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March 27, 2026

The Honorable Tommy Waters
Chair and Presiding Officer

and Members
Honolulu City Council
530 South King Street, Room 202
Honolulu, Hawai’i 96813

Dear Chair Waters and Councilmembers:

SUBJECT: University of Hawai’i Economic Research Organization
Analysis of Chapter 32 of the Revised Ordinance of Honolulu
Relating to Affordable Rental Housing

Please find attached the preliminary findings from the University of Hawai’i
Economic Research Organization (UHERO) analysis regarding Chapter 32 of the
Revised Ordinances of Honolulu relating to Affordable Rental Housing. We would like to
note that the report is a draft, which UHERO intends to further develop based on
additional feedback and analysis. Additionally, the report’s conclusions and
recommendations are not final from the Department’s standpoint and should not be
understood at this stage to represent the Department’s position. In developing its
recommendations for Chapter 32 reform, the Department will consider the UHERO
analysis alongside stakeholder feedback and the Department’s own ongoing review.

We welcome the opportunity to work with the Council to further develop and
advance changes that will strengthen Chapter 32 and improve its effectiveness in
supporting housing that contributes to vibrant and welcoming communities in Honolulu.
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If you have any questions, please contact me or Gavin Thornton, Director of
Housing Policy, at (808) 768-4277.

Sincerely,

—‘I————- ~

Kevin 0. Auger
Director

Attachment

cc: Council Vice Chair Andria Tupola

APPROVED:

ichael D. F~mby, Managing Director
Office of the Managing Director
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Executive Summary
Honolulu’s housing crunch is squeezing households in the 60 to 120 percent AMI range
between subsidized housing programs they cannot qualify for and a private market they struggle
to afford. Because the city’s housing deficit exceeds what can realistically be met through limited
public funding, workforce housing policy must play a central role. This report evaluates Bill 7
(2019), codified in ROH Chapter 32, as Honolulu’s main infill workforce housing tool for the
“missing middle.” In exchange for providing rental housing affordable to moderate-income
households, eligible projects receive regulatory relief and financial support, including parking
exemptions, added density, fee waivers, and expedited permits. Bill 7 has already produced 189
workforce housing units and permitted hundreds more, showing that small-lot infill housing can
be delivered under the program, even if it has not yet reached its goal of 500 units per year.

A prototype parcel-level pro forma simulation, adapted from the Terner Center’s housing supply
modeling framework, suggests that standard zoning makes most small urban sites financially
nonviable, while Bill 7 moves many of those same parcels into a feasible range. Under base
zoning, expected production across 62 tested parcels is about 102 units; under Bill 7
assumptions, expected production rises to roughly 1,685. units. Bill 7 projects are also
concentrated in transit-rich, less car-dependent neighborhoods, suggesting that the program’s
parking exemptions generally align with actual neighborhood conditions. UHERO also finds that
Bill 7 projects are concentrated in transit-rich neighborhoods where households are less
car-dependent than the county overall~ suggesting that the program’s parking exemptions are
generally well matched to actual neighborhood conditions.

Where Bill 7 has fallen short is implementation. Although the ordinance promises a 90-day
permitting pathway, observed timelines have been far longer: for mature cohorts, median
processingtimes ranged from 518 to 1,000 days, and among permitted pending projects the
average.time from application to permit issuance was 661 days. In other words, Honolulu has
created a program whose incentives may be strong enough to make projects pencil, but whose
administrative performance often erodes much of that value. The report’s central conclusion is
not that Bill 7 is misguided, but that its operational model is underperforming.

The report concludes by exploring possible options for strengthening Bill 7. These include
creating a genuinely distinct permit pathway for Chapter 32 projects, reassessing which current
exemptions still deliver real economic value under present market conditions, and developing a
second-generation TOD or rail-oriented tier with greater intensity near Skyline stations. Over
time, the city could also pair Bill 7 with new land access and revolving finance tools, such as
public site disposition, loan guarantees, interest-rate buy-downs, or subordinate recoverable
loans. Initial outcomes from the Bill 7 program show that targeted land-use reform can make
workforce housing feasible on small urban parcels. The next challenge is to make that system
fast, reliable, and scalable.



Background: Honolulu’s workforce housing shortage

Working families are caught in a widening gap between
subsidized rentals and homeownership
Housing scholars have opined that “in well-functioning housing markets, middle-income families
shouldn’t need subsidies” (Schuetz and Ford, 2019). Honolulu is not one of those markets. To
buy a typical single-family home on Qahu today, a family needs to make 215% of the typical
household income. Put another way, housing is so unaffordable that at this point it would usually
take the combined efforts of 2 families to purchase 1 home. Condominiums, long seen as the
first step on the housing ladder, are also out of reach for the majority of Honolulu households1.
For most residents, therefore, renting is the only housing option.

Yet renting offers little relief. On Oahu, the typical renter spends more than one-third of
household income on rent, and nearly three in ten renters spend more than half (Tyndall et al.,
2025). Middle-income renters, defined as 60—120% AMI, are in a particularly difficult position:
they earn too much to qualify for conventional affordable housing programs—such as public
housing, vouchers, or LIHTC units—but not enough to comfortably afford market rents or home
prices. They are caught in a widening gap between the two.

Honolulu needs more housing, faster, at nearly all income levels
The 2024 Hawaii Housing Planning Study estimates that the City and County of Honolulu would
have needed to build an additional 25,710 housing units by Dec. 2027 to meet demand (Ward
Research, 2024). Importantly, that estimate includes all 10,359 units that are expected to be
completed by then. In other words, Honolulu would need to build housing roughly 2.5 times as
quickly as it does now to address its longstanding deficit. As shown in the table below, demand
exceeds supply at every income level except the highest, 180+ AMI.

1 These figures are unpublished county-level estimates from the 2025 UHERO Housing Factbook.



TABLE 39 HOUSING UNITS NEEDED BY TENANCY, TYPE, AND PRICE SEGMENT, STATE OF
HAWAI’I, 2023-2027

Total Units Needed, 2023 through 2027
HUD Income ClassIfication

LT3O 30 to 50 50 to 60 60 to 80 80 to 120 120 to 140 to 180+ Total

~tateofHawai’i 17,242 11,166 4,589 9,103 8,547 4,396 4,346 5101 64,490
)wnership Units 4,808 3,539 2,175 5,863 5,196 3,059 2,660 2,687 29,987

SingIe-FamiI~ 3,980 2,738 1,627 4,450 3,655 2,782 2,629 4,037 25,898
Multi-Famil 828 801 550 1,413 1,540 277 32 1 350 4,091

~entaI Units 12,435 7,625 2,415 3,240 3,351 1,337 1,685 2,413 34,501
Single-Famil 6,288 4,035 1,588 3,030 1 951 1,121 912 1,557 20,482

Multi-Famil 6,149 3,591 827 210 1 398 215 773 855 14,018

lonolulu 7,314 4,912 1,869 4,581 4,036 1,201 1,907 -110 25,710
)wnership Units 1,442 1,483 1,036 2,992 2,483 949 1,011 -1,109 10,287

SingIe-Famil 871 920 682 2,006 1,459 972 1,381 692 8,983
Multi-Famil 571 563 354 986 1,024 -370 -1,801 1,304

~ental Units 5,873 3,428 833 1,589 1 553 251 896 999 15,422
Single-Famil 2,174 1,054 335 1,012 603 302 447 624 6,551

Multi-Famil 3,699 2 374 498 577 950 449 375 8,870

Source: 2024 Hawai’i Housing Planning Study

More than half (55%) of the need is below 60% AMI, the focus of most federal housing
programs. Another third is between 60 and 120% AMI, aligning with the gap noted above.
Because federal policies do not address this segment directly, it falls to states and localities to
develop supplemental policy solutions. The Hawai’i Housing Finance and Development
Corporation (HHFDC) provides gap financing for both for-sale and rental housing projects in this
range from its suite of revolving funds and through multifamily revenue bonds. These programs
have produced, on average, 1,100 units per year across the state since 2019, according to
HHFDC annual reports (HHFDC, 2026). While every unit helps, these volumes still fall far short
of the need in Honolulu.

Accelerating workforce housing production requires a combination
of evidence-based, contextual policy tools
Recognizing this, City elected officials have allocated historic amounts to affordable housing in
recent years. The City’s FY2026 capital budget included over $1 35M for this purpose: $1 OM for
the Affordable Housing Fund (AHF), $100M for Affordable Housing Mixed-Use Development,
and $25M for Transit-Oriented Development housing and infrastructure. The Mayor’s proposed
FY2027 capital budget also includes $127M for housing: $27M for the AHF and $IOOM for
Affordable Housing Mixed Use Development (City and County of Honolulu, 2026). While
significant, the FY2027 proposal still equals about $127 per resident, or about $4,932 per
needed unit—far less than the amount needed to construct them.



These funds are mostly one-time appropriations. Future years could see priorities change or
economic conditions worsen, making it more difficult for the City to sustain this level of
investment. Of the $1 27M proposed this year, and the $1 35M authorized last year, only about
$9M (0.5% of real property tax revenue) is guaranteed to the AHF under Section 9-204 of the
Revised Charter of Honolulu. The AHF is also limited to supporting rental housing for
households at or below 60% of AMI, whether alone or in a mixed-use development.

Because the housing need at nearly all income levels is so large, because the discretionary
funds available to address the housing crisis are necessarily limited by economic conditions and
the many other demands on the General Fund, and because the Charter mandates that the City
focus its limited guaranteed local funding on the lowest income tiers, if the City is to accelerate
the production of workforce housing in the 60-120% AMI range it must employ policy tools
beyond direct subsidy. To be effective, these tools should be based on evidence from Honolulu
as well as comparable cities. Collectively, they must make below-market development financially
feasible through some combination of higher revenues and lower costs.

Literature review: Workforce housing programs
Workforce housing programs aim to increase the supply of homes affordable to
moderate-income households, usually by trading public benefits for private production. In
exchange for meeting affordability rules, qualifying projects may receive faster approvals,
flexible development standards, reduced fees, or other support. In high-cost urban markets,
these programs often focus on infill sites that already have roads, utilities, jobs, and transit
nearby. The academic literature suggests three main lessons for Honolulu: successful programs
must remove the local barriers that block housing, they must be calibrated so projects remain
financially feasible, and they create the greatest public value when they produce housing in
high-access locations.

Lesson 1: Successful programs target barriers that matter locally
A workforce housing program works only if it addresses the main obstacles to development in its
own jurisdiction. In Honolulu, recent state and local research points to a familiar set of barriers:
infrastructure constraints, zoning rules, development fees and requirements, financing gaps,
community opposition, and permitting delays (Hawai’i Housing Finance and Development
Corporation [HHFDC], 2025). DBEDT estimates that permit delays in Honolulu imposed large
costs from 2022 to 2023, including about $202 million on private developers and $56.7 million
on the City’s own projects; the report equates them to a —7 percent tax on new development
(Department of Business, Economic Development & Tourism [DBEDT], 2025). UHERO likewise
finds that Hawai’i has unusually burdensome housing regulations relative to other states and
counties, with approval delay and related rules adding materially to development cost (Inafuku
et al., 2022; Tyndall and Kim, 2024). Any successful program in Honolulu, therefore, must
include components related to zoning, permitting, and other mandates.



Lesson 2: Affordability requirements and incentives must be
calibrated to project feasibility

Workforce housing programs only produce units when the affordability requirements are realistic
and the incentives are large enough to offset their cost. Schuetz, Meltzer, and Been (2009)
identify three core choices: how many units must be affordable, which income group they serve,
and how long the affordability must last. The more stringent these requirements, the lower the
project revenue relative to a fully market-rate project for a project of the same size and density.
Jacobus (2015) describes the gap between market revenue and restricted affordable revenue
as the developer’s “opportunity cost.” If that gap is too large, projects will not move forward
unless the program provides enough value in return through tools such as added density, fee
waivers, or faster approvals. This is especially important in Hawaii, where baseline construction
costs are already high and even modest affordability mandates can make projects difficult to
finance (Inafuku et al., 2022). -.

Lesson 3: The greatest public benefit comes: from building
workforce housing in job-rich, transit-served locations
The value of workforce housing depends not only on price, but also on location. Bertaud (2015)
argues that cities function as labor markets, and that urban productivity depends on preserving
access to jobs across the metropolitan area. Durations: of unemployment tend to be shorter
when workers are located near to accessible job opportunities (Andersson et al., 2018). More
recent research finds that access to affordable housing improves labor-market outcomes,
including labor income, job quality, and-unemployment, with stronger effects when housing has
better access to employment (Dauth, Mense, and Wrede 2024). Blumenberg and Siddiq (2023)
find that when affordable housing is scarce near jobs, lower- and middle-wage workers
commute farther. Hsieh and Moretti (2019) show more broadly that when high-productivity
places do not allowenough housing, the resulting spatial misallocation reduces overall
economic output. A well-designed workforce housing program should not aim only to add units,
but to add them in places where households can more easily reach jobs, schools, services, and
transit. Infill workforce housing can therefore advance both housing affordability and broader
goals such as increasing economic opportunity, reducing vehicle miles traveled, and using
existing infrastructure more efficiently. In other words, infill development is better for both its
own residents and the city at large.

Analysis: Outcomes of the Bill 7 program to date
Honolulu’s Bill 7 program, codified in ROH Chapter 32, is the city’s main infill workforce housing
tool for the “missing middle.” First enacted as Ordinance 19-8 and currently set to expire in
2030, it creates a voluntary, by-right development pathway for small, underused urban parcels
that are often too constrained for conventional market-rate projects. The program applies only to
lots of 20,000 square feet or less in apartment, apartment mixed-use, and business mixed-use



districts, and is designed to make small-lot rental housing feasible for local landowners and
smaller developers. In exchange for providing workforce housing—generally requiring that 80
percent of units be rented to households earning no more than 100 percent of area median
income for at least 15 years—eligible projects receive a package of incentives, including an
exemption from off-street parking requirements, higher allowable density and height, fee
waivers, and expedited permit processing. Together, these provisions are intended to lower
development costs, reduce delay, and increase development potential to make workforce rental
housing feasible here. A longer description of the Bill 7 program is contained in the Appendix.

To understand how the Bill 7 program has performed relative to its original intent, and whether
its design incorporates the lessons noted above, we analyze 4 key questions:

- How many units has Bill 7 delivered? (target: 500 units per year)
- How quickly are Bill 7 projects being permitted (target: 90 days)
- Is Bill 7 concentrated in job-rich, transit-served locations?
- Are program incentives calibrated to project feasibility?

We address these questions with a combination of federal, state, and local administrative data;
interviews with Bill 7 developers; and a prototype feasibility simulator developed by UHERO.

Production volume and pipeline
Methodology. Bill 7 established a target of 500 units per year. We review building permit data
from DPP, categorizing permits into Bill 7 multifamily, non-Bill 7 multifamily, and other. Then we
compare the total number of units and projects reviewed, permitted, and constructed by year in
each category, noting any distinctive trends.

ROH CHAPTER 32 MULTIFAMILY HOUSING PIPELINE
Total ROH ChaOter 32 units moving through OPP, categorized by current stage

Policy Goal (500 units constructed/year)

0

0
I.

ApplicatIon Year

In Appication Review • Approved & Permitted • Constructed (CO ssued)

Source City and County of Honolulu Department of Planning and Permitting (DPP)


























