregon’s enterprise zone program, which gives 
businesses located within enterprise zones three to 
five years of property tax exemptions of $50,000 
on buildings or major equipment investments. 
The Governor also signed Senate Bill 71, known as 
ConnectOregon, which dedicates $100 million for 
non-highway transportation projects . . . (Oregon 
Daily Emerald 8/11/05)

LOS ANGELES – Recent Latino immigrants use pub-
lic transportation at seven times the rate of other 
Californians and are more than twice as likely to 
carpool than whites and other Latinos, according 
to a new UCLA study. Based on census data, the 
statewide study suggests Latino immigration has 
put pressure on public transportation, but has not 
aggravated congestion on roads . . . (L.A. Daily 
News 7/20/05) 

MINNEAPOLIS - Residential is booming and retail 
is sliding in Minneapolis. At 30,000 and grow-

ing, downtown’s residential population is now 
equal to or larger than the downtown population 
in Seattle, Portland and Denver. But retail vacan-
cies are approaching 16 percent partly because 
the new downtowners have kept their suburban 
shopping habits. Most downtown streets lack the 
pedestrian-oriented atmosphere needed for suc-
cessful retail 
. . . (Minneapolis Star Tribune 8/7/05)

BOSTON – Any history student understands 
whether you are talking about the Erie Canal 
and development in upstate New York, or the 
Transcontinental Railroad and the development 
of the West, there is a direct relationship between 
access and real estate value. The MBTA has made 
extraordinary strides expanding commuter rail 
to the south and west, providing a boost to towns 
south of Boston, which will soon be served by three 
commuter rail lines, and to Worcester, where the 
MBTA is increasing service. In Boston the Silver Line 
will assist in the revitalization of the South Boston 
waterfront. The state Legislature has helped out 
by passing two measures that provide incentives 
for transit-oriented housing . . . (Boston Business 
Journal 5/20/05)

CHARLOTTE, NC - Charlotteans are waiting for con-
struction to begin on their 9.5-mile light rail line in 
2007. City government is already initiating regula-
tions and policies to encourage transit-oriented 
development, and is using smart-growth funds 
to buy land that could be used for affordable and 
working-class housing . . . (Charlotte Business 
Journal 8/5/05) . . . Meantime, the city intends to 
support transit-oriented development by develop-
ing a tax-increment financing policy, purchasing 
land, and aligning city programs to support small 
businesses along transit corridors . . . (Charlotte 
Business Journal 5/13/05)

DALLAS – Mockingbird Station, one of the best of 
the first generation of transit-oriented develop-
ment projects in the U.S., has been sold to the 
New York-based Real Estate Capital Partners for 
an undisclosed amount. The 10-acre mixed-use 
complex was developed in 2001 for about $105 
million by Dallas-based UC Urban developer Ken 
Hughes in partnership with Denver-based Simpson 
Housing Group, which was the outright owner and 
seller. Mockingbird includes 211 loft-style apart-
ments, 180,000 feet of retail, and 140,000 square 
feet of office. The sale price was not disclosed . . . 
(Dallas Business Journal 6/2/05) 

BUFFALO - Homebuyers in Buffalo can now qualify 
for a Smart Commute mortgage if they choose to 
buy a home within a half-mile of a transit stop, 
thereby qualifying for a low down payment of just 
3 percent of the purchase price. Participants in 
the program receive two free Metro passes, good 



for either bus or rail service, for six 
months. The rationale behind the 
national initiative, introduced by 
Fannie Mae in 2001 and now offered 
in 33 municipalities, is that you’ll 
have more money to spend on your 
mortgage if you ride transit . . . 
(Buffalo Business First 7/25/05)

MINNEAPOLIS - A report released 
by the Builders Association of the 
Twin Cities indicates that urban 
infill development in Minneapolis 
is strong, and the Hennepin County 
Board of Commissioners recently 
approved $2 million in funding for 11 
transit-oriented development proj-
ects. The City of Mound will receive 
$1 million for pedestrian and infra-
structure improvements, pedestrian 
lighting, and a park-and-ride facil-
ity for a major development within 
a five-minute walk of the Mound 
Transit Hub. The development will 
include 350 housing units and 
200,000 square feet of commercial 
space . . . (Finance and Commerce 
7/14/05) 

CHARLOTTE, NC – David Furman, the 
developer who first brought afford-
able loft-style living to young pro-
fessionals in Charlotte, is convinced 
that uptown’s population is going 
to triple in size in roughly a decade. 
The percent of childless residents 
in Charlotte -- the demographic 
most likely to live in downtown set-
tings -- is expected to grow to 80 
percent by 2020. Other developers, 
retailers and real estate analysts are 
taking note and there are already 
seven high-rises proposed for the 
downtown neighborhood. Furman 
believes downtown will soon see 
more mid-rises and second homes 
with no street-level parking lots in 
the downtown, and older residents 
. . . (Charlotte Observer 8/17/05) 

PHILADELPHIA – Things are look-
ing up in downtown Philadelphia, 
where residential construction has 
taken off and the downtown popu-
lation has risen 8 percent even as 
the city as a whole continues to lose 
population. But while downtown 
has gained residents faster than the 
region as a whole, it hasn’t gained 
more workers. Office employment, 
which makes up the single greatest 

What SAFETEA-LU Means for TOD 

By Mariia V. Zimmerman

T ransportation is a world full 
of acronyms and now there’s 
another: the “Safe, Accountable, 

Flexible, Efficient Transportation 
Equity Act: A Legacy for Users” 
or SAFETEA-LU, signed into law 
by President Bush August 10. The 
mere length of the name reflects 
the nature of the overall bill, which 
contains something for everyone 
-- funding for highways, transit, 
bikes and pedestrians, bridges, 
transportation safety programs 
– and an extraordinary 6,400 
Congressional earmarks for projects 
with a combined cost of at least $24.3 
billion.

The bill retains much of the 
original policy structure of the two 
previous surface transportation 
authorizations, ISTEA and TEA-21, 
and authorizes approximately $286.5 
billion for programs -- 38 percent 
more than the overall spending 
in TEA-21. Of the total guaranteed 
funding approved, $52.6 billion will 
support transit, a 46 percent increase 
over TEA-21. The bill guarantees all 
states will receive at least 92 cents 
back on every dollar they pay into 
the highway trust fund by FY 2008. 

SAFETEA-LU creates several new 
transit programs, and includes 
policy changes that may enhance 
opportunities for TOD. The New 
Starts program (Section 5309 of the 
Transit Title), for example, which 
is the means for funding major 
capital investment projects, was 
altered in several important ways. 
In the new bill, New Start projects 
are authorized with General Fund 
money, not Highway Trust Fund 
money, and are therefore subject 
to future annual appropriations. 
Previously Congress has honored 
federal funding agreements for these 
projects, but there is no guarantee 
how future funding will be allocated.

Some view this change positive-
ly, however, believing the increased 
demand for New Starts funding will 
result in Congressional pressure to 
increase overall funding, which will 
create tremendous opportunities 
to develop housing and mixed use 
sites near transit. However, there is 
also concern that transit may suffer 
if it has to compete for funding with 
education, health care, housing and 
other concerns.  

SAFETEA-LU also establishes a 
new “Small Starts” program for capi-
tal projects, creating three different 
funding categories and separate 
review processes.  The three Section 
5309 categories are:

• Projects seeking more than $75 
million in section 5309 funds

• Projects with a total capital cost 
of no more than $250 million and 
seeking less than $75 million in 

section 5309 funds (referred to as 
“Small Starts”)

• Projects seeking less than $25 
million in section 5309 funds

The impact of the transit invest-
ment on economic development and 
the existence of land use policies 
that support public transit is ele-
vated in the review process for both 
New Starts and Small Starts. 

Several other new transit 
programs were created as well, 
including an “Alternatives Analysis 
Program” that will provide $25 mil-
lion each fiscal year for New Starts 
projects. AA can be a critical point 
in the project planning process for 
determining the mode of transit and 
corridor, with important implications 
for economic development and land 
use within the study area. 

A “New Freedom Program” will 
provide formula funding for new 
transportation services and public 
transportation alternatives beyond 
those required by the Americans with 
Disabilities Act to assist persons with 
disabilities. Improved integration of 
transportation services with other 
federal human service programs is 
a key aspect of this new program. 
Reconnecting America’s national 
TOD market study found that senior 
households make up a significant 
percentage of the demand for 
housing near transit (roughly 35 
percent). TOD has the potential 
to help coordinate these services 
through mixed use and housing 
development that can assist in 
providing increased accessibility 
through design. There may be 
opportunity to work with the FTA 
and local transit agencies to explore 
the possibility of making TOD an 
eligible activity for funding under 
this program.

With reauthorization finally 
enacted, attention now turns to both 
the rule making process and imple-
mentation at the state and local 
level.  New rules will be forthcoming 
from FTA over the next six months 
and public comment will be sought 
during this period as changes are 
made to existing programs and new 
programs are defined and imple-
mented. This is a particularly impor-
tant opportunity for those involved 
with transit oriented development 
to weigh in, as the rules established 
will guide transit policy for years to 
come. See these websites for more 
information on SAFETEA-LU: 

• American Public Transportation 
Association www.apta.com

• U.S. House of Representative 
Committee on Transportation and 
Infrastructure www.house.gov/
transportation 

• Surface Transportation Policy 
Project www.tea3.org 

share of the downtown job market, 
fell nearly 15 percent from 1990 to 
2003. . . (Philadelphia Inquirer 
6/8/05) 

UNITED STATES – The national real-
estate boom is starting to transform 
some neighborhoods long resistant 
to government or philanthropic 
recovery programs. Baltimore, 
Philadelphia and Oakland have 
turned into hot real-estate markets 
largely because their housing prices 
still seem like relative bargains, 
and excellent public transit con-
nects them to more glamorous cities 
nearby. Philadelphia offers property 
tax breaks to people who build new 
houses or rehabilitate old ones. The 
City of Oakland has lured residents 
from San Francisco with ads touting 
lower prices. The City of Baltimore 
tore down high-rise public-hous-
ing projects and redeveloped these 
sites as mixed-income housing . . . 
(Wall Street Journal 5/26/05) 

CINCINNATI –Ohio and Hamilton 
County officials are proposing using 
revenues from federally funded 
parking garages to build a new 
18-mile light rail line. The plan 
hinges on the success of the Banks, 
a planned 1.4 million-square-foot 
mixed-use riverfront develop-
ment, which would provide a major 
destination on the waterfront. 
Transportation planners are opti-
mistic and are discussing possible 
station sties with developers . . . 
(Business Courier 8/5/05) 

DESTIN, FL – In a state with a 
population that’s growing by about 
1,000 people a day, many cities are 
struggling with congestion and 
sprawling development. Destin is 
the first to apply for a new state 
program aimed at luring people 
out of their cars and onto public 
transportation and sidewalks. 
Funding from this program 
combined with funding from new 
smart growth legislation will be 
used to transform the town into a 
pedestrian’s paradise. City officials 
say improved sidewalks, crosswalks, 
trolley routes and subsidized 
apartments could be in place within 
a decade . . . (Associated Press 
7/16/05)



A ffordability has never been just about 
housing costs. Researchers have long 
known it’s the interaction between 
housing and transportation costs 

that provides a more meaningful measure of 
affordability. But while housing costs are well-
understood, transportation costs are often 
dramatically underestimated -- and now, with 
gasoline prices rising dramatically, these costs 
are escalating. Transportation is the second 
largest household expenditure after housing, 
ranging from 15 percent to almost a quarter of the 
average household’s expenditures. These costs, 
like housing costs, vary widely within metro areas, 
though generally speaking housing is cheaper the 
further one lives from the Central Business District, 
while transportation becomes more expensive.

A growing body of research has shown a 
strong relationship between increased density, 
transit access and pedestrian friendliness on the 
one hand, and reduced vehicle miles traveled 
and automobile ownership on the other. With the 
cost of driving now pegged at 50 cents per mile 
and the annual cost of auto ownership averaging 
about $10,000 a year, the transportation savings 
that can result from living in a dense transit-
friendly community can be considerable. The 
industry standard of allowing no more than 30 
percent of household income to be directed to 
housing expenditures could have wildly different 
results for families that are auto-dependent 
versus those that have more transportation 
options. 

But the combined costs aren’t considered 
in the housing affordability standards used 
to allocate low-income housing tax credits or 
vouchers for other affordable housing programs. 
Neither are they considered – except with the 
Location Efficient Mortgage – when lenders score 
individual home loan applications. Reframing 
nationally accepted affordability measures to combine both housing 
and transportation costs at a typical rate of 45 percent could allow 
low income households to more easily qualify for homeownership and 
provide a substantial incentive to the private sector to invest in transit-
oriented locations. 

Because of this, the Center for Transit Oriented Development is 
developing a single measure of affordability that integrates housing and 
transportation costs into an “affordability index.” This new tool will take 
into account the tradeoffs that households make between housing and 
transportation costs and the savings that come from living in “location 
efficient” communities. The intent is to provide policy-makers, lenders 
and investors with the data needed to make better decisions about which 
neighborhoods are truly affordable, and illuminate the implications of 
their policy and investment choices.

Promoting Affordable Neighborhoods 
The affordability of a house should be considered in the context of 

the affordability of the neighborhood in which it is located. An affordable 

Rethinking Affordability: The Inherent Value of TOD
By Scott Bernstein and Carrie Makarewicz of the Center For Neighborhood Technology

neighborhood is “location efficient” – convenient to shopping, services, 
jobs, and with transportation alternatives besides the auto. We consider 
convenience, or location efficiency, as a measure of affordability because 
the level of convenience is directly tied to a household’s transportation 
costs. Currently, the average U.S. household spends 19 percent of its 
budget on transportation, nearly one in five dollars, but this average varies 
a great deal by place: Among metropolitan areas in the 2003 Consumer 
Expenditure Survey, average household transportation expenditures in 
Houston topped the list at 21 percent, while those in Baltimore ranked 
lowest at 14 percent, a difference that equates to $4,286 annually. 

Cost comparisons among metro areas bring to light the importance 
of thinking more broadly about transportation, particularly in terms 

The map above shows those areas of the Twin Cities that are affordable 
(light yellow) when one considers housing costs only. (Those earning 80 
percent of area median income would spend 0-28 percent of income in 
light yellow areas, 28-36 percent in orange areas, etc.) The map on the 
right shows areas that are affordable when one considers the costs of 
housing and transportation combined.

Building the New Transit Town



of the impact on household budgets and regions. But because these 
comparisons are at a large geography they don’t show why costs vary 
by location or how they vary within a metropolitan area. Therefore, it’s 
difficult for a household to know which neighborhoods in a region are 
more affordable in the broadest sense, or for a policymaker to know 
where resources should be focused to enhance affordability. 

Household income and household size are the primary determinants 
of transportation demand. Larger and wealthier households tend to 
own more vehicles and drive more miles — the two factors that have 
the biggest impact on transportation costs. Yet even among wealthy 
households neighborhood characteristics influence how much is spent 
on transportation, since the characteristics of place also shape transpor-
tation demand. Factors including density, walkability, the availability 
and quality of transit service, the accessibility of amenities like grocery 
stores, dry cleaners, daycare and movie theaters, and the number of 
accessible jobs shape how residents get around and where they go.

The affordability index calculates the sum of the average housing 
costs plus the average transportation costs for a neighborhood (or cen-
sus block group). The  simplified formula for the index is shown in the 
next column, where total housing costs include current housing sales 
prices and rents, and total transportation costs equal the sum of the 
costs for auto ownership, auto use, and transit. The index can be used 
to calculate an average for a neighborhood, or it can be adjusted for 
an individual household to reflect household income and the price they 
intend to pay for a new home. 

CTOD is utilizing the work done to develop the Location Efficient 

Affordability
Index

Housing Costs
+ Transportation Costs

Income
 =

Mortgage, which is backed by Fannie Mae. This work was completed by a 
group of researchers including members of the CTOD team who analyzed 
the travel behavior and transportation costs of millions of households 
in the San Francisco Bay Area, Southern California, Seattle and Chicago, 
and generated models that predict auto ownership and vehicle miles 
traveled based on the residential density, transit availability and pedes-
trian friendliness of the neighborhoods where they lived. 

CTOD is developing a new model that can be applied to regions 
with fixed-guideway transit systems using several datasets -- including 
CTOD’s database with information about the demographic, land use and 
transportation characteristics of neighborhoods located within a half 
mile radius of 4,000 existing and planned transit stations across the U.S. 
-- to create a calculator that combines the housing and transportation 
costs of any geographic location in these metropolitan regions. At the 
scale of the neighborhood one will be able to look up a combined mea-
sure of median housing costs (rental and for-sale) and transportation 
costs, and compare the measure with measures in other locations in the 
region and in other regions.

We are testing the affordability index in the Minneapolis-St.Paul 
region to refine the methodology and determine the ways in which it 

can be used to affect regional housing location 
and financing decisions. We are working with 
the McKnight Foundation and the Brookings 
Institution to use the index to help bring TOD 
to scale in the region and to direct affordable 
housing and transit initiatives to truly affordable 
neighborhoods. The goal is to help inform policy 
and funding decisions as the Minneapolis-St. 
Paul area invests in new transit lines, creates 
new jobs and addresses affordability issues. The 
index can be used to help make the case that 
truly affordable housing should be located in 
affordable places, and that places where trans-
portation costs are high need more transporta-
tion options. 

If all the participants in the housing market 
– developers, renters and buyers, regulators, 
elected officials, planners -- started thinking 
more about the affordability of neighborhoods 
than about the affordability of housing units, 
we might see less sprawl and more transit-sup-
portive infill development. We might see more 
investment in transit, and bike- and pedestrian-
friendly environments. It might be easier for 
planners to justify higher densities and lower 
parking requirements, and for government to 
make decisions about policy and investment in a 
wholistic context that takes into account more of 
the factors that influence affordability.

Applying the Index in the Twin Cities
Twenty-five miles south of Minneapolis is the 

small but growing town of Farmington, popula-
tion 12,365, where 81 percent of the housing has 
been constructed just since 1990. In the 2000 
U.S. Census, the reported median housing value 
was $146,000 and the median household income 



added in, and suddenly other neighborhoods, where housing is more 
expensive, turn out to be more affordable.

The maps on the preceding pages illustrate the difference in afford-
ability when one considers only housing costs and when one considers 
the combined cost of housing and transportation. Both maps depict the 
cost for households earning 80 percent of the area median income. The 
map on the left shows the monthly mortgage cost as a percentage of 
income. The yellow areas are those that would traditionally be deemed 
affordable -- they are in accord with the lending guideline that require 
households spend no more than 28 percent of their income on housing. 
Except for the areas directly west and east of Minneapolis and St. Paul, 
the majority of the region’s housing appears affordable for this income 
group. 

Using the affordability index, we categorize as affordable any place 
where the combined costs of housing and transportation are less than 
or equal to 47 percent of income. We arrived at this figure by adding the 
average U.S. household transportation cost – 19 percent of the house-
hold budget -- to the lending guideline of 28 percent. The map on the 
right uses the affordability index to add transportation costs to housing 
costs. Note that the area considered affordable has been reduced sub-
stantially.

The presence or absence of transit helps explain the difference in 
affordability. The bus system, shown 
on the map on the right, is exten-
sive, offers frequent service, and is 
well-used in the core of the region. 
Even without fixed-rail transit (the 
2000 Census preceded the open-
ing of the region’s Hiawatha light rail 
line), 8 percent of the workers in the 
Minneapolis-St. Paul region commuted 
by something other than an auto -- by 
bus or bicycle or on foot. And non-auto 
commute rates were much higher in the 
cities of Minneapolis and St. Paul, 23 
percent and 15.4 percent, respectively. 
The combined costs of housing and 
transportation are most affordable in 
areas well-served by public transit. ❖

was $61,864, both slightly higher than in the region as a whole ($141,000 
and $54,304, respectively). In 2000, households region-wide were pay-
ing about 18 percent of before-tax income toward their mortgages; in 
Farmington they were paying 22 percent. 

Farmington’s housing appears moderately affordable for a house-
hold earning the median income or slightly higher. However, when we 
applied the affordability index, we got a clearer idea of what it might 
actually cost to live in a town where the average household owns two 
cars, there is no metro bus service, and the nearest large employment 
centers are located in the two counties to the north. The table below 
shows what the housing, transportation, and combined housing-plus-
transportation costs would be for two households – one in Farmington 
and the other in a centrally located Minneapolis neighborhood -- earn-
ing 80 percent of the area median income, $43,443.

While housing costs in these two communities vary only 5 percent, 
transportation costs vary a whopping 24 percent, which adds up to 
a 19 percent difference in the total housing-plus-transportation cost 
equation -- a significant difference in affordability. Of course the type 
of housing and availability of neighborhood amenities should also 
be considered. But application of the affordability index to the entire 
Minneapolis-St. Paul region reveals that there are many other places 
where housing seems affordably priced until transportation costs are 

This building in a 
walkable transit-rich 

Chicago neighborhood 
was rehabbed with 

low-income housing tax 
credits in 1990 but went 

market-rate when the 
credits expired. Increased 

demand for housing like 
this drives up prices,but 

the index can be used 
to argue affordability 
should be preserved.

Table 1. Affordability Measures for a Household Earning  
80 Percent of the Area Median Income

Annual Household Income (2000 Cenus)

Average 1999 Monthy Morgage Payment (HDMA)

Monthly Auto Ownership Costs (Al Model for 2000)

Monthly Auto Use Costs (Al Model for 2000)

Monthly Transit Costs (Al Model for 2000)

Total Transportation Costs (Al Model for 2000)

Transportation Cost as Percentage of Income

Housing Cost as Percentage of Income

Combined Housing/Tranportation Costs as 
Percentage of Income

Farmington

$43,443

$811

$941

$241

$0

$1155

32%

22%

54%

Central - Minneapolis

$43,443

$970

$187

$47

$65

$299

8%

27%

35%

Building the New Transit Town

Affordability continued


