PAGE  
1

An Overview of Research on the Costs of Housing Regulation

Steven F. Hayward

American Enterprise Institute


The most frequent and popular remedy for the problems associated with suburban growth is to extend political controls on new development.  Political controls of varying degrees of severity have been established in many regions of the United States, and are usually justified on environmental grounds, or on grounds that local public facilities lack the capacity to accommodate new growth and will become congested if growth continues.  Political controls are usually instigated and overseen by local governments, but are occasionally conceived and implemented by regional or even state governments.


Political controls on growth typically come in a some combination of the following forms: numerical limits on the amount and kind of development that can be built; specifications on minimum lot sizes (i.e., large lot zoning); lengthy procedural and planning delays to slow down the pace of development; urban limit lines or other geographical restrictions on the amount of land available for development; and impact fees and other exactions that have the practical effect of reducing the amount of development. Once a mandate for aggressive control is in place, the built-in incentive for planning bureaucracies is to have a lengthy and difficult process, bringing as many factors of development decisions making as possible under their purview.  There are few incentives for planners to expedite the control process.  Planning bureaucracies typically do not have sufficient regard for the financial risk borne by builders and developers, and the way in which regulations can increase financial risk.
  Hence the review process for development, which is already quite lengthy under ordinary circumstances, often becomes unreasonably lengthy and costly, and can aggravate the very problems the process is intended to cure.


While political controls on growth are very popular, they have several unintended consequences, have higher costs than benefits to the local communities, and often don’t solve the problems they are intended to solve.  Scholars have been studying the effects of growth regulations on housing prices for more than 25 years, producing a vast body of research.  


One of the most compelling recent studies comes from the Harvard Institute of Economic Research.  The paper, “The Impact of Zoning on Housing Affordability” by Prof. Edward Glaesser of Harvard and Prof. Joseph Gyourko of the Wharton School (available at http://post.economics.harvard.edu/hier/2002papers/2002list.html), conducted several different regression analyses on dynamic variables of the housing market nationwide trying to explain why the price of housing is close to the cost of construction in most areas of the nation, but way above the cost of construction in several areas clustered mostly on the two coasts.  For the nation as a whole, the authors conclude, there isn’t really an affordable housing crisis, which is one reason why the national home ownership rate is currently at an all time high.  However, the home ownership rate in California is the second lowest in the nation and is falling, and is closely followed by other coastal states.  The Harvard authors rule out several explanations for this and fix their gaze on zoning and land use regulation.  Using the average length of time required to obtain a building permit as the dependent variable, the Harvard study finds that “measures of zoning strictness are highly correlated with high prices.  While our evidence is suggestive, not definitive, it seems to suggest that this form of government regulation is responsible for high housing costs where they exist.”


A recent study by economist Randall Pozdena of QuantEcon concludes that the aggressive growth controls of Portland, Oregon have added $7,000 to $10,000 to the cost of an average home in the Portland Metro area.
  


The large body of research that has accumulated over the last 25 years agrees on several main points:

• Growth controls lead to sharply higher housing prices, aggravating the shortage of affordable housing.  Numerous studies find that local growth controls raise the price of new and existing homes by 10 percent to as much as 40 percent, depending on a host of local variables (such as housing opportunities and growth restrictions in neighboring communities—the more geographically extensive the controls, the more prices generally increase).
  

—One study found that Bay Area commu​nities with growth controls experienced a 16 - 26 percent increase in housing prices.
 

—Another study found that growth caps in Petaluma, California growth controls resulted in larger, more expensive housing being built, thus excluding many people who cannot afford the higher price level.  Moreover, these controls actually encouraged sprawl, as new development pushed out further to neighboring communities such as Rohnert Park.

—Several studies have found that growth control affects housing prices in neighboring cities as well as the city in which the controls are enacted.  This is known as a “spillover” effect.  David Dowall and John Landis concluded that “the housing price effects of pursuing restrictive growth policies in expanding urban areas, far from being localized, are significant and wide-spread.”

• One of the unintended consequences of growth control is that it changes the dynamics of the homebuilding industry to the detriment of home buyers.  In addition to boosting home prices overall, the home building industry tends to respond to growth constraints by building different types of housing than would otherwise be built in the absence of controls.  When fewer homes are allowed to be built, builders typically build larger, more expensive homes to preserve their operating margins.  This results in fewer homes that are affordable to low and middle income households.  A good comparison to make is with the Japanese auto industry, which responded to the import restrictions of the 1980 by changing the kind of cars built for import into the U.S., from small high-mileage sedans to higher-priced luxury cars.  While selling fewer cars in the U.S., Japanese car companies nonetheless preserved their profit margin.  

—For example, MIT Prof. Bernard Frieden’s study of growth control in the San Francisco bay area (The Environmental Protection Hustle) found that of four proposed housing developments that called for 25,514 new houses, growth restrictions led to the approval of only 3,445 units, for a net loss of 22,069 housing units.  The units that were built were two to three times more expensive than originally planned.

—This is, of course, one of the unstated reasons why growth control is popular, since it provides a windfall for existing homeowners.  But governments concerned with equal opportunity should be troubled by this aspect of the enthusiasm for growth control.

—This is precisely where the issue is reduced from economic statistics to a moral and social argument.  The anti-growth argument about the “quality of life” should be contrasted with a deeper understanding of what “quality of life” should mean.  It should not be understood to mean the exclusive enjoyment of property and homeownership for only the wealthier upper middle class, with the power of the law used to prevent others from enjoying their own opportunity in the same measure.

—One should contrast the anti-growth attitude with a famous statement of Abraham Lincoln’s: “Property is the fruit of labor...That some should be rich shows that others may become rich, and hence is just encouragement to industry and enterprise.  Let not him who is houseless pull down the house of another, but let him labor diligently and build one for himself, thus by example assuring that his own shall be safe from violence when built.”  Today we have the opposite attitude; those with homes do not want any more built, and express contempt for the rights and opportunity of the next generation that is the spirit of Lincoln’s America.  

•  Growth controls transform the local homebuilding industry from a competitive market offering the consumers the benefit of numerous producers, to a cartel-like market where a few large producers dominate the market.  Urban affairs scholar Richard Peiser comments: “Greater regulatory risk makes it harder for small developers to compete.  It serves as a barrier to entry, ultimately leading to a monopoly situation where only a few large developers are able to compete in a given market.  Ironically, instead of improving the benefit-cost ratio of development, the complexity of entangled regulations may lead to lower net benefits, if reduced competition leads to monopoly rents.”
  This kind of politically-constricted marketplace is also an invitation to corruption.

• Growth controls lead to land prices rising faster than incomes.  Several studies have found growth controls lead to rapidly increasing prices for the raw land that is left available for development.  This is a function both of market scarcity and of political expectations of the future availability of land.  Some studies have found land prices that are 5 to 15 percent above comparable land in neighboring jurisdictions with fewer controls, and other studies have found that land prices rise over time faster than incomes rise, meaning that the problem of increasing development cost is not just a one-time phenomenon.

• Growth controls are often counter-productive.  The two most obvious ways are: 1) shifting growth to other areas—often further outlying areas—and hence aggravating traffic congestion and further decentralizing development; and 2) increasing the cost of so-called “infill” land within urban areas, where growth control plans typically intend to encourage more intensive development.  Infill development, ironically, occurs more effectively and efficiently where infill land prices are low because there is a functioning, competitive land market at the periphery of suburban communities.  

—One study comparing California cities with growth control and cities without growth control found no significant difference between them with respect to “quality of life” amenities, such as open space or parks, or with respect to public services such as schools, police and fire protection, and water quality.

• Growth controls retard general economic growth.   Growth controls undermine prosperity in direct and indirect ways.  To the extent growth controls reduce the amount of construction activity that takes place, the direct effect is easy to measure.  The construction industry is one of the leading segments of the economy.  Economic data for the construction industry shows that every $1 million of construction activity generates $2 million in total local economic activity, including $800,000 in individual earnings and about 15 non-construction jobs.
  The cumulative or indirect effect of diminished growth is harder to measure precisely, but some studies have estimated that growth controls have resulted in as much as a 4 percent reduction in personal income in the areas affected by such controls.

• The costs of growth controls are higher than their benefits.  A Lincoln Institute of Land Policy study of suburban growth control concludes: “Growth controls and other aggressive extensions of land use regulations probably impose costs on society that are larger than the benefits they provide.  The higher housing prices associated with communities that impose growth controls are more likely the result of wasteful supply constraints than benign amenity production.”
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