nm\ MERCATUS CENTER TESTIMONY

George Mason University

ACCESSORY DWELLING UNITS CAN HELP UNLOCK
HOUSING AFFORDABILITY IN COLORADO

KEVIN ERDMANN
Senior Affiliated Scholar, Mercatus Center at George Mason University

Colorado House Transportation, Housing, and Local Government Committee
HB24-1152, Accessory Dwelling Units

February 27, 2024

Chair Froelich and members of the Transportation, Housing, and Local Government Committee, thank
you for giving me the opportunity to offer testimony on allowing Colorado homeowners to build
accessory dwelling units. I am Kevin Erdmann, a senior affiliated scholar with the Mercatus Center at
George Mason University. I study housing policy and affordability across the United States and how
housing policy reforms like those in the proposed HB24-1152 have affected housing market outcomes.

Many states are recognizing the need for housing reform, including more flexibility for homeowners to
add accessory dwelling units (ADUs) to their properties. Here, I will focus on three points:

1. Allowing homeowners across Colorado to build ADUs would be an important step toward
permitting the construction of a relatively affordable type of housing.! Accessory dwelling units
are banned in many single-family neighborhoods in this state.

Restrictions on the right to build housing are responsible for high housing costs in Colorado.

State policymakers have an important role in ensuring homeowners have the freedom to build
an ADU on their own property when localities want to restrict their property rights.

1. ACCESSORY DWELLING UNITS CAN MAKE HOUSING MORE AFFORDABLE

The proposed bill would give homeowners across Colorado the opportunity to build an attached or
detached ADU. For ADU reform to be effective, it is important to avoid complications such as owner-
occupancy requirements, parking requirements, and conditional use permitting.?
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Accessory dwelling units offer homeowners several potential benefits. First, they create an opportunity
for homeowners to offset a portion of their mortgage payment by renting out part of their space. One
study on ADU construction in Los Angeles finds that homeowners who choose to build these units
increase their property values by 46 percent on average.?

Second, accessory dwelling units create more flexibility for people to meet their housing needs as the
country’s demographics change. ADUs make intergenerational living feasible, allowing young adults or
elderly people to live with family members in spaces that can be built to accommodate accessibility
requirements.*

Third, accessory dwelling units also have the benefit of being one of the most affordable types of new
housing. Because ADUs are built on land attached to a single-family home, their land cost is zero. They
also offer renters a more affordable type of housing. For example, in Washington, DC, basement
apartments are the most common type of ADU, and they tend to rent for hundreds of dollars less per
month than standard one-bedroom apartments in the same neighborhood.® Similarly, in Los Angeles
County a survey of homeowners found that ADUs typically rent for $400 less per month than the
county’s median rent.’

2. LAND USE REGULATIONS LIMIT NEW HOUSING AND INFLATE HOUSING COSTS

When zoning rules constrain housing supply—as is the case in high-cost regions in Colorado—the result
is a limited supply of existing homes that become more expensive, forcing lower-income families to live
elsewhere.” This harms the state’s most vulnerable residents and undermines the state’s central role in
securing economic opportunity for all.®

For every new home built, many households will move among the existing housing stock. Most of the
changing character of a city comes from the movement of people between structures, not the
production or renovation of structures. When a granny flat is built in Greenwood Village, rents decline
in Aurora, because when granny moves in with her extended family in Greenwood Village, another
family moves into her old house, and another family moves into their old apartment—and so on down
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the line to Aurora. Allowing new units of all types helps residents across the city as much as it helps the
new tenants.

This is clear in Denver. At the height of the 2006 housing boom, homes in the wealthiest parts of
Denver typically sold for about three times a resident’s income. That is still the case in 2024. However,
while in 2006 homes in the poorest parts of Denver sold for about five times a resident’s income, today
they sell for eight times their income. And the price of the median home in Denver falls reliably
between prices in the wealthiest and poorest neighborhoods, rising from about four times to six times a
resident’s income. Every family’s cost of living is related across a city: When a city lacks adequate
housing of any kind, it affects countless decisions families make about moving across the city. Costs rise
the most where housing was the cheapest because families that live in those homes have fewer choices
and less power to avoid rising rents. This pattern can be seen in cities across the United States because
regulations, such as limits on ADUs, keep new home construction unsustainably low.’

3. THE STATE HAS A ROLE IN ALLOWING CONSTRUCTION OF ACCESSORY DWELLING UNITS

Zoning and other land use regulations are generally implemented at the local level, but the state has an
important role in limiting the ability of localities to stand in the way of new housing development.©
Because localities are creatures of their states, states have the legal authority to set limits on local
regulation. The effects of local rules that prevent home building in one locality spill over to the next.
Local land use regulations that limit population growth, economic growth, and income mobility within
one city or county limit growth and opportunity for the whole state. Only the state legislature has the

breadth of authority to address this.

CONCLUSION

Housing affordability is a central challenge for many Colorado residents, and the principal source of
this challenge is local land use regulations that limit property owners’ right to build housing. Permitting
Colorado homeowners to build ADUs is one way to provide greater housing choice and allow for a more
flexible housing supply for all Colorado residents. It is appropriate for state policymakers to step in to
set limits on local land use regulations and to increase homeowner rights, because at the end of the day,
regulations that stand in the way of housing affordability and economic opportunity in one
neighborhood affect the entire state.

9 Kevin Erdmann, “Price Is the Medium Through Which Housing Filters Up and Down: A Proposal for Price/Income as an
Indicator of Housing Supply Elasticity” (Mercatus Research Paper, Mercatus Center at George Mason University,
Arlington, VA, November 18, 2022); Kevin Erdmann, “Home Price Trends Point to a Worsening Lack of Supply” (Mercatus
Research Paper, Mercatus Center at George Mason University, Arlington, VA, May 30, 2023).

10 Emily Hamilton, “The Case for Preemption in Land-Use Regulation” in “Capitol Hill, State House, or City Hall: Debating
the Location of Political Power and Decision-Making: A Mercatus Colloquium,” ed. Eileen Norcross (Mercatus Center at
George Mason University, July 20, 2017), https://www.mercatus.org/research/essays/capitol-hill-state-house-or-city-
hall-debating-location-political-power-and.



