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Introduction

“We have also come to this hallowed spot to remind America of the fierce urgency of now. This
is no time to engage in the luxury of cooling off or to take the tranquilizing drug of gradualism.
Now is the time to make real the promises of democracy.”*

- Rev. Dr. Martin Luther King (August 28, 1963)

The “fierce urgency of now” has become the ubiquitous mantra of civil rights activists calling for
racial justice in the United States. Minnesotans, picking up the mantle after Dr. King’s death,
fought for civil rights even before it was a national movement. On a bipartisan basis, Governor
Elmer L. Anderson signed one of the first state Human Rights/Fair Housing Laws in the country
in 1961. Throughout the (decades), Minneapolis Mayor Hubert H. Humphrey passed one of the
nation’s first fair housing ordinances, and, with Walter Mondale, helped lead the legislative
battles to pass three of the most important federal civil rights laws. Governors LeVander and
Anderson created the MET Council and passed one of the nation’s first metropolitan fair housing
laws.> Though all of these efforts improved and expanded opportunities for Minnesota’s
minority populations, we are still left pursuing the racial justice that Dr. King called on more
than 40 years ago—economic justice.

Nowhere in Minnesota is the intertwining of racial and economic justice more evident than in
Minneapolis’ North Side. Sixty-six percent of the population is non-white.® Of this number,
thirty-six percent of children are living at or below the federal poverty guideline.* The Northside
is a community known for blight, joblessness, poverty and concentrated dependency on social
welfare programs. This, however, was not always the case. Now the region with the lowest
economic indicators in the City, North Minneapolis once had a vibrant business community. So
when did things change? And what were some of the factors that created this change?

The purpose of this paper is to address these questions of historical relevance, as well as examine
the current reality of the North Minneapolis region and offer recommendations for revitalization.
The underlying premise here is that a rising tide lifts all boats. It is with this perspective that this
paper offers local strategies for improving the socio-economic indicators of the North
Minneapolis community, providing more opportunities for all who live within its borders.”

! Martin Luther King, Jr., “I Have A Dream”, American Rhetoric: Top 100 Speeches,
http://www.americanrhetoric.com/speeches/mlkihaveadream.htm (accessed August 1, 2010).
2 Myron Orfield, “Minnesota’s Tradition of Racial Justice”, 1000 Friends of Minnesota.
www.1000fom.org/video/minnesotas-tradition-racial-justice
® Taylor, D. Craig, ed. “North Minneapolis Asset Mapping and Indicators for 2006: A preliminary assessment of
economic, health and educational assets and indicators in North Minneapolis.” The University of Minnesota’s Office
Ior Business and Community Economic Development. (September 2006): 8.

Ibid., 13.
® This paper will not address issues related to broader federal policy (particularly economic) and other underlying
causes of poverty, such as education-related disparities. The author does, however, acknowledge these as
contributing factors to racial and economic inequality and believes that these too must be addressed.
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Geography: Defining the Boundaries of North Minneapolis

The terms “North Minneapolis” or “Northside” refer to any or all of the thirteen neighborhoods
that make up the northwest region of Minneapolis. From the Warehouse District and Bassett
Creek on the south, to the city line at 53" Avenue on the north (bordering Brooklyn Center), to
the Mississippi River on the east and to the border of Crystal and Robbinsdale on the West, the
Northside truly is a large swath of land. Two communities comprise this area. “Near North”
spans from the southern border to Lowry Avenue North comprising the neighborhoods of Jordan,
Hawthorne, Willard-Hay, Near-North, Harrison and Sumner-Glenwood. “Camden” spans from
Lowry Avenue to 53" Avenue comprising the neighborhoods of McKinley, Folwell, Cleveland,
Webber-Camden, Victory and Lind-Bohanon.

Non-Northsiders judge the quality of each neighborhood—for good or bad—Dby its proximity to
West Broadway Avenue. West Broadway has historically been the most significant commercial
and cultural destination in North Minneapolis. Although much reduced from its boom years, it
remains the main street of North Minneapolis®, similar to Hennepin and Lyndale Avenues in
Uptown and Hennepin and University Avenues in Northeast Minneapolis. Because of its
importance to the vitality of the entire North Minneapolis region, this policy brief will focus
primarily on the region encompassing Broadway Avenue, including the neighborhoods of
Jordan, Hawthorne, Willard-Hay and Near North—stretching from the Mississippi River on the
east to the city limits on the west and from Lowry Avenue on the north to Olson Memorial
Highway and 11" Avenue on the south.

Historical Factors: The Changing Face of North Minneapolis

“The whole place was a self-contained unit.”’

- Professor Joseph Goldman, Carlson School of Management

Some believe that North Minneapolis was designed to contain the problem of perceived aberrant
social classes, ethnicities and races. The City of Minneapolis Land Use and Social Delineation
Map of 1935 demarcated the districts north of downtown as “Negro Section”, “Workingmen’s
Homes”, “Foreign Born Slum” and “Jewish Slum.”® Though historical demographic data
suggests that these labels were used because they were in fact actual descriptions of what was the
present reality, North Minneapolis did, over time, become the dwelling place for people
considered the most socially outcast.® Former civil rights leader Harry Davis once described
North Minneapolis as a place where historically persecuted people came together.’® The
corridors of West Broadway and Plymouth Avenues in North Minneapolis included the state’s

® City of Minneapolis Community Planning and Economic Development, West Broadway Alive, (Minneapolis,
March 2008), Executive Summary.

" Joseph Goldman, “Northside, Northside: The Jewish Community in History and Story” (lecture, Temple Israel,
Minneapolis, MN, March 27, 2010).

& Middle Segment Minneapolis: 1935. Land Use and Social Delineation of the Minneapolis Core Area 1935.

° Ron Price, Director of Project-Related Investments at Twin Cities LISC, Personal Interview by lan Alexander,
February 18, 2010.

19°Scott Goldberg, “North Minneapolis: Past and Present,” KARE 11 News, July 10, 2007.
http://www.karel1l.com/news/news_article.aspx?storyid=259164
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largest Jewish community**, as well as the largest African American population in the Twin
Cities.™

With all of its diversity, North Minneapolis was not a melting-pot. The geographic boundaries
of neighborhoods contained different ethnic, racial and religious groups. Most African
Americans were lower income and lived between Lyndale and Emerson Avenues to the East and
West and Glenwood to Plymouth to the North and South. Upper income African Americans
lived primarily in homes and duplexes from Emerson to Penn Avenues.** The predominant
Jewish Neighborhood stretched from Emerson to Xerxes to the East and West and from Olson
Memorial Highway to the Southern border of Broadway. North of Broadway Avenue was
primarily divided by Irish, German and Scandinavian immigrants. The more established middle-
class resided above 26™ Avenue North.

While segregated, North Minneapolis in the early 20™ Century had a population that peacefully
spanned ethnic communities.'* Many thriving small businesses, close-knit churches and
synagogues and multiple civic organizations created a time of unparalleled diversity, commerce
and civic pride. Mike Christenson, Director of Economic Development for the City of
Minneapolis, paints this picture of a vibrant community:

Turn the clock back to 1950. You’re in a city that is one-third denser than this
one — there are 526,000 people. West Broadway at Christmas looks like Bedford
Falls. It has holiday trimmings that hang from lampposts up and down the block.
Both sides are three stories high. Skelly’s Liquor and Friedman’s Shoes are at the
gateway of West Broadway. There is no Highway 94 and there are no fast food
restaurants with surface parking lots. That’s where West Broadway was in 195—
a healthy corridor clogged with useful businesses that provided goods and
services to the people of North Minneapolis.™

So what happened to this thriving community? Although there was no one particular instance on
which the pendulum swung irreversibly the way of devolution, there was a combination of
factors that conspired against the stability of North Minneapolis.'® Pat Connoy, Hennepin
County Economic Development Coordinator, recalls the Northside neighborhood of his
childhood—a community where few people drove cars and where ethnic Catholic Parishes,
Lutheran Churches and Jewish Synagogues served as the major stabilizing anchor institutions
that held together the area from Olson Memorial to Plymouth to West Broadway Avenues.
Streetcars were prominent cogs in West Broadway’s economic machine.!” But with the
economic boom of the 1950’s, proliferation of automobiles meant increased mobility, and the
lure of larger more modern homes began to draw Catholics and Protestants out of their working

1 Ipid.

12 Ariah Fine, “North Minneapolis History,” Inside Northside. 2010. www.insidenorthside.org

3 Linda Baker, Owner of the Bean Scene Too Coffee Shop, Personal Interview by lan Alexander, June 10, 2010.
1 Drew Wood, “The Fierce Urgency of North,” Minnesota Business Journal, March 3, 2010.
www.minnesotabusiness.com/print/fierce-urgency-north

5 1bid.

1 1bid.

7 Ibid.
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class neighborhoods off Broadway Avenue. Jews began moving to St. Louis Park, a town
without restrictive covenants®®.

While this population change continued into the late 1950°s and mid 1960’s, The Federal
Housing Administration’s loan programs prevented African Americans from buying homes
outside of the City, effectively institutionalized racism by discouraging the mixing of what it
called “inharmonious racial groups.”*® And suburban housing was not the only thing
inaccessible to African Americans. Redlining prompted by the Minneapolis banking community
and other policies restricting buyers or borrowers from access to properties or loans drove the
Black community into an increasing business-deficient and therefore poverty-oriented status.?
All of these inequalities were the impetus to civil rights protests and rioting in the 1960s.

In 1967, the floodgates opened after “the great disturbance” in which many Jewish stores were
firebombed by African American rioters.”* The overwhelming majority of remaining Jewish
residents departed North Minneapolis, and the Plymouth Avenue corridor became completely
devoid of economic activity — a shell of abandoned buildings and vacant homes. Many
flourishing African American small businesses were also destroyed as Minneapolis joined the
lists of cities, including Los Angeles, Detroit and Newark, in which the civil rights movement
sparked a rebellion. This tumultuous event and the apprehension of future chaos nearby resulted
in most established residents departing the West Broadway Corridor, and with them their
businesses. Left behind was a core of poverty.

Forty years later, the business districts in North Minneapolis have not recovered from these
events. Scores of buildings on West Broadway are abandoned. Most of these abandoned
properties have suffered years of neglect, resulting in one block of blight after another. Despite
the passage of civil rights laws (as discussed in the introductory paragraph), the preceding years
of racial inequality resulted in high percentages of African Americans in poverty; and in
Minneapolis, most of these families live on the Northside. Building off of this history, the next
section examines in greater detail these current realities, focusing on housing and economic-
related community issues and the barriers to vitality that exists in this region of the City.

Current Reality: Barriers to Vitality

“It isn’t rocket science, but it’s not simplistic either.””?>

- George Sherman, Developer

The barriers to vitality on the Northside truly are multifaceted, involving socio-economic
dynamics and past and present public policy decisions. The next section offers an examination

18 Joseph Goldman, “Northside, Northside: The Jewish Community in History and Story” (lecture, Temple Israel,
Minneapolis, MN, March 27, 2010).

9 1bid.

2 joseph Goldman, Lecturer at the Carlson School of Management, University of Minnesota, personal e-mail to lan
Alexander, July 6, 2010.

2! Iric Nathanson, Financial Resources Coordinator at the Metropolitan Consortium of Community Developers,
personal interview by lan Alexander, January 18, 2010.

“2 George Sherman, CEO of Sherman Associates, Inc., Personal Interview by lan Alexander, June 30, 2010.



of some of these community issues, including: housing, income distribution, crime, business
disinvestment and challenges to economic development.

Housing
*30% of area median income is extremely low income — the poorest of the poor.
- Rita Ytzen, Minneapolis Public Housing Authority
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If anything adversely affected North Minneapolis’ ability to stabilize its neighborhood by
maintaining a mixed-income resident base, it was the federal, state and city housing policies that
came about in the 1970s intending to aid the poor that did not foresee the impact this legislation
would have on already low-income areas. The Housing Choice VVoucher Program is a program
of the United States Department of Housing and Urban Development (HUD) that provides
subsidized housing for low-income families and individuals. It is more commonly known as
Section 8 in reference to the portion of the U.S. Housing and Community Development Act of
1974 that authorized the program.?* (In addition to the Housing Choice Voucher Program,
“Section 8” also refers to project-based assistance which provides actual housing rather than a
rent subsidy.) The Voucher Program allows recipients to choose market-based housing of the
type and in the location that best meets their needs.” This program is administered by local and
state housing agencies under contract to the federal government. The Minneapolis Public
Housing Authority (MPHA) runs the local program in which participants generally contribute
30% of their monthly income toward housing costs. A landlord may qualify to rent to a Section
8 tenant as long as the landlord’s facilities pass MPHA inspection and by completing the
appropriate paperwork. The MPHA pays the landlord the remainder of the rent over the tenant's
portion subject to a cap.

Throughout the 1970s and 1980s, investors slowly started buying up the available housing as
middle-income homeowners continued to leave North Minneapolis for the suburbs, turning these
properties into rental units. This trend increased even more rapidly in the 1990s after the
Holman Consent Decree resulted in the demolition of the Sumner-Glenwood highrises.?

Despite the ruling’s aim to desegregate the population, relocation counselors recorded that the
most common relocation preference of former low-income housing tenants of Sumner-Glenwood
was to stay in North Minneapolis (43.7% of all preferences).?’

%% Rita Ytzen, Senior Advisor of the Housing Choice Voucher Program of the Minneapolis Public Housing
Authority, personal interview by lan Alexander, January 22, 2010.

2* The United States Code (the compilation of current U.S. federal laws) covers this program in Title 42, Chapter 8,
Section 1437f. See U.S. House of Representatives Downloadable U.S. Code at
http://uscode.house.gov/download/title_42.shtml

2 Margery A. Turner, Susan J. Popkin and Mary K. Cunningham, “Section 8 Mobility and Neighborhood
Health.” Urban Institute (2000), www.urban.org/url.cfm?ID=309465. See also Rita Ytzen, Director of the
Minneapolis Pubic Housing Authority’s Section 8 Program who stated that the Housing Choice Program is a “rent
subsidy.”

%6 Stephanie Gruver, Realtor with Keller Williams, telephone interviewed by lan Alexander, July 21, 2010.

" Edward G. Goetz, “Hollman v. Cisneros: Deconcentrating Poverty in Minneapolis — Report No. 5: Relocation of
Residents from North Side Public Housing,” The University of Minnesota, Center for Urban and Regional Affairs
(2002): 7.
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As both supply and demand of single-family units increased, more and more investors purchased
single family homes and the number of Section 8-occupied properties increased. Tom Streitz,
City of Minneapolis Housing Policy and Development Director, contends that these investor-
owned, single family homes are the single most destabilizing factor in North Minneapolis.?
There are several explanations for this. First, with the way the program is designed, rental
payments are deposited directly into the property owner’s bank account. This often results in
less landlord-tenant interaction, which in turn can result in greater landlord negligence and
reduced tenant accountability. Second, this program subsidizes the most marginal sector of the
housing market: the house that can’t sell and the absentee owner who doesn’t perform well in the
private marketplace. 2 As these investors purchase more and more properties in North
Minneapolis, the low-income density increases.

Other issues concerning the Section 8 program include insufficient staff to monitor participants,
infrequent inspections, lack of consequences for absentee landlords and rare disbarment of
delinquent landlords.®® The City of Minneapolis is responsible for inspecting all rental property,
including single family homes that accept Section 8 program participants. In an interview with
Minneapolis Housing Inspector 11 Sheila Rawski, the following examples of these issues were
given. First, violation fines often do not concern the investment property owners who do not
maintain their buildings. According to Rawski, many landlords look at these fines (for not
getting permits or for not hiring licensed contractors) as fees — “as the price of doing business.
Relaying a conversation she had with one property owner, Rawski said, “I even had one guy tell
me, “for as many days as you don’t catch me, the farther ahead | am on the project, the sooner |
can put tenants in my buildings.” He was basically saying that the double fines were worth it.”%
Second, inspectors cover a vast area. For example, Inspector Rowski, is responsible for
monitoring all housing in the McKinley and Hawthorne Neighborhoods, including vacant and
boarded housing.** Approximately one-third of the housing in this area is rental property.
Finally, even when tenants have legitimate concerns, some landlords place non-legal wording
directly into their leases stating that they could be evicted for calling regulatory services.*

»31

Another anecdotal example comes from the Webber-Camden Neighborhood Organization Board
Member and neighborhood block club leader Amy Loegering. Loegering compiled meticulous
notes about the six problem properties on her block and the adjacent block to the north that were
all occupied by Section 8 program participants. Records included knock-and-talks with
neighbors, review of property records, notes of observed nuisance and illegal behavior and police
calls made regarding those activities, and conversations with inspection staff regarding
noticeable damage to property. According to Loegering:

%8 Tom Streitz, City Minneapolis Housing Policy and Development Director, telephone interview by lan Alexander.
December 22, 20009.
% Howard Husock, “Let’s End Housing Vouchers,” City Journal (August 2000)
www.city-journal.org/html/10 4 lets end_housing.html
% Robert Johnson, President of the Northside Homeowners Association, personal interview by lan Alexander, July
21, 2010.
*! Sheila Rawski, City of Minneapolis Housing Inspector 11, personal Interview by lan Alexander. July 13, 2010
32 H
Ibid.
% Ibid.
* Ibid.
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“We were unable to contact several of these Section 8 problem property owners.
Those we could contact, we spoke with 3 to 5 times each. 100% of the problem

property owners were non-responsive. Their attitude was, ‘That’s too bad. The

police department and city aren’t contacting us, so your problems don’t matter to
us.” They basically would challenge us to ramp up our efforts.”*

With all of its problems, many academics and housing advocates do not consider the Housing
Choice Voucher Program to be a true housing program in that it generally does not materially
improve the physical housing conditions experienced by its target population.® In an area like
North Minneapolis, this is truly unfortunate as the neighborhood housing stock has extremely
untapped value. The original homes, while aging, were built in a time when quality materials
were used. Nearly half of the Northside’s housing structures were built prior to 1940, and units
built in the 1990s account for only 3% of all units.*” Because of the architectural design of the
period, many homes have distinctive character. Moreover, the structures are relatively large by
Minneapolis standards.*

For non-investment property owners who might take advantage of the housing stock, there are
two significant barriers to increased homeownership: desirability and affordability. Many people
consider North Minneapolis as having a lower desirability than other communities. Factors
affecting desirability include access to jobs, crime and safety concerns, quality and access to
schools and access to goods and services.* Indeed, most realtors working in North Minneapolis
reiterate these factors among their clients’ concerns and cite the primary reason for moving to the
neighborhood being affordability.”> However, even under the best of circumstances, often
structural issues with properties complicate purchases for single-family residence homeowners.
Deferred maintenance as well as routine wear and tear make many lower-cost houses almost
unpalatable for a first-time homebuyer due to out of pocket rehab costs and/or the
unconventional loan requirements that come with purchasing a home that may not be move-in
ready. Moreover, almost all first-time homebuyer programs either offer an insufficient financial
incentive — usually between $3,000 to $4,000 ** — to entice a homebuyer to move into a home in
a transitioning neighborhood or carry restrictions preventing the home buyer from purchasing a

% Amy Loegering, Webber-Camden Neighborhood Organization Board Member, personal interview by lan
Alexander. July 24, 2010.

% See generally William G. Gringshy and Steven C. Bourassa, “Section 8: The Time for Fundamental Change,”
Housing Policy Debate 15, issue 4 (2004): 815-816. Professors Grigsby and Bourassa argue that, for most recipients,
the Section 8 program has become simply a poorly disguised income support program. Today a large diversion of
Section 8 subsidies away from housing consumption and into other parts of a recipient’s budget does not simply
occur; it is the program’s implicit objective. The purpose of Section 8 has become not improvement in the housing
inventory at affordable rents, but for all practical purposes, affordability along; that is, to reduce rent/income ratios
to 30 or 40 percent.

¥ D. Craig Taylor, ed., “North Minneapolis Asset Mapping and Indicators for 2006: A preliminary assessment of
economic, health and educational assets and indicators in North Minneapolis,” The University of Minnesota’s Office
for Business and Community Economic Development. (September 2006): 14.

% City of Minneapolis Community Planning and Economic Development. West Broadway Alive. Minneapolis, MN
March 2008. Page 44.

% Thatcher Imboden, Acquisitions Director at The Ackerberg Group, e-mail message to lan Alexander. March 30,
2010.

“0 Stephanie Gruver, Realtor with Keller-Williams, personal interview by lan Alexander. July 11, 2010.

* See Greater Metropolitan Housing Corporation, Housing Resource Center, www.housingresourcecenter.org
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property with an unconventional loan. Due to these complexities and the low-commission a
realtor makes on these purchases, it is not surprising that there are currently only about eight
realtors that primarily work with single-family homeowners on the Northside.*

Making matters even worse, in the past five years, North Minneapolis has become the epicenter
of the foreclosure crisis in the upper Midwest.*® It is now common to see two or three vacant
and boarded houses on a block. These conditions have driven property values down, which in
turn dampen interest in reinvestment, and capacity for it.** Complicating matters is the City of
Minneapolis’ requirement that the purchaser of a property which has been abandoned for more
than one year bring the home to modern code compliance.* A new homeowner is also assessed
a $6,550 vacant registration fee for the abandoned building.*® The result is not surprising: more
and more of North Minneapolis’ housing stock has become non-owner occupied.

Concentration of Poverty
“We have a public policy system that creates dumping grounds.
—Ron Price, Twin Cities LISC
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It was these very best of intentions in creating a housing program for low-income families that
has resulted in the concentration of low-income residents in Minneapolis’ Northside. The
program that was established to give low-income renters mobility to choose mixed-income,
quality affordable housing in less-poverty-ridden neighborhoods has had the effect of
concentrating low-income families in economically depressed areas.*® As of 2008, 42% of all
Section 8 vouchers in Minneapolis were concentrated in part of the 3 as well as the 4" and 5
Council Wards representing North Minneapolis proper.** The vast majority of adults
participating in the Section 8 program are African American women and according to MPHA
64% of total participants live in “concentrated neighborhoods.”*

There are two primary reasons for this reality. First and foremost, because the Section 8 program
allows voucher holders to pay up to the average market-rate rent in the entire metropolitan area,
landlords in lower-income neighborhoods, where rents are below average, simply charge

2 Emily Green, President of Sandy Green Realty, personal interview by lan Alexander. March 12, 2010. There are
currently over 2,200 realtors working within the Twin Cities metropolitan area.
*% City of Minneapolis Community Planning and Economic Development. West Broadway Alive. Minneapolis, MN
March 2008. Page 44. See also “Statistics and maps of mortgage foreclosures in Minneapolis at
Zttp://www.ci.minneapolis.mn.us/foreclosure/MortqaquorecIosureMaps.asp

Ibid.
% See City of Minneapolis Vacant Building Registration Program,
http://www.ci.minneapolis.mn.us/inspections/ch249list.asp
“® Ibid. This fee may be waived if the home is brought up to code within a certain period of time.
" Ron Price, Director of Project-Related Investments at Twin Cities LISC, Personal Interview by lan Alexander,
February 18, 2010.
“8 Dave Boyd, “The Modern Ghetto: Economic Segregation and the Section 8 Voucher Program in North
Minneapolis,” Dave Boyd Consulting, Inc. Produced for the Folwell and Webber-Camden Neighborhood
Organizations (September 2004): 6.
* Ibid. Also see Cora McCorvey, Executive Director of Minneapolis Public Housing Authority, official
correspondence to City Council President Barb Johnson. October 13, 2009.
% |bid. It was this type of concentration that led to the Hollman v. Cisneros lawsuit and resulted in the creating of
the Hollman voucher program and the demolition of the North Minneapolis housing projects.
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voucher holders exactly the same rent as they would pay in a higher market. Again according to
Tom Streitz, “It makes total economic sense for investors. A four bedroom home for a Section 8
family at $1,454 versus the market rate in North Minneapolis of about $1,000—it’s a no-
brainer!”>! Tiffany Glasper, Multifamily Housing Senior Project Coordinator at CPED, further
contends that in general “land is cheaper in North Minneapolis and conditions, a lot less
problematic than in the “burbs. It truly pays for itself.”>?

Secondly, the legislation prohibits outright limitations on issuance of vouchers to certain
geographic areas in an attempt to promote the even dispersal of low-income housing. In certain
instances, a public housing authority may impose geographical preferences on selection of
tenants within its waiting list, but it cannot impose outright geographic restrictions on assignment
of Section 8 Vouchers.>®* Moreover, placing restrictions on letting a current Section 8 voucher
holder move from one jurisdiction to another after a one-year period, also known as “porting in”,
is also prohibited.> A Section 8 tenant in Gary, Indiana, for example, may easily use her
voucher to port into a neighborhood in North Minneapolis without concern of further
contributing to the high concentration of poverty. Consequently, there is very little a
municipality can do to stop low-income clustering of single family housing unless the housing
market itself changes.

The City of Minneapolis’ plans to deal with the foreclosure crisis also contributes to lower-
income clustering on the Northside. A key component of recovery efforts is to strategically gain
control of vacant and foreclosed properties in targeted neighborhoods and then manage the
disposition and redevelopment of those properties at a scale large enough to build confidence and
stimulate investment.>® The Neighborhood Stabilization Program (NSP) provides assistance to
state and local governments to acquire and redevelop foreclosed properties that might otherwise
become sources of abandonment and blight within their communities.>® Minneapolis uses two
tools in its efforts to purchase real estate owned properties—the First Look Program and the
Twin Cities Community Land Bank. First Look Program allows Minneapolis the opportunity to
acquire foreclosed properties before they hit the open market and coordinate the transfer of real

* Tom Streitz, City Minneapolis Housing Policy and Development Director, telephone interview by lan Alexander.
December 22, 2009.

*2 Tiffany Glasper, Senior Project Coordinator with Minneapolis Community Planning & Economic Development,
personal interview by lan Alexander. December 30, 2009.

>% See Winthrop and Weinstein report noting that geographic preference areas can be by county or municipality, but
cannot generally be applicable to a smaller geographic location than a municipality. In addition, a state or public
housing authority may establish additional preferences provided that these preferences to do not violate statutory,
regulatory or HUD restrictions.

> Ibid. Exceptions include (i) verification that the tenant is not in violation of its most recent lease; or (ii) if the
tenant’s Section 8 VVoucher can be terminated under the Section 8 Voucher guidelines.

% See generally City of Minneapolis, Community Planning & Economic Development, Minneapolis Three Point
Plan For Foreclosure Recovery and Neighborhood Stability (Minneapolis, July 2010)
http://www.ci.minneapolis.mn.us/cped/docs/Minneapolis Three Point Plan.pdf

*® The Neighborhood Stabilization Program strategically targets federal resources to Minneapolis neighborhoods
most impacted by foreclosures. NSP1 $14million; as of July 2010, nearly 90% of funds obligated impacting 154
properties; 56 properties acquired for future redevelopment, 98 properties purchased for rehabilitation. NSP2 will
provide $15.5 million for future projects.
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estate-owned properties from financial institutions nationwide to local housing organizations.>
Twin Cities Community Land Bank acts as an interim acquisition lender, advancing funds to
allow for a quicker and more strategic response to acquisition and redevelopment opportunities,
and as lender to non-profit developers undertaking rehabilitation and new construction.*®

But with the $30 million available to the City of Minneapolis for these projects comes income
restrictions. These properties are made available for purchase only to those at 120% of area
median income, with 25% of the funds targeted to families at 50% of area median income or
roughly $42,000 for a family of four.®® The problem with this is that homeowners who spend
too large a portion of their income on home ownership often have little else left for discretionary
spending. Stephanie Gruver, former GHMC Director of Special Projects and current Northside
realtor described the problem like this:

The reality is you literally will be house-poor after you buy those houses. Do you think
those homeowners are going to have the money to do any of the long-term improvements
that one would do to a house so that it will continue to go up in value and improve the
neighborhood? Many of these owners don’t have the money to put into the homes to spur
furtheregeinvestment in the community — You need to put money into it to get a good
return.

In all of these ways, low-income clustering is reinforced in North Minneapolis.

Crime
“Because | can, Biatch!””®
— Ray-Ray (Southwest corner of Golden Valley Road & Penn Avenue North)

Everyone agrees that one of the largest impediments to revitalization on the Northside is crime.
Minneapolis’ 4™ Police Precinct is one of five precincts in the City. Its service area is bounded
by the Mississippi River on the East, Interstate 394 on the South and the city limits on the West
and North—or the entire Northside and the more affluent South Minneapolis neighborhood of
Bryn Mawr. The 4™ Precinct property crimes are comparable to the other four police precincts,
accounting for approximately 20% of the City’s total property crimes for the years of 2007 and
2008.%> However, nearly one-third or 32% of total violent crimes occur in the 4™ Precinct.®

> The First Look Program was developed by the National Community Stabilization Trust, a consortium of nonprofit
housing and community development organizations (Enterprise Community Partners, the Housing Partnership
Network, the Local Initiatives Support Corporation, NeighborWorks America, and others).
*® The list of preferred eight developers used by the city of Minneapolis include Habitat for Humanity, Project for
Pride in Living, City of Lakes Community Land Trust, Neighborhood Housing Services of Minneapolis, Urban
Homeworks, Alliance Housing, PRG, the Minneapolis Urban League and the Greater Metropolitan Housing
Corporation.
% Cherie Shoquist, Foreclosure Project Coordinator with Minneapolis Community Planning & Economic
Development, telephone interview by lan Alexander. July 22, 2010.
% Stephanie Gruver, Realtor with Keller Williams, telephone interview by lan Alexander. July 22, 2010.
¢! “Ray-Ray”, drug dealer, personal interview by lan Alexander. November 12, 2009.
82 City of Minneapolis, Minneapolis Police Department, 2008 Year-End Citywide Crime and Arrest Statistics
(Minneapolis, 2008) http://www.ci.minneapolis.mn.us/police/crime-
g;atistics/codefor/2008 YearEnd_CrimeArrestStats.pdf

Ibid.
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And homicide dominates at 57% in 2007 and 46% in 2008.%* Unlike other crime statistics, drug
crimes are much more difficult to track. Most residents believe that for every drug bust that
happens, there are hundreds of drug deals that are not intercepted.

The often spoken mantra by city employees, business leaders and neighborhood activists is that
“crime is to blame” for the area’s socio-economic woes. This, however, fails to recognize that
crime is often a symptom of something larger, such as lack of economic opportunity and quality
education. Ray Ray, a young African American man who was asked why he was selling drugs in
North l\6/|5inneapolis, replied, “Half of up in here is on Section 8, there’s no businesses and no one
cares!”

Economic Disinvestment

“We need to diversify or we’ll never have a successful business market—that is unless all
African-Americans, upper income, middle class and poor, live in this neighborhood.””®®
-Minneapolis City Council Member Don Samuels

Just as North Minneapolis has faced challenges in attracting middle-income homeowners to its
neighborhoods, so too have business owners been wary of investing in this area. West
Broadway’s principal market area encompasses roughly 31,000 people in 9,300 households that
live within a mile of West Broadway. This is about 8.2% of the City’s population and 5.7% of
its households. In addition, the corridor serves more than 20,000 cars per day and almost a
thousand bus riders. The traffic count on nearby 1-94 is 125,000 vehicles per day.®’

The West Broadway area has certain defining demographic characteristics that make it unique
among commercial corridors in the Twin Cities. Its market area is more than 50% African
American. (Whites are now 18% of the area’s residents. The third largest racial/ethnic group is
Asian Americans at 16% of area residents.) With an average age of 25 (compared to 36 in
Minneapolis overall) it is a young population with higher percentages of children and teens.®®
Yet these surrounding neighborhoods have average incomes ranging from $5,000 to $16,000
below Minneapolis’ median per year income.®® Indeed, the neighborhoods surrounding the
major commercial corridors of North Minneapolis — Lowry, West Broadway and Plymouth
Avenues — contain some of the largest percentages of low-income families’® and the largest
concentration of those qualifying for government housing assistance in the City of
Minneapolis.”

* Ibid.

% «Ray-Ray”, drug dealer, personal interview by lan Alexander. November 12, 2009.

% Don Samuels, Minneapolis City Council Member, personal interview by lan Alexander. April 12, 2010.

%7 City of Minneapolis Community Planning and Economic Development. West Broadway Alive. Minneapolis, MN
March 2008. Page 47.

% Ibid. Page 48

% See City of Minneapolis, Minneapolis Neighborhood Profiles,
http://www.ci.minneapolis.mn.us/neighborhoods/index.asp - The income of households includes the income of the
householder and all other individuals 15 years old and over, whether or not they are related to the householder.

" City of Minneapolis, City Planning Department Research & Strategic Planning Division, 2000 Census of
Minneapolis: Minneapolis Census Tracts with Percent of Persons at greater than or equal t033.5% Poverty.
(Minneapolis,2002),

http://www.ci.minneapolis.mn.us/citywork/planning/Census2000/docs/percent 33.5_poverty.pdf

™ Thavisack (Sok) Silaphet, City of Minneapolis Planner, Telephone Interview by lan Alexander. June 28, 2010.
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While the area’s concentration of African Americans could be the focus of “specialty foods,
fashion, music stores, restaurants and entertainment options not found in other Minneapolis
commercial corridors”’?, the West Broadway market has become marginalized, focusing on the
personal care needs of a lower-income African-American population’®, such as groceries, fast
food, low-cost-clothing and health care among other services. Linda Patterson Baker, owner of
the Bean Scene Coffee shop voices this frustration: “People need dry cleaning, copy centers,
florists, but where are they?”’* Despite these gaps, entrepreneurs remain wary. US Bank is the
single fully staffed traditional lending institution within two miles of West Broadway. The
busiest lending institutions on the corridor are the various non-traditional payday lenders. These
institutions—Ilike the Unbank—boast of providing “the flexibility ordinary banks can't and the
services that give you powerful options for financial freedom.”” They also have much higher
rates for small loans.” In another example, Tires Plus opened its doors a few years ago, lost
money and now the building is for sale. One of the financiers of the project commented on the
closing: “Not enough people could afford the labor, they just wanted parts.””’ Developer after
developer find it difficult to attract new businesses to the Northside with the lack of disposable
income in the area.

When entrepreneurs do move in attempting to capitalize on the existing market they also are
faced with another notable challenge. Market research and surveys of nearby residents found
that many local residents bypass West Broadway altogether in favor of shopping areas that are
farther away.’® Catalyst Community Partners estimates this loss to be just above $7 million per
year.” There are many reasons cited for this including the issues of safety, and the lack of an
attractive retail setting.®® So what if these dollars were to be spent on the Northside instead?
The Minneapolis Department of Community Planning & Economic Development (CPED) has
attempted to attract big-box stores to West Broadway to recapture this lost market.**
Minneapolis based real estate developer, George Sherman, considers this lost amount of buying
power negligible when considering the bigger picture:

Numbers are dangerous. You’ve got to take them in context. A big box store
needs to make about $300 per square foot a year to survive. If a store has roughly

"2 City of Minneapolis Community Planning and Economic Development. West Broadway Alive. Minneapolis, MN
March 2008. Page 48.

" Don Samuels, Minneapolis City Council Member, personal interview by lan Alexander. April 12, 2010.

™ Linda Patterson Baker, Owner of The Bean Scene Too Coffee Shop, personal interview by lan Alexander. March
11, 2010.

7> See Unbank website at www.unbankcompany.com

76 See generally Myron Orfield, “Segregated Communities: Segregated Finance,” Institute on Race and Poverty: A
Report to the Northwest Area Foundation (November 2009)

" George Sherman, President of Sherman & Associates, Inc., personal interview by lan Alexander. June 26, 2010.
"8 City of Minneapolis Community Planning and Economic Development. West Broadway Alive. (Minneapolis
March 2008), 48.

™ See generally Catalyst Community Partners. “Reviving Underperforming, Low-income Markets.” Working Paper.
2009.

& Ipid.

8 Erik Hanson, Principal Project Coordinator at the Minneapolis Department of Community Planning & Economic
Development, personal interview by lan Alexander. December 28, 2009.
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70,000 square feet — like the former Target on Broadway — that is $21,000,000 per
year. You can’t change the retail mix until you change the income mix.

Stated differently, without an increased income base, the percentage of lost revenue is negligible.

Other Hurdles to Business Development

Additional hurdles to business development frequently cited by community members and
developers include issues with building physical conditions, project feasibility, funding sources,
the regulatory process and zoning.

Physical Conditions

“This building is a dog... It’s a dog, man!”"®
- Anderson Mitchell, Mitchell Construction

The corridors of North Minneapolis are lined with buildings that have long been neglected, and
these dilapidated and abandoned buildings only reinforce other existing problems. Jane Jacobs
changed the perceptions of urban public safety relating to urban design when she said in the
1960s: "a well-used city street is apt to be a safe street; a deserted city street is apt to be
unsafe.”® Cities have adopted policies that aim to improve the legitimate use of the sidewalks in
our communities and improve the visual connection between a building’s tenants and those on
the sidewalk. By improving these connections, the safety of those spaces improves as people
experience increased "ownership” and relationships are heightened.®

Corridors like West Broadway suffer from remnants of past decisions to turn inward by
removing or covering windows and installing non-transparent doors. Hawthorne Crossings, a
suburban-style strip-mall placed on West Broadway between Emerson & Bryant Avenues, was
praised at the time of construction because it replaced many functionally obsolete and boarded
up buildings while placing parking in visible locations in front of the stores.®® Yet, the long-term
result has been a disconnecting between the tenants and those on the street, thus making those on
the street more susceptible to becoming crime victims because the criminals have less chance of
being identified, stopped, or caught.®’

The Broken Windows Theory, developed by George Kelling and James Wilson in their 1982
article "Broken Windows" in Atlantic Monthly, states that even small aberrations in appearance
and behavior can help deteriorate the stability of a neighborhood. "One unrepaired broken

8 Sherman, George. President of Sherman & Associates, Inc., personal interview by lan Alexander. June 26, 2010.
8 Anderson Mitchell 111, President of Mitchell Construction, personal interview by lan Alexander. March 21, 2010.
8 Jane Jacobs, The Death and Life of Great American Cities (New York, NY: Random House, 1961), 35.

8 Thatcher Imboden, Acquisitions Director at The Ackerberg Group, e-mail message to lan Alexander. March 30,
2010.

8 George Sherman, President of Sherman & Associates, Inc., personal interview by lan Alexander. June 26, 2010
8 Thatcher Imboden, Acquisitions Director at The Ackerberg Group, e-mail message to lan Alexander. March 30,
2010.
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window is a signal that no one cares, and so breaking more windows costs nothing™ Kelling and
Wilson stated metaphorically.®® As the West Broadway corridor improves, the message that the
local and larger community does care about what happens will become more apparent and its
impact will become significantly stronger. As these "windows" are added and repaired, fewer
“rocks" will be thrown and those that do will be met with an increasing response.®

However, Theresa Carr, Executive Director of Great Neighborhoods! Development Corporation
maintains that when she tackled projects on Franklin Avenue, “crime is not the problem. The
problem is teeny tiny little buildings.”*® Construction of the turn of the century and into the
1930’s were designed for a non-mobile, non-big-box-store mentality shopper and therefore
generally spaces were smaller. With economies of scale, it costs the same amount of money to do
a small project as it does a big project.®* Developers and investors cannot economically justify
rehabbing a small commercial building, but bringing several of these smaller projects back on
the market is reasonably cost equivalent of rehabbing a larger building of the same size.”

Funding & Project Feasibility

“Everybody laughed at the planning meeting when it was announced that the last people to be
paid on the project were the lawyers & the developer...except the lawyers & developer.”
— Susan Fauver, General Counsel at Sherman Associates, Inc.

Commercial development projects are very hard to come by on the Northside. In general, urban
redevelopment projects are costly due to the expenses of multi-story construction, better
expected finishes, and increased marketing risks.** The construction budget of urban
development must be generally twenty to forty percent higher than that of drivable, suburban-
style projects.® In both cases, the cost of construction is subject to market rent. If one cannot
get the rent necessary to support the debt, a project becomes unfeasible.

In addition to the cost of urban development projects, another barrier includes the lack of
adequate financing options, especially in regard to gap financing. Great Neighborhoods!
Development Corporation, a nonprofit that built its reputation for helping to revitalize a

8 George Kelling and James Wilson, “Broken Windows: The Policy and Neighborhood Safety,” The Atlantic
(March 1982), http://www.theatlantic.com/magazine/archive/1982/03/broken-windows/4465/

% Thatcher Imboden, Acquisitions Director at The Ackerberg Group, e-mail message to lan Alexander. March 30,
2010.

% Theresa Carr, Executive Director, Great Neighborhoods! Development Corporation, personal interview by lan
Alexander. January 8, 2010.

°! Michael Lander, Founder and President of Lander Group, personal interview by lan Alexander. March 24, 2010.
% Jeff Tate. Development Director at Thor Construction, personal interview by lan Alexander. July 23, 2010.

% Christopher B. Leinberger, Visiting Fellow at the Brookings Institute, telephone interview by lan Alexander.
February 17, 2010.

% Christopher B. Leinberger, Brookings Institute Metropolian Policy Program, “Back to the Future: The Need for
Patient Equity in Real Estate Finance,” (January 2007), www.brookings.edu/metro/walkable urbanism.html
Urban development costs are generally more expensive. Among other factors, including constrained sites and
underground work, the construction budget for downtown development is also generally much higher because
people are walking past the buildings in close proximity. In the suburbs, one drives past the building at 35 miles or
more per hour as they are set back from the street by 100 feet or more, allowing cheaply built structures to surface.
However, the higher construction costs downtown mean that financial returns are reduced in the early years. (See
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commercial stretch of properties along Franklin Avenue in south Minneapolis, serves as a painful
example of the limits of funding sources. A few years ago, the organization turned its attention
to the Northside with plans for an ambitious redevelopment project that was to be anchored by a
YWCA fitness club at the corner of Broadway and Aldrich Avenues. Recently, Great
Neighborhoods! filed for Chapter 11 bankruptcy protection citing “holding costs related to sites
it owns in North Minneapolis where its redevelopment efforts have stalled.”® Conversations
with Executive Director Theresa Carr prior to this occurrence revealed that, due to the limits of
financing options, the non-profit addressed its gap financing needs by mortgaging its previously
completed projects.®

In addition to the lack of gap financing option, there are no funds available for predevelopment
costs. Predevelopment is the stage of the project when the architect, project managers and
construction managers actually design the project. Construction begins after the financing has
closed, but a substantial amount of work is done by the contractor prior to closing. A significant
role for the contractor at this stage is pricing of the design work and this ultimately becomes the
contract price for the construction contract. With the timing of financing awards and city
approvals, the design and construction process is impacted.”’

On top of all of this, the current economic situation and ongoing mortgage crisis have resulted in
more conservative lending practices. There are few incentives for banks to give commercial
loans to small business owners in a community like North Minneapolis as the risks are high for
borrowers and most lenders admit they are bracing for the second wave of foreclosures—the
commercial foreclosures.®® Lenders now require at least 20% down to qualify for a commercial
loan. And many banks have outsourced their foreclosed property portfolio to non-local third-
party agents, resulting in a disconnect between the community and the sellers.*® This is at least
part of the reason why multiple properties for sale off the West Broadway Corridor are priced far
above their modern fair market value.'®

Regulatory Process

“There is no comprehensive, holistic approach — The city doesn’t work that way. The process is
very regimented with conflicting objectives for each agency and agency department...””**!

- Erik Hanson, Principal Project Coordinator, CPED

In order to commence with building projects, a large developer or small business owner alike
must navigate the many agencies that oversee the process. This includes the regulatory
department, planning division, zoning and public works, and might also include police and fire,

% Burl Gilyard, “Nonprofit developer files for Chapter 11” The Daily Reporter, (June 23, 2010),
http://dailyreporter.com/blog/2010/06/23/nonprofit-developer-files-for-chapter-11/

% Theresa Carr, Executive Director of Great Neighborhoods! Development Corporation, personal interview by lan
Alexander. January 8, 2010.

%7 Susan Fauver, General Counsel, Sherman Associates, Inc., personal e-mail to lan Alexander. July 3, 2010.

% Mohammed Agoubi, Branch Manager, US Bank of West Broadway, personal interview by lan Alexander. July
28, 2010.

% Ibid.

190 sysan Fauver, General Counsel at Sherman Associates, Inc., personal e-mail to lan Alexander. July 3, 2010.
191 Erik Hanson, Principal Planner at Minneapolis Community Planning & Economic Development, personal
interview by lan Alexander. December 28, 20009.
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t be

pproaching the PSC for the first time.  For
example, when contacting a regulatory official about a zoning issues associated with the
potential purchase of a new building, one North Minneapolis business owner was told: “I haven’t
done that in years. | just don’t know.”*®® Other small time property managers have experienced
the “I’m just doing my bit” mentality.'%*

The City’s current regulatory system is designed to respond to plans submitted by people who
are seeking regulatory approvals. But many permit seekers, especially those in North
Minneapolis who are first-time or small business owners, need to get a general orientation to the
City’s regulatory system even before they bring their plans to the PSC. Because of their
unfamiliarity with the process, commercial developers often encounter unanticipated regulatory
requirements after project budgets have been determined and as projects are nearing completion.
These unanticipated requirements can impose substantial additional costs that require “11™ hour”
budget adjustments. For new businesses, unanticipated requirements can result in severe cash
flow pressures during their first few months of operations. Chris Wilson, Director of Real Estate
Development for Project for Pride and Living, shared one such experience after getting the nod
to go ahead only to be told to stop shortly thereafter:

It was like there was no sense of urgency. Statements like ‘that was the planning
meeting, but not the planning meeting’ cost us a lot of money — money allocated for good
quality low-income development. Individually, the people that we worked with were
great, but it seems that any one of 50 people can get you off course. And they always
have 45 days from a complete application to fall back on.'%®

Late stage requirements often mean that a new business must delay its opening at times when it
is incurring initial operating costs but cannot generate initial revenue. The problems caused by
these late stage requirements can be compounded if and when business owners obtain conflicting
or inconsistent interpretations of City requirements from the various inspectors who provide the
official city approvals and “sign offs” for an individual development project.

Zoning

*“...BJ's strip club. This establishment lends a tawdry, vice-ridden, depressing air to an area
which is the gateway to North Minneapolis. Honestly, if somebody wanted to bulldoze BJ's and

192 Iric Nathanson, “Streamlining Development and Regulatory Processes in Minneapolis: Strengthening the role of
the Minneapolis One Stop”, A proposal from the Minneapolis Consortium of Community Developers, December
2005.

193 Jan Alexander, Telephone Call to Minneapolis One Stop, February 25, 2010.

1% David Brown, Realtor at Market Link Realty, personal interview by lan Alexander. February 10, 2010.

195 Chris Wilson, Director of Real Estate Development for Project for Pride and Living, personal interview by lan
Alexander. February 5, 2010.
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put in a small trailer house selling tacos, | would get behind that idea. ANYTHING TO GET RID
OF BJ's.” 1%
- John Hoff, The Adventures of Johnny Northside

Euclidean zoning codes were adopted by local governments in the early to mid-twentieth century
to intentionally separate uses — to keep industrial activities and retail away from housing, rental
housing away from owner occupied, single family housing, and hotels only near retail and
offices. These zoning regulations generally outlawed mixed-use development, mandated
setbacks from the property lines, required huge amounts of parking, put height limits on
construction and set many other requirements that practically allowed only drivable suburban-
style development. *®”  While Minneapolis has moved away from this type of zoning regiment,
at least in part, the complexities inherent in the City’s existing regulatory system are the result of
inconsistencies and outmoded provisions in various city ordinances.

Chapter 551 of the City’s municipal code outlines corridor specific zoning overlay districts or
zoning regulations that may be more or less restrictive than the primary zoning district. Where a
property is located within an overlay district, it is subject to the provisions of both the primary
zoning district and the overlay district. Where the provisions are in conflict, the overlay district
governs.'® The West Broadway Overlay District was established as part of the West Broadway
Alive plan to preserve and encourage a high-density, transit-supportive and pedestrian-oriented
environment to attract destination goods and services, and to promote street life and activity by
regulating building orientation and design and accessory parking facilities.'® However, unlike
every other overlay district in the City, West Broadway's unique component is the two-floor
minimum for newly constructed buildings.**°

This combination of the existing zoning code and the overlay district has made difficult projects
nearly impossible. Kelly Hoffman, CPED Senior Project Coordinator, acknowledged that this
situation “is a major challenge. It is possible, but it is challenging even when the economy is
good.”™ Ariel McDonald, former Minnesota Gopher and European professional basketball
player, returned to North Minneapolis and envisioned opening a high-end wine & spirits store at
the corner of West Broadway & Washington Avenues. This site is currently occupied by a
dilapidated adult entertainment club. He had the necessary funds, collaborated with Master
Construction and even obtained French Meadow as a partner. Regrettably, this high-end

19 john Hoff, Neighborhood Activist & Blogger, The Adventures of Johnny Northside. June 27, 2010.
http://adventuresofjohnnynorthside.blogspot.com/2010/06/bjs-strip-club-on-west-broadway-may.html

197 Christopher B Leinberger, The Option of Urbanism: Investing in a New American Dream (Washington, DC:
Island Press, 2008), 151.

198 City of Minneapolis, Zoning Administration, http://www.ci.minneapolis.mn.us/zoning/zoning-district-
descriptions.asp

199 City of Minneapolis, Ordinance of the City of Minneapolis by Don Samuels, Amending Title 20, Chapter 551 of
the Minneapolis Code of Ordinances relating to Zoning Code: Overlay Districts. Article XVI. WB West Broadway
Overlay District.

http://www.ci.minneapolis.mn.us/cped/docs/WB_Rezoning_Text Changes Ordinance format 1.pdf

Also see Article XVI. WB West Broadway Overlay District.

19 Erik Hanson, Principal Project Coordinator at the Minneapolis Department of Community Planning & Economic
Development, personal e-mail to lan Alexander. July 30, 2010.

111 Kelly Hoffman, Principal Project Coordinator at the Minneapolis Department of Community Planning &
Economic Development, telephone interview by lan Alexander. July 27, 2010.
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proposal did not comply with the zoning overlay and the city rejected his original proposal.
When pushed, Tony Smith, Real Estate Development Director at Master Construction did not
fault the desire of the city to see certain building principles adhered to, but warned that the two-
floor requirements in certain circumstances made economic revitalization on West Broadway all
the more economically unpalatable. “Another floor made the project much more expensive...
Just a tad more and the deal goes away.”*** When self-funding former pro-athletes wanting to
replace strip clubs with Surdyks-style wine and cheese shops are discouraged from investing in
North Minneapolis, the process needs to be reexamined.

The City’s Plan for the Northside: Which One?

“Minnesota: the Land of 10,000 plans.””**
— Robert Lilligren, Minneapolis City Councilman

Twelve in-depth studies of the West Broadway corridor were completed between 1964 to 2008.
This is roughly one study every 3.6 years."* These studies conducted by the City, County, and
various civic organizations, non-profits and initiatives often ended with a very similar list of
recommendations: to “rebrand West Broadway” and/or “to make West Broadway a destination
location” and/or “to encourage retail stores and services to relocate” in the area.

The City of Minneapolis officially considers the West Broadway Alive plan as the official
“roadmap for improving the corridor as well as better understanding the strengths and
opportunities within this unique section of Minneapolis.”**® The plan outlines “a vision for West
Broadway, provides site specific guidance for future development, and proposes an action
agenda comprised of recommended implementation steps.”**’

Yet while the plan does exist on paper, the city has no specific structure in place to aid in the
facilitation of development on West Broadway.'*® While CPED does have certain loan

112 Tony Smith, Real Estate Development Director at Master Construction, telephone interview by lan Alexander.
July 13, 2010.

113 Robert Lilligren, Minneapolis City Councilmember, personal interview by lan Alexander. January 11, 2010.

114 See City of Minneapolis Community Planning and Economic Development. West Broadway Alive. Minneapolis,
MN March 2008. Pages 8 — 11. See D. Craig Taylor, ed., North Minneapolis Asset Mapping and Indicators for
2006: A preliminary assessment of economic, health and educational assets and indicators in North Minneapolis,
The University of Minnesota’s Office for Business and Community Economic Development. (September 2006).
Previous Plans & Studies include: This is West Broadway (1964), West Broadway Commercial District Design
Guildines (1982), Minneapolis Planning Department zoning analysis (1986), Governor’s Design Team (1990), St.
Thomas Market Study (1998), Penn-Broadway Charrettes (2001), West Broadway Road Repaving
Recommendations (2002), West Broadway Rezoning Study (2003), Corridor Housing Initiative (2004), Penn/West
Broadway Transit Oriented Development Study (2006), Northway Trust/Mike Berne Market Scan (2006), North
Minneapolis Asset Mapping and Indicators for 2006: A preliminary assessment of economic, health and educational
assets and indicators in North Minneapolis (2006), West Broadway Alive (2008).

115 City of Minneapolis Community Planning & Economic Development. West Broadway Alive. Minneapolis, MN
March 2008. Page 54.

"% Ibid., 1.

17 1bid.

118 Kelly Hoffman, Principal Project Coordinator at the Minneapolis Department of Community Planning &
Economic Development, telephone interview by lan Alexander. July 27, 2010.
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programs and incentives,™® successful urban revitalization requires land control, developer
interest and capacity, and most importantly, financing and a project management structure.*?
The West Broadway Alive model does contain a section titled “Implementation Strategies” that
includes regulation and infrastructure investment timelines, but it lacks a vehicle to bring specific
goals to fruition. Instead it notes that “overall implementation... is not the sole responsibility of
any one party...[l]t is a shared task, in which many organizations and individuals must bring
their energy, resources and creativity to bear over an extended period of time...”*?
Unfortunately, there is no coordinated effort to oversee this execution.

A New Reality: Recommendations for Overcoming the Barriers

*“...Minneapolis is one of the more innovative cities when it comes to neighborhood
revitalization programs...”*?
- Lynne Boussi, Portland Development Commission

The previous section examined the current barriers to revitalization in North Minneapolis. The
following section will offer recommendations for overcoming these barriers specifically in
regard to: diversifying the income base, increasing home ownership and improving housing
options, increasing economic investment and restructuring local government processes to
promote this investment.

Income Diversity

“Until North Minneapolis becomes a neighborhood of choice as opposed to economic necessity
—things are going to remain the same.”

- Sarah Huss, Realtor

An economic model for revitalization of North Minneapolis must begin with the premise that
inner city businesses should be profitable and positioned to compete on a regional basis.* And
there is only one way to ensure economic vitality within a low income community: diversify the
income base. There are three primary recommendations for beginning the process of promoting
income diversity.

Recommendation One: Dissuade low income clustering by continuing mobility counseling and
Under Hollman, tenants leaving public housing were required to undergo “mobility
counseling.”*?* Once the decree order lapsed, MPHA discontinued this service citing the

119 See generally City of Minneapolis Community Planning & Economic Development, Great Streets —
Neighborhood Business District Program. Minneapolis, July 2010.
http://www.ci.minneapolis.mn.us/cped/great_streets_home.asp

120 Darlene Walser, Vice President, McCormack, Baron, Salazar, personal interview by lan Alexander. August 2,
2010.

121 City of Minneapolis Community Planning and Economic Development. West Broadway Alive. Minneapolis, MN
March 2008. Page 87.

122 | ynne Boussi, Senior Project Manager of Business & Industry Recruitment-Retention at the Portland
Development Commission, telephone interview by lan Alexander. August 2, 2010.

123 See generally Michael Porter, “The Competitive Advantage of the Inner City.” Harvard Business Review (May-
June 1995): 56.

124 Tom Streitz, City Minneapolis Housing Policy and Development Director, telephone interview by lan Alexander.
December 22, 2009.
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expense of counseling.*>> Mobility counseling provides Housing Choice Voucher holders with
the knowledge of other housing opportunities available to them in the Twin Cities and greater
Minnesota. MPHA must also tackle the now customary process of voucher holders porting-in to
Minneapolis from other locations to circumvent the waiting list. MPHA may not prohibit this
process, but may provide “priority locations” to those on the waiting list, allowing them to move
up the list if they are willing to move to areas that do not have a high concentration of low-
income housing.

Recommendation Two: Consider the concept of limited zoning. It is estimated that investors
purchased 75-90% of the houses sold in 2008 on the Northside.*® A proposal disallowing more
than a certain percentage of rental licenses for single-family homes on any given block have
been enacted by Mankato and Winona (Minnesota).*?” Enacting such legislation in Minneapolis
would address the issue of rental housing without specifically limiting the placement of low-
income rental restrictions in a community.

Recommendation Three: Incentivize investors to sell their properties. There are two ways to
persuade poorly managed single family rental property owners to sell: the carrot or the stick.
One can make business conditions difficult for everyone through regulatory actions (universal
code compliance/violations/fines) or incentivize sales of investor properties through legislative
measures (requiring state legislative action). A specific “capital gain waiver” or reduction in
capital gains from its current rate to 5% for any investor wanting to sell his/her investment
property (previously purchased one year before the law went into affect) to a homeowner in a
highly concentrated urban neighborhood would be such an incentive.'?®

Single Family & Other Housing Options
“You know, the private sector is not a bad thing...”
- Charles Leer, President of North First Ventures

Because housing usually makes up between 60 to 80 percent of the average city’s total property
tax base, a city can build its revenue base more effectively by increasing even modestly the value
of its residential real estate than by attracting new businesses and industries or by building
stadiums and convention centers.*?® The best way to raise real estate values is to raise the value
of the existing housing stock by improving neighborhoods and making them more attractive to
an economically diverse body of homebuyers.

The City’s existing efforts to stabilize the housing market have had mixed results. In certain
circumstances, increasing lot size by removing undesirable housing stock has been helpful and
should continue to be used. In other instances, rehabbing and increasing density has been the
proper remedy. Working with various non-profits who purchase homes for rehab and sale has
had mixed results. Organizations like the Greater Metropolitan Housing Corporation (“GMHC”)

125 |bid.

126 Chuck Leer, President of North First Ventures, personal interview by lan Alexander. June 22, 2010.

127 Henry Reimer, Minneapolis Director of Inspections, telephone interview by lan Alexander. July 14, 2010.
Mankato ordinance restricts no more than 20% of single-family.

128 Stephanie Gruver, Realtor, Keller-Williams, personal interview by lan Alexander. August 4, 2010

123 Alan Mallach, “Restoring Neighborhoods, Rebuilding Markets: New Housing Directions for Struggling Cities,”
Shelterforce Online, Issue 140, March/April 2005. http://www.nhi.org/online/issues/140/strategies.html
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have been effective at rehabbing formerly vacant properties. However, according to GMHC
President, Carolyn Olson, 90% of all federal rehab funding sources have income restrictions.**°
Even if income mixing were not an issue, in obtaining certain economies of scale in acquisitions,
non-profit developers do not have the capacity necessary to deliver enough concentrations of
propertilgf in strategic locations to make a significant difference in neighborhood revitalization
efforts.

The following seven recommendations expand on these efforts and do more to improving
housing options and home values in North Minneapolis.

Recommendation One: Map the housing stock. Mapping efforts should be launched to facilitate
better understanding of the current physical conditions, visioning, design opportunities,
development of strategic plans and execution of improvements. The *“visioning” process has
been completed with the West Broadway Alive Plan, but a master inventory of all the housing
stock within a strategic zone should be obtained and cross referenced with City regulatory
agencies (inspections, police & fire, etc.), MPHA inspections, probation, as well as non-profit
and for-profit studies. This also opens the door for well thought-out planning for future housing
needs.

Recommendation Two: Assemble sites. Site assembly is a key task that in many cases is
necessary in order to attract developer interest in a corridor.** A purchasing mechanism must
be established to obtain multiple foreclosed properties without the use of income-restricted
housing stabilization funds. Creating economies of scale for private quality developers and non-
profits to purchase, rehab and sell three to five properties at a time, would start the process of
neighborhood rebirth.*** Regarding the vacant lots resulting from demolition, a private entity
should take on the holding costs related to readying a parcel for development. Additionally, this
entity should be given flexibility to apply its funding stream to consider instituting revitalization
plans similar to the former “Houses to Homes” program of the City of St. Paul. By creatively
combining funds from a variety of city budgets dedicated to housing rehabilitation, a pool of
money was created and dedicated to financing the gap between the cost to acquire and
rehabilitate vacant properties and their final market value.™®* 1t is true that not all the benefits of
rehabilitation were captured by the city—most of the sales tax revenue went to the State and the

130 Carolyn Olson, President of the Greater Metropolitan Housing Corporation, telephone interview by lan
Alexander. January 4, 2010.

31 Mikeya Griffin, Twin Cities Community Land Bank, personal e-mail to lan Alexander. August 3, 2010. From
September 2009, TCCLB purchased 78 properties in Minneapolis, 64 of those properties were in North
Minneapolis. 38 were purchased by non-profits and 10 were purchased by the City of Minneapolis using
government stabilization dollars. TCCLB took over the program at the end of September 2009 from the Greater
Metropolitan Housing Commission.

32 Tom Leighton, Principal Planner with Minneapolis Community Planning & Economic Development, telephone
interview by lan Alexander. August 3, 2010.

133 Most individuals in the development / home construction field agreed that working on 3 to 5 properties at one
time me was the most economic was to keep costs low, while achieving the maximum plateau of quality material.
134 Edward Goetz et. al. “The fiscal impacts of the St. Paul HOUSES TO HOMES program.” Neighborhood
Planning for Community Revitalization, Center for Urban and Regional Affairs, University of Minnesota. February
1997.
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county and school district shared in the property tax revenues. But when the analysis focused on
city benefits only, the city recouped 71% of its original subsidy/investment.**®

Recommendation Three: Target blocks to create momentum. Rehabbing one to two properties
on a block of 26 to 30 houses does not create the impression of revitalization. Creating a visible
oasis or physical difference people can see in a neighborhood that demonstrates the potential
turn-around is necessary to create momentum.**®* Funds should target clustering home rehab
around the healthiest neighborhoods’ blocks and moving toward the least healthy blocks.™*’

Recommendation Four: Create more housing options. The lack of high-occupancy housing
structures—i.e., apartments, row houses and condominiums—Iimits the Northside’s ability to
attract and/or maintain residents who do not want to inhabit single-family residences. (It also
reduces the amount of buying power, or the economic footprint, discussed in the next section.)
Because of the decrease in multi-unit buildings, particularly as a consequence of redevelopment
of the Sumner Glenwood residences,*® the housing stock in North Minneapolis actually shrank
10% to 23,000 units from 1990 to 2000.*® Higher density apartment and mixed income housing
should be constructed around clustered developments. Studies suggest that policy initiatives
encouraging residential income mixing and, to a lesser extent, racial and ethnic mixing can
succeed in many cases, if the market-rate households believe that quality has not suffered, low-
income households have reliable community and social services and the project is managed
efficiently.** Reputable quality construction and design are key. Owners need to invest more
resources in construction and maintenance than they would if their housing were occupied solely
by low-income tenants.***

13 |bid. at 32. Rehabilitation strategy cost the city $21,866, but the total cost to the city was roughly one-half of the

original average subsidy or $40,000. That is, rehabilitation provided benefits to the city equal to about one-half of
the original subsidy level. Demolition cost the city an average of just over $9.000. Although the subsidy appeared
to be a much more costly alternative up front (a $40,000 subsidy compared to no subsidy for demolition), after a
systematic review of costs and benefits, the difference between the two strategies was closer to $12,000.

13 Michael Lander, President of The Lander Group, personal interview by lan Alexander. March 24, 2010.

B7 Interviews with various non-profit directors/staff members suggest a pattern of “plugging holes” in a
neighborhood through rehabbing dilapidated properties in rent-majority and/or unstable blocks to prevent further
deterioration. Realtors, homebuilders and policy experts (as well as common sense) suggest that homebuyers prefer
safer neighborhoods that appear to be on an upward trajectory for personal and economic investment purposes.

138 D, Craig Taylor, ed., “North Minneapolis Asset Mapping and Indicators for 2006: A preliminary assessment of
economic, health and educational assets and indicators in North Minneapolis,” The University of Minnesota’s Office
for Business and Community Economic Development. (September 2006): 14. See footnote 5: Redevelopment of the
Sumner Glenwood neighborhood occurred in response to the Holman-Cisneros Consent Decree.

139 Taylor, D. Craig, ed. “North Minneapolis Asset Mapping and Indicators for 2006: A preliminary assessment of
economic, health and educational assets and indicators in North Minneapolis.” The University of Minnesota’s Office
for Business and Community Economic Development. (September 2006): 14.

140 Alex Schwartz and Kian Tajbakhsh, “Mixed-Income Housing: Unanswered Questions,” U.S. Department of
Housing and Urban Development, Office of Policy Development Research, Cityscape: A Journal of Policy
Development and Research 3, no. 2 (1997): 80. In general, investments in rehabilitation of old housing and
construction of mixed-income housing would have positive spillovers on the surrounding community, especially
when that housing replaces an abandoned or otherwise blighted site. But those positive impacts might be tempered
to some degree by various overlooked deterrents to attracting new residents. The weaker the housing market, the
more difficult it is for mixed-income housing developments to compete for middle income households. Thus, the
more desirable their location and other physical attributes must be.

1 Ipid., 75. Moderate and middle-income households may be more interested in mixed-income developments if the
housing offers high-quality amenities — for example, architectural details, better appliances, landscaping, and
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To combat barriers associated with site assembly and a lack of confidence in the housing market,
a private entity should take on the acquisition and holding costs for all multi-parceled
development sites. Bolder financing tools, discussed in the next section, must be used to
encourage mixed income construction. Also, public land write-downs to support desirable types
of development must be implemented.

Recommendation Five: Open the door to working with for-profit-developers. A system of
incentives should be developed to encourage more private, high-end developers to purchase and
rehab abandoned, foreclosed and former dilapidated properties and put these properties onto the
market for homeowners. Chuck Leer, former New York City Director of Real Estate for
Business Development and current Minneapolis entrepreneur, proposed a “Foreclosure Recovery
Plan” to the Family Housing Fund in 2008 that outlined a process to control vacant properties,
rebuild community and create a new market for rehabbed housing through the private sector.**?
The “50/50/50 Project” calls for a quality developer to purchase a property for $50,000, invest at
least $50,000 in the property and sell it to a homeowner for a $50,000 profit.**:

Recommendation Six: Actively recruit new homeowners. There simply are not enough people
living on the Northside to absorb the vacant single family houses and, therefore, the key to
marketing efforts is attracting new people to the area.*** The grassroots neighborhood campaign,
Get to NoMi (North Minneapolis), spearheaded by Northsider Joel Breeggemann has organized
home-buying tours and other activities to entice people to buy homes in North Minneapolis.'*®
Expanding this effort into a first-rate marketing plan, including branding and a clear picture of
the target market for the Northside, would be a prudent investment.

Recommendation Seven: Provide larger and unrestricted housing incentives. Current home-
buying incentives provide between $3,000 and $4,000 toward a first-time buyer. This amount is
insufficient to truly incentivize middle-class residents. The following programs should be
implemented to aid in attracting such residents:

1) Deferred loan programs. Provide first-time homeowners with $10,000 toward their
closing costs and initial repairs of their home. The loan should be structured so that the
money will be recaptured upon the sale of the home.

servides — as well as superb maintenance and management. All of these attractions, however, increase the
development and operating costs of the housing.

142 See generally Chuck Leer et al. “Scale, Groundwork and Market: Next Steps in a Foreclosure Recovery Plan”
(paper presented to Thomas Fulton, Executive Director of the Family Housing Fund, November 3, 2008).
Describing the “50/50/50 Program, Lear contends that if a higher-end-developer obtains 5 to 7 properties at a time,
s/he could obtain a single family home from the bank for about $50K or less, spend the average of $50K on rehab
costs (due to economies of scale) and sell the structure for an additional $50K. He also asserts that the private sector
developers are able to acquire properties at more reasonable prices that non-profits, that rehab-costs are within
reason because unlike non-profits they are not subject to bureaucratic program income requirements to acquire
funding and are much more efficient than the average non-profit lowing costs.

143 Chuck Leer, President of North First Ventures, personal interview by lan Alexander. June 22, 2010.

144 Chuck Leer et al. “Scale, Groundwork and Market: Next Steps in a Foreclosure Recovery Plan”(paper presented
to Thomas Fulton, Executive Director of the Family Housing Fund, November 3, 2008).

%5 Lynn Underwood, “Get to NoMi,” The Star Tribune, September 12, 2008.
http://www.startribune.com/homes/28142374.html
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2) City property tax rebates for home improvement. For those seeking conventional bank
qualified mortgages, a property tax rebate for an investment greater than 5% fair market
value should be made to improve the exterior physical condition of the home.

3) Below market-rate rehabilitation loans. Loans to correct health safety violations and
major system deficiencies (electrical, furnace, boilers, water heaters, etc.) on
abandoned/foreclosed home purchases of owner-occupied properties should be explored.

All programs should be aimed at encouraging the market to participate in increasing housing
value, improving housing stock and making homes more attractive to homeowners.

Promoting Economic Investment
“Thinking outside the box is always an option...”**
- Kevin O’Leary, President, J. D. Lewis Construction Management, Inc.

The biggest challenge to redevelopment efforts on West Broadway is financing. The zoning
overlay’s multi-story construction, urban character & walkable urbanism mandates increase
construction costs. Builders often must cobble together various types of financing from various
sources to complete a project. Should these funds be acquired, developers then are faced with
the problem of recouping the debt through rent and/or the sale of the property in the depressed
market. Cities such as Richmond, Virginia, have shown success through targeting federal
Community Development Block Grant (“CDBG”) and Home Investment Partnership (“HOME”)
funds in order to achieve a critical mass of public investment that stimulates self-sustaining
private market activity. Yet, as discussed, with these funds come additional income restrictions
and financing hurdles.

Three recommendations would be effective if implemented in the West Broadway area.
Recommendation One: Implement tax increment financing (TIF).

Tax Increment Financing (“TIF”) is a tool to use future gains in taxes to finance current
improvements that in theory will create the conditions for those future gains.™*’ When a public
project is carried out, there is often an increase in the value of surrounding real estate, and
perhaps new investment — i.e., a new or rehabilitated building. This increased site value and
investment sometimes generates increased tax revenues. The increased tax revenues are the "tax
increment.” Tax Increment Financing dedicates tax increments within a certain defined district to
finance debt issued to pay for the project.

TIF is designed to channel funding toward improvements in distressed or underdeveloped areas
where development might not otherwise occur. TIF creates funding for "public” projects that
may otherwise be unaffordable to localities, by borrowing against future property tax revenues.
TIF may be used to finance public infrastructure, land acquisition, demolition, utilities and

146 Kevin O’Leary, President of J. D. Lewis Construction Management, Inc., telephone interview by lan Alexander.
July 3, 2010.

147 See Wikipedia, The Free Encyclopedia, “Tax Increment Financing”,
http://en.wikipedia.org/wiki/Tax_increment financing
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planning costs, and other improvements including sewer expansion and repair, curb and sidewalk
work, storm drainage, traffic control, street construction and expansion, street lighting, water
supply, landscaping, park improvements, environmental remediation, bridge construction and
repair, and parking structures.*

There are many legitimate criticisms of TIF — investing money in areas that would have been
developed anyway, subsidizing the bottom of big business that already will move in and that a
city is trading future tax income for a present benefit.**® While a legitimate concern in some
circumstances, West Broadway Avenue of North Minneapolis is not the Nicollet Mall in
downtown. While bold projects may be envisioned, $500 million projects are unlikely to spur
redevelopment.

Recommendation Two: Implement additional gap financing funding.

The City of Minneapolis already has dedicated gap financing for real estate development and
development acquisition for transformative commercial development projects located on
designated commercial corridors, nodes, and LRT station areas resources under the Great Streets
Neighborhood Business Program. While certain past projects do boast that for every dollar the
City contributed, it leveraged $26 in private funding, this program is inadequately funded for a
larger project base.

Recommendation Three: Experiment with the structuring of a patient equity model of financing.

Until the middle part of the 20th century, real estate was considered a long-term asset class and
was financed as such — built to be held for a long period by the original developer. Minneapolis
& St. Paul herald many of these great developments from the turn of the century throughout the
1930s which we could not imagine financing and building today, even though America’s real per
capita income has quadrupled.™ Today, the real estate finance field looks at real estate in a very
different way. Most current real estate projects have a seven to ten year life as a “Class A”
property, the result of a reduction in the construction quality of projects

One of the missing elements of financing a long-term asset such as real estate or infrastructure is
patient equity.™! Because equity invested in a real estate project is at much greater risk, the
expected return is much higher than the interest charges for the debt in the project. Therefore,
most equity is anything but patient. The result of this approach is the constant pressure to “value

18 |pid.

9 Daniel McGraw, “Tax Increment Financing: A Bad Bargain for Taxpayers,” Reason Magazine, January 2006.
www.reclaimdemocracy.org/articles/2006/tax_increment financing.php

150 Christopher B. Leinberger, “Back to the Future: The Need for Patient Equity in Real Estate Development
Finance,” The Brookings Institution Research Brief, (January 2009): 1.

151 See Christopher B Leinberger, The Option of Urbanism: Investing in a New American Dream. (Washington,
DC: Island Press, 2008) 160-161, Footnote, 197: There are two elements of finance: equity and debt. Debt includes
loans, mortgages and bonds that are first in line to be repaid by a project or company. Debt involves the least risk
due to the first position and thus charge the lowest relative interest for the money invested. Equity in cash, land, an
existing building or professional fees invested that will be paid off after debt is services on an annual basis and is
therefore at much greater risk. As a result, equity has much higher return expectations than debt. In conventionally
financed real estate development, equity is about twenty percent of the total money invested in the project and debt
is about eighty percent.
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engineer” the cost of construction down and not build long-term, well built projects — especially
because today’s real estate market is predicated upon adjusting to sprawl which moves the
demand for the apartment, neighborhood center, or hotel farther to the fringe in ten years or so.
There is little reason to build well built projects because the current system of measuring
financial returns cannot see beyond years seven to ten; why build expensively when the benefits
cannot be measured?™2

Patient equity is not a substitute for other financing. Rather, it is additive, layered on top of a
conventional development budget such that the overall cost of the project increases.™* Well
built, well located, walkable real estate assets tend to go up in value over time.

Institutional investors, who have more real estate investments than nearly anyone else, could
have an enormous impact on future development trends. And their motives certainly don’t need
to be altruistic— they have plenty of reason to invest equity for the mid- and long-term returns.
Their cash flow needs to fund pensions and insurance payouts tend to be long-term, and can be
spread over many decades into the future. It thus makes sense for them to line up a portion of
their cash flow generation with these cash flow requirements.**

So, the question must be asked: So why would a patient equity provider trade off the lower risk
short-term return of conventional financing for higher risk, mid- to long-term return? To
paraphrase Professor Leinberger:

First, patient equity lowers the inherent risk of developing walkable, mixed-use projects
and places. When patient equity is added to the project budget, the conventional debt
provided for the project will probably stay about the same in absolute dollar terms, but
will be a proportionally smaller piece of the total development budget. If the debt to value
ratio drops from the conventional 80 percent to, say, 66 percent there is the possibility
that the bank will not require as much of a construction loan guarantee or any at all, i.e., it

52 1bid.
153 See Christopher B. Leinberger, “Back to the Future: The Need for Patient Equity in Real Estate Development
Finance,” The Brookings Institution Research Brief, (January 2009): 6. A development budget is comprised of
equity and debt. Conventional equity, which expects a 20 percent to 30 percent IRR, has ownership of the project,
provides the construction guarantee, and generally comprises 20 percent +/- of the total development budget.18
When patient equity is provided, the role of conventional equity changes and can be referred to as “1st tranche”
equity, also called mezzanine debt. In exchange for having additional equity in the project (which is behind the 1st
tranche equity in cash flow priority) and no financial guarantees of the construction loan (which the patient equity
provides), 1st tranche equity will receive a lower rate of return and no ownership. Instead, the 1st tranche equity will
receive 100 percent of the after-debt service cash flow until both the negotiated cumulative or non-cumulative rate
of return is achieved and the principle is returned. In 2006, 1st tranche equity or mezzanine debt receives between 10
percent to 12 percent priority return, far less than conventional equity.
It can be expected that 1st tranche equity is retired between years three and seven of the project’s life so the patient
equity providers have to wait until then for financial returns. With the retirement of the 1st tranche equity, 100
percent of the after-debt service cash flow of the project is available for the patient equity providers. The division of
the subsequent cash flow is a negotiable decision. If there is no 3rd tranche, then all of the subsequent cash flow
goes to the 2nd tranche (the patient equity provider). If there is a 3rd tranche—which is probably filled by some
government entity who is getting additional financial and non-financial returns (e.g., increased tax revenues,
improved quality of life for the city, etc)— the length of time the subsequent cash flows to 3rd tranche investors
igould be limited. It is the 2nd tranche investor that should have the long term benefit of the project.

Ibid., 12.
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becomes a non-recourse loan. This is due to there being significant equity (patient equity
plus 1% tranche or mezzanine debt) in front of the debt on the project. While there is no
established market for pricing the value of providing a construction guarantee, it is
certainly worth at least 25 percent of the ownership in the project and possibly more. This
is a considerable financial benefit and financial return to the developer if a construction
guarantee is not required or even if the guarantee required can be negotiated to “burn off”
faster than normal™>®

Second, the developer of a project with patient equity has a much better opportunity to
maintain ownership, not having to sell the project to cash out 3rd party equity providers,
as is often the case with conventionally financed projects. One major urban developer of
high density rental apartments decided to invest patient equity in a new development, not
taking development fees or returns for the first three to four years. Up until then, the
company had had to sell nearly every one of their previous projects after they achieved
stabilized cash flow since their equity investors wanted a return of their equity.**®

Finally, investors of patient equity in walkable projects are likely to see substantial
financial returns as the project matures. Unlike drivable sub-urban development where
the cash flows have been “hybridized” to be front end loaded—the result of lower
construction costs and building simple, commoditized conventional product types—cash
flows from various forms of walkable urbanism appear to get better over time. There is
an upward spiral of value creation as the critical mass of the walkable place is achieved
and enhanced. As more development takes place within walking distance, there are more
people on the street, which drives rents and sales prices up, resulting in land and building
values going up, resulting in higher tax revenues and cash flow. However, it generally
takes time to achieve the critical mass or expand the walkable district, hence the time lag
in cash flow generation. When developing in an area that has achieved critical mass, the
superior rents might be achieved quickly but this is off -set by the increased land costs.™’

Improving the Regulatory Process
««..authority needs to come first, before accountability...”*
- Iric Nathanson, MCCD Financial Resources Coordinator

North Minneapolis must be a place where the economic development process is made less
complex, costly and difficult to navigate for small and large developers, contractors and
entrepreneurs. The following recommendations for improving City processes will help this to
become a reality.

Recommendation One: Improve navigation of the regulatory process by locating a One Stop
office on West Broadway Avenue. Because they often find themselves caught within a labyrinth

5 |bid., 8-9.

% 1bid., 9.

7 1bid.

158 Iric Nathanson, Financial Resources Coordinator at the Metropolitan Consortium of Community Developers,
personal interview by lan Alexander, January 18, 2010.
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when it comes to city regulatory processes, businesses and developers need an experienced,
effective navigator who can help them work their way through this maze. At the moment, One
Stop provides this navigation service out of downtown Minneapolis. However, constant
complaints regarding staff’s lack of authority and breadth of knowledge across departments to
carry out this mission in an effective manner are rampant.™*® A One Stop coordinator assigned to
North Minneapolis must be cross trained in the various city regulatory functions and empowered
to operate as effective navigator who can help expedite the full range of city regulatory
approvals.

Recommendation Two: Improve regulatory authority and increase accountability.
Conversations with medium and large-scale developers all paint the City’s regulatory system as
excessively fragmented, with at least four independent departments each having authority over
its own regulatory domain.*® The existing system frustrates regulatory applicants who often find
themselves caught between conflicting requirements and policies established by the individual
departments. Currently, One Stop, a division of the City’s Regulatory Services Department, is
expected to coordinate the work of the various city departments as these departments review and
approve individual development projects. But One Stop lacks the authority to fulfill its
coordinating responsibilities.*®* The Metropolitan Consortium of Community Developers
believes that it would be prudent for Minneapolis policy makers to give the City Coordinator
who oversees the work of the Regulatory Service Department clear and direct authority over the
various facets of the regulatory process, including those facets under the jurisdiction of other
departments.’®® While that structure would be ideal, another alternative would be to establish
one organizational unit to coordinate all aspects of the reviews that are needed before an
individual project can move forward. Clear and reasonable timelines that cover the full range of
development review processes must be established. The timelines should help regulatory
applicants within the West Broadway area determine the time they must allow to get city
approvals for their projects. On a regular basis, city staff should report to the City Council on the
progress staff is making in complying with these timelines.

Recommendation Three: Implement more comprehensive pre-development review. Regulatory
applicants must be provided with a more complete inventory of potential regulatory requirements
prior to the submission of the complete project development plans.*®®* Minneapolis should adopt
a similar process to that used in the City of New Hope. Curtis Jacobson, New Hope Director of

59 |bid.

180 These include Regulatory Services, Community Planning and Economic Development (CPED), Public Works,
and Fire Safety.

181 Nathanson, Iric. “Streamlining Development and Regulatory Processes in Minneapolis: Strengthening the role of
the Minneapolis One Stop”, A proposal from the Minneapolis Consortium of Community Developers, December
2005.

162 1hid. MCCD also suggests that the Coordinator should have jurisdiction over a consolidated development review
office that can bring together in one organizational unit all aspects of the reviews that are needed before an
individual project can move forward.

163 Ibid. MCCD also contends that One Stop, working in partnership with the city’s other regulatory agencies, also
needs to achieve a more uniform application of city requirements to eliminate conflicts and inconsistencies during
the project review process. Additionally, Minneapolis provides an interagency review for its applicants, but
generally that review occurs at a later point in the project development process, after written development plans
have been submitted to the various city agencies. Minneapolis is perceived as emphasizing gate keeping to the
exclusion of facilitation.
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Planning, describes the following. Before starting the planning process, the city recommends a
“pre-application meeting,” in which all regulatory heads (or representatives that might make
some decision related to application) come to the table to discuss all pertinent issues before one
dime is spent on planning (i.e. architect, engineer, etc.). This pre-application meeting is free of
charge. At this meeting, the respected parties are given an application check list, a fee schedule
and probable timeline. All applications are to be completed within 60 days.*®*

Recommendation Four: Adopt flexible permitting and realistic code compliance. A more
flexible building permit process should be adopted within the City. Under the existing system, a
building may continue to fall out of compliance over the years. Then, when the property changes
hands, the new owner is responsible for correcting all of the problems that have accumulated
under the previous owner. For older buildings located along West Broadway, this arrangement is
a fatal blow to any revitalization efforts. Code compliance should be linked to licensing rather
than the building permit process in order to encourage on-going building maintenance.*® For
new owners, compliance should be handled on a staged basis. Many new owners face
substantial, unanticipated costs when their inspectors discover new code issues that must be
corrected after construction has begun and before a certificate of occupancy can be issued.

Recommendation Five: Provide alternative zoning options. Economically-depressed areas
should be given greater leeway to experiment with form based codes. Some municipalities are
developing form-based codes that are based not on the use, as most zoning codes are today, but
on the form of the building. Form Based Codes do not specify what goes on inside the building,
making the assumption that the market is much better at figuring that out and it will change
many times over the building’s life.!*® The City of Minneapolis has incorporated elements of
form-based zoning.*®” While Chapter 530 of Minneapolis Site Plan Review includes a number
of form-based elements, the West Broadway Zoning Overlay District fundamentally lacks open
ended options—the very reason for form-based codes in the first place. Instead the existing
zoning references antiquated land-use distinctions.

Path to Revitalization

If one really wants to have large scale impact — there is going to be some controversy and a lot
of complexity.'®®
- Darlene Walser. Vice President of McCormack, Baron, Salazar

184 Curtis Jacobson, Director of Planning for the City of New Hope, telephone interview by lan Alexander. June 30,
2010.

1% Ibid.

1% Ibid.

187 Kelly V. Hoffman, Minneapolis Community Planning & Economic Development Senior Project Coordinator,
personal e-mail to lan Alexander. February 5, 2010. Hoffman contends that “[w]hen we make ongoing revisions to
our ordinance, we incorporate best practices, including elements of form-based zoning. The City has followed the
evolution of form-based zoning with some interest. Our zoning ordinance is essentially a hybrid between a
traditional code and a form-based code. Chapter 530, Site Plan Review, includes a number of form-based
elements.”

1%8 Darlene Walser, Vice President, McCormack, Baron, Salazar, personal interview by lan Alexander. August 2,
2010.
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Just like the West Broadway Alive plan, this list of recommendations is good for nothing if it is
not accompanied by an implementation strategy. This actionable plan must include a
commitment of resources and partners with the capacity to successfully achieve the plan’s goals.
So how does North Minneapolis implement this plan? The following steps offer a path to
revitalization.

STEP ONE: CREATE A RENEWAL ZONE

Minneapolis should create in North Minneapolis a renewal zone. The West Broadway Renewal
Zone (WBRZ) should be operated as a quasi private/public entity, independent of the City.
WBRZ board structure should be comprised of various stakeholders, including banks, realtors,
investor-owners, local businesses, church leaders, design professionals, major and well financed
non-profits, downtown businesses with Northside connections, etc. The executive leadership
should be driven by a developer—someone with “skin in the game” and not subject to the next
election cycle. The collaborative framework should be ad hoc and fluid, permitting immediate
action and responses to changing conditions.*®® With a resource base not limited to
Federal/State/City funding, true human, financial and social capital can participate, each putting
an agenda on the table and, from those individual agendas, forging a common agenda.*™® This
entity would be the vehicle through which all recommendations are implemented.

STEP TWO: FORGE A PRIVATE/PUBLIC PARTNERSHIP

The WBRZ should be a private/public partnership. Successful corridor revitalizations are
generally private/public partnerships, not the other way around.*”* The public sector may
convene the strategy process, but it is the private sector whose time and money will ultimately
determine the effort’s success. Investors and developers are those with “skin in the game” and
therefore have monetary self-interest for long-term returns. Moreover, private sector
involvement will also help to avoid making the process overly political by elected officials and
community leaders. Public sector involvement should include improving public safety,
increasing transit options, constructing parking facilities (as needed), providing appropriate tax
incentives for new real estate development, assembling land and creating pro-business building
codes.

STEP THREE: PARTNER WITH A CATALYTIC DEVELOPMENT COMPANY

In order to attract developers to a struggling corridor, it is essential that the area designate a
“catalytic developer” who demonstrated to the rest of the development community, and other
investors, that development does make economic sense.” A rather unique developer, Stu
Ackerberg, has filled this need and brought both businesses, through the “Ackerberg Group,” and
non-profit organizations, by way of “Catalyst Community Partners,” to the West Broadway

169 See generally Chuck Leer et al. “Scale, Groundwork and Market: Next Steps in a Foreclosure Recovery Plan”
(paper presented to Thomas Fulton, Executive Director of the Family Housing Fund, November 3, 2008).
170 H

Ibid.
171 See generally Christopher B Leinberger, “Turning Around Downtown: Twelve Steps to Revitalization,”
Metropolitan Policy Program Research Brief. The Brookings Institution, Research Brief (March 2005): 8.
172 H

Ibid., 12.
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Corridor.*” Additionally, Catalyst Community Partners has developed a realistic map of nodes
for the corridor building off already present business and community needs.'”* The major
challenge the catalytic development firm faces is that until critical mass is reached, it is likely
there will be little return on invested equity capital.

STEP FOUR: DEVELOP AN IMPLEMENATION PLAN WITH TIMETABLES

The West Broadway Alive Plan has a list of comprehensive objectives including defining
neighborhood character, housing needs, retail development, public infrastructure, employment
expectations and other fundamentals. What it lacks is a strategic implementation plan'’® with
clearly defined timetables. The WBRZ leadership should create a timetable for implementation
of the West Broadway Alive Plan as well as other recommendations, strategies and
accomplishment of goals.

STEP FIVE: MOVE BEYOND THE SUBURBS

Even with the overlay district in place, building height constraints, parking requirements and
strict zoning/land use restrictions are at times incongruent with organic revitalization efforts.
Looking at the paradigm shift from 100 years ago to the present, is it appropriate to restrict
market forces for the next 100 years? As discussed in the recommendations section, form based
codes would allow for greater flexibility and certainty in obtaining building permits. Itis,
however, just a step in moving beyond suburban-style development methods and towards more
dense developments. Fundamental reforms in regulatory, pre-development ordinance review, as
well as financial incentives for developers to build around established “nodes” must also be part
of the equation. However, subsidizing development alone may be a dangerous tool because often
the economic assumptions used by business will adjust to those subsidies, distorting the market,
just as the market has been distorted for the past half century toward drivable sub-urbanism.*"®
Incentivizing development appears to be a more tempered approach.

STEP SIX: IMPLEMENT THE WEST BROADWAY/LOWRY REVITALIZATION
FUND

The West Broadway/Lowry Revitalization Fund is structured upon the premise that “as values
increase due to area improvements, the increase or ‘increment’ in taxes collected, or a portion

174 Catalyist Community Partners, “West Broadway Node Map” (working paper, West Broadway Corridor, February
5, 2009).

17> See City of Minneapolis Community Planning and Economic Development, West Broadway Alive, (Minneapolis,
March 2008), 87. “Overall implementation of the plan is not the sole responsibility of any one party. Rather itisa
shared task, in which many organizations and individuals must bring their energy, resources and creativity to bear
over an extended period of time — and with different parties playing different roles with respect to different
strategies depending on their capacity and expertise.”

176 See Christopher B Leinberger, The Option of Urbanism: Investing in a New American Dream. (Washington,
DC: Island Press, 2008) 173. These subsidies and policies are difficult to retire once the reason for their existence
fades because large industries adjust their economic models to them, supporting politicians who support the
continuation of the subsidies.
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thereof, [should be] directed to the Revitalization fund.”*"" It is reccommended that eligible
expenditures include site assembly, gap financing, rehab support and streetscaping among other
uses.'”® Regrettably, this process requires values to increase before funds are realized. Creating
a more inclusive “Business Improvement District” (BID) that captures 5% of current incoming
property taxes from business and residents within those neighborhoods directly abutting West
Broadway & Lowry Avenues and directing those funds immediately to those corridors would
function to bolster the tax base in and of itself. This BID should eventually transition to
voluntary payments by business and nearby residential property owners when the neighborhood
becomes self-sustaining.

Conclusion

“If you keep on doing what you’re doing, you’re going to get what you get.”*"

— D. Craig Taylor, Director, Office for Business & Community Economic Development,
University of Minnesota

As stated earlier, the purpose of this paper was to examine the current reality of the North
Minneapolis region and offer recommendations for revitalization. Strategies of the West
Broadway Alive Plan and the additional recommendations offered in this paper provide solutions
for several of the realities that hamper the corridor. What the final section of this paper does is
offer a real roadmap for comprehensive implementation of these strategies.

The current efforts of the City and neighborhood leaders are to be lauded. We are seeing
transformation — new development, less blight, and an increasing change in perception of the
Northside. Yet, these changes have been incremental. To build on this momentum and catapult
North Minneapolis into a brighter future, the change must be strategic, comprehensive and
timely. If implemented, this brighter future just might be right around the corner.

177 City of Minneapolis Community Planning and Economic Development. West Broadway Alive. Minneapolis, MN

March 2008. Page 95. This strategy is premised upon properties in North Minneapolis rising to a level that closely

approaches the value of comparable properties in other parts of the city. This appreciation over time can be front-

l%aded via a public finance mechanism to pay for the corridor improvements that will stimulate the value increases.
Ibid., 96.

1 D, Craig Taylor, Director of the Office for Business & Community Economic Development at the University of

Minnesota, personal interview by lan Alexander. January 29, 2010.
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