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The New Feudalism

Why States Must Repeal Growth-Management Laws
By Randal O’Toole

EX EC U T I V E S UMMARY

G

rowth-management laws and plans,
which strictly regulate what people can
and cannot do with their land in the
name of controlling urban sprawl, do far
more harm than good and should be repealed. To correct the problems created by growth management, states should restrict the authority of municipal
governments, especially counties, to regulate land uses.
Some 13 states have growth-management laws that
require local governments to attempt to contain urban
growth. These laws take development rights from rural
landowners and effectively create a “new feudalism” in
which the government decides who gets to develop their
land and how. The strictest laws are in California and
Hawaii, followed by Oregon, Washington, New Jersey,
and several Northeastern states.
Growth-management advocates say that their policies
protect farms and open space, save energy and reduce air
pollution, and reduce urban service costs. However, farms
and open space hardly need saving, as the nation has an
abundance of both. There are much better ways of saving

energy and reducing pollution that cost less and don’t
make housing unaffordable. Finally, the costs of growth
management are far greater than the costs of letting
people live in densities that they prefer.
As compared to the trivial or nonexistent benefits of
growth management, the costs are huge. Median home
prices in growth-managed regions are typically two to
four times more than those in unmanaged areas. Growth
restrictions also dramatically increase home price
volatility, making homeownership a riskier investment.
Growth management slows regional growth, exacerbates
income inequality, and particularly harms low-income
families, especially minorities such as African Americans
and Latinos.
The key to keeping housing affordable is exactly the
opposite of what growth management prescribes: minimizing the regulation of vacant lands outside of incorporated cities. Allowing developers to build on those lands
in response to market demand will also discourage cities
from overregulation lest they unnecessarily push development outside the city.

Randal O’Toole is a senior fellow with the Cato Institute and author of American Nightmare: How Government Undermines the Dream of
Homeownership (Cato Institute, 2012).
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INTRODUCTION

Under the feudalistic system of medieval
Europe the monarch owned all of the land in
a country and people were allowed to use that
land only at his or her sufferance and by paying
an annual royalty to the monarch. Substitute
“government” for “monarch” and this system
still prevails in most of the world today, including much of Africa, Asia, and South America.
In the “more enlightened” parts of Europe
and North America, however, a new kind of
feudalism has taken hold. Under this new feudalism people may own private property, but
what they can do with that property is strictly
controlled by the government. The new feudalism was pioneered by Great Britain in 1947, but
has since been adopted by many other European countries, Australia, New Zealand, and by
several American states and Canadian provinces, most notably British C
 olumbia, California,
Florida, Hawaii, O
 regon, Washington, and several Northeastern states.
The policies that restrict private property
under the new feudalism are collectively known
to urban planners as growth management.1
These include any policies designed to influence either where or how fast growth takes
place. The most popular form of growth management today is smart growth, which focuses
on limiting the expansion of urban areas and
increasing population densities in areas that
are already urbanized. Some older forms of
growth management, which might be called
slow growth, attempted to limit the expansion
of urban areas while also limiting the density
or growth rates of those areas.
Advocates of growth management say that
it produces many benefits, including preservation of farm lands, energy savings, reduced
air pollution, and lower infrastructure costs.
In fact, these benefits are either imaginary or
could more easily be achieved in other ways
without restricting property rights.
Farm lands, for example, are extremely abundant and do not need protection from urbanization. More energy can be saved and pollution
reduced at a far lower cost by m
 aking motor vehicles and buildings more energy efficient than

by attempting to influence land-use patterns.
The small savings in infrastructure costs from
growth management also pale in comparison to
the high costs of growth management.
In comparison with the dubious benefits
of growth management, the costs are overwhelming. The most quantifiable cost is the
effect on housing prices. Housing typically
costs two to five times more in states with
growth-management laws than in states without such laws. While the data are not as readily available for commercial and industrial real
estate, growth management has similar effects
on their prices as well.
Growth management also increases the
volatility of real estate prices, leading to
bubbles. In places with no growth management, real estate bubbles are so rare as to be
nearly nonexistent. But most places that pass
growth-management laws soon begin to experience volatile prices and bubbles: Britain
has had at least three bubbles since passing its
1947 law; California has had three and is entering a fourth; and Oregon has had two and is
entering a third. Increased volatility discourages homeownership by increasing the risk of
purchasing a home.
By increasing real estate prices, growth management slows the growth of states and regions
that have adopted it and, in turn, of the nation
as a whole. While many states that have not adopted growth management have grown faster
as a result of people and businesses migrating
from growth-managed states, the cost of such
migrations are a deadweight loss on society.
As a result, the nation’s overall growth in gross
domestic product is close to 10 percent lower
than it would be without growth management.
Another major cost is an increase in income
and wealth inequality. Indeed, much of the
increase in inequality since 1968 (when American
inequality was at its lowest) is due to growth management enriching existing homeowners while
impoverishing new home buyers and renters.
A final major cost is unemployment. Normally, homeowners have lower unemployment
rates than renters. But growth management
reverses this because it can make selling a

house and moving crushingly expensive. Thus,
many homeowners in growth-managed regions remain unemployed rather than search
for work in other parts of the country.
These costs fall disproportionately on lowincome families, many of whom are minorities.
The effect of growth management can be seen
by considering African Americans, who remain the least economically mobile minority
in America. While urban areas with the most
intensive growth management, such as the
San Francisco Bay Area and Honolulu, continue to grow, albeit slowly, their Black populations are often declining. African American
populations in other growth-managed areas
may be growing, but the quality of the housing
they live in is declining.
For all these reasons, it is imperative that
states repeal laws mandating or authorizing
city, county, and regional governments to practice growth management. Local and regional
governments that practice growth management should abolish their plans.

THE HISTORY OF GROWTH
MANAGEMENT

The first democratic nation to use growth
management was the United Kingdom, whose
parliament passed the Town & Country Planning
Act in 1947. This law established large greenbelts
around all major cities and forbade new developments in those belts.2 Later laws restricted
development on most other rural lands as well.
A small number of people own most rural land
in Britain: just 36,000 own half the land in the
country.3 Those landowners were compensated
with an annual payment that today exceeds $120
per acre, or more than $5 billion per year nationwide.4 Britain’s example inspired many European
nations, as well as Australia and New Zealand, to
pass similar laws, while in Canada, the British
Columbia legislature passed the first of several
increasingly restrictive laws, beginning with the
Town Planning Act in 1949, and most recently,
the Growth Strategies Act of 1995.5
In 1961, Hawaii became the first American
state to pass a growth-management law. Act

187 divided the state into three types of land:
urban, agriculture, and conservation, and restricted development on the latter two types.
In 1963, a fourth type was added, rural, probably to keep undeveloped lands from being
urbanized even if they had no agricultural or
conservation value.6
In 1963, the California legislature passed AB
1662, sometimes called the Knox-Nesbit Act,
to regulate city annexations and the formation
of new cities and service districts.7 Although
not intended to be a growth-management law,
AB 1662 placed authority over annexations
and new governments in the hands of the cities. The cities soon realized that they could
force most new development (and associated
tax revenues) to stay within their borders by
denying applications for new cities and service
districts. Many cities and counties soon drew
urban-growth boundaries outside of which development was strictly limited.
The barriers to growth created by this law
were compounded by the 1970 passage of the
California Environmental Quality Act, which
required a detailed analysis prior to any public
actions. State courts held that expanding an
urban-growth boundary required such an analysis, the cost of which became so prohibitive
that boundaries are almost never expanded.
The Los Angeles, San Diego, and San
Francisco–Oakland urban areas are all heavily constrained by these laws. For example,
only 34 percent of the five counties in which
the San Francisco–Oakland urban area is located have been urbanized. About 20 percent
is public land, leaving 45 percent available for
urbanization. But this land, although it is private, cannot be developed because of growth
boundaries and other government restrictions. Similarly, two-thirds of the three-county
Los Angeles area (Los Angeles, Orange, and
Ventura counties) and more than 80 percent of
San Diego County are undeveloped rural land.8
Taken together, California’s laws could
be considered a slow-growth-management
scheme rather than smart growth, as many
of the cities and counties that passed urbangrowth boundaries also limited population
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densities within the boundaries. In 2008, the
California legislature attempted to convert
this to smart growth by passing Senate Bill 375,
which requires cities to rezone to higher densities, supposedly in order to reduce greenhouse
gas emissions.9 Yet the densities of major
California urban areas had already increased to
well above the national average for urbanized
areas of about 2,500 people per square mile.
Between 1980 and 2010, San Francisco’s urban density grew by 32 percent to 5,300 people
per square mile; Los Angeles’ by 28 percent to
6,620 people per square mile; and San D
 iego’s
by 45 percent to 4,040 people per square mile.10
Between 1970 and 2000, 11 more states
passed statewide planning laws, most of which
ended up requiring urban-growth boundaries around most or all cities in those states:
Vermont (1970), Oregon (1973), Connecticut
(1974), Florida (1985), New Hampshire (1985),
New Jersey (1986), Maine (1988), Rhode Island
(1988), Washington (1990), Maryland (1992),
and Delaware (1995).11 Georgia passed a state
planning law in 1989 but never implemented
growth boundaries.12 Tennessee passed a
1998 planning law that requires urban-growth
boundaries, but those boundaries are solely
used to determine where cities may annex
land, not to manage growth. Florida partially
repealed its law in 2011.13
Of the states that mandate urban-growth
boundaries, Oregon’s law is typical and has
served as the model for many of the other
states. Oregon’s Senate Bill 100 created a state
land-use commission that wrote rules that
cities and counties were required to follow in
their planning and zoning. The commission
required that every city have a growth boundary. Although the law requires cities to expand
boundaries to meet future housing needs, a
1993 amendment allows them to meet those
needs by rezoning neighborhoods within the
boundaries to higher densities.
A few other states do not have explicit
growth-management laws but still have effective limits on growth. Nearly 85 percent of
Nevada is owned by the federal government,
and this has hampered growth in the Las Vegas

and Reno urban areas. Like most New E
 ngland
states, M
 assachusetts has mostly given up on the
county level of government, so cities and townships control land uses and have limited the geographic expansion of Boston and other cities.
A few cities and urban areas outside of these
states also practice growth management. Most
notable is Boulder, Colorado, which has purchased land or easements to form a greenbelt
around the city equal to more than nine times
the land area of the city itself. Boulder’s plan
was a slow-growth plan, as it also limited the
number of building permits that could be issued within the city each year. The Denver and
Minneapolis–St. Paul urban areas also have urban-growth or urban-service boundaries outside of which new development is restricted.
Loudoun County, in northern Virginia, uses
large-lot zoning to discourage new development, while Montgomery County, Maryland,
has placed most of the undeveloped land in
the county in either an agricultural reserve or
in easements. Together, these limit the growth
of the Washington, D.C. urban area.
Most other cities in America have zoning, but zoning is not growth management.
In most cases, zoning exists to protect existing neighborhoods from unwanted intrusions,
and many cities and counties readily change
zoning at the request of landowners when the
changes will not significantly affect neighbors.
Texas does not authorize counties to zone.
This allows developers to maintain a large
supply of buildable lots that can absorb the
rapid population growth of Dallas–Ft. Worth,
Houston, San Antonio, and other Texas urban areas. Other states, including Indiana and
Nevada, allow counties to zone but do not require it, and several counties in these states
don’t zone. Even where counties do zone, they
tend to be highly flexible, often putting undeveloped land in a “holding zone” that they will
happily alter if the landowners want to develop the property.
Zoning is far from perfect, but city zoning
alone does not make housing unaffordable.
What makes housing unaffordable is restrictions on development outside the cities. So

long as a significant inventory of land is available for development outside of a city, the region will have room to grow and the city itself
will have an incentive to minimize land-use
regulation lest it lose new developments—and
the resulting tax revenues—to the county or
other nearby cities. Growth management,
whether slow growth or smart growth, aims
to use state and regional governments to restrict rural development in order to force most
growth into the cities. The cities, in turn, then
impose even more restrictions because they
know that developers have nowhere else to go.
In sum, growth management affects housing markets in about a dozen states and several
more urban areas. It also affects housing markets in cities adjacent to those states. Since
Connecticut and New Jersey both have growth
management, New York City is affected. Since
Maryland and northern Virginia counties both
have growth management, Washington, D.C.
is affected. In total, around 40 percent of all
American housing is made artificially expensive by growth management.

THE BENEFITS OF GROWTH
MANAGEMENT

Advocates of growth management argue
that it will do everything from curing obesity to reducing teenage angst. Most of these
claims are absurd.14 However, at least three
arguments deserve detailed consideration as
they are most often cited and fervently believed by many public officials. Growth management is necessary, they say, to preserve
farms, forests, and open space; to save energy
and reduce pollution; and to minimize the
costs of infrastructure and urban services.

Saving Farms, Forests, and Open Spaces
The supposed need to protect farms, forests, and open space from urban sprawl is
probably the most cited reason for growth
management. Yet America is a big country
and urbanization is no threat to the nation’s
abundance of green spaces. Creating artificial
shortages of housing and other urban land uses

in order to protect lands that are abundant is
poor policy.
The U.S. Department of Agriculture says
that, as of 2012, the 48 contiguous states
have more than 900 million acres of agricultural land, of which only about 362 million
acres (40 percent) is used for growing crops.15
Moreover, the number of acres needed for

growing crops has shrunk from 421 million
acres in 1982 because per-acre yields of most
major crops have grown faster than our population.16 As a result, says the department, urbanization “is not considered a threat to the Nation’s food production.”17
Forests are also abundant. The Forest Service says that the United States had 766 million acres of forests in 2012, up from 721 million acres in 1920.18 The increase is mostly due
to the automobile and other motor-powered
vehicles that replaced horses and other animal
power and allowed farmers to convert tens of
millions of acres of pasture land to croplands
and forests. Timber inventories have grown
from 616 million cubic feet of wood in 1953 to
972 million cubic feet in 2012 because forests
have been growing and continue to grow considerably faster than they have been cut.19
Finally, open space is the most abundant
land we have, as it includes agricultural lands,
forests, and other green spaces. The Census
Bureau says that, as of 2010, only 107 million
acres of land have been urbanized in the contiguous 48 states, or just 3.6 percent of nearly
3 billion acres. The most heavily developed
state, New Jersey, is still 60 percent rural open
space.20 Using a somewhat different definition
of “urbanized,” the Department of Agriculture
found 91 million acres were urbanized in 2012.21
Using either figure, more than 96 percent of
the United States remains as rural open space.
There is little danger that population
growth will render American farms, forests,
and open spaces endangered in the future.
The population of Britain is eight times
denser than that of the United States, yet
even that country has a surplus of rural lands.
As economists with the London School of
Economics observe, “planning policies seem
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to considerably overvalue the wider environmental and welfare costs arising from greenfield as compared to brownfield development
and especially overvalue the prevention of
development on all Greenbelt land regardless of that land’s actual environmental or
amenity value.”22

t rying to shift people out of their cars and onto
expensive transit systems.27

Minimizing Infrastructure and Urban
Service Costs

The third major justification for growth
management is that it reduces the costs of infrastructure and urban services. A city that is
Saving Energy and Reducing Pollution
twice as dense as another doesn’t need as many
The claim that denser development will miles of streets, water and sewer pipes, and
save energy by reducing the distances peo- other infrastructure lines. This seems so obviple need to drive was made in a 1973 book, ous that urban planners rarely bother to test it.
Compact City, and has been an article of faith
As it turns out, it isn’t necessarily true that
23
among urban planners ever since. In fact, as denser cities have lower infrastructure costs,
explained in detail in a previous Cato policy or if it is, that reduction is small. A study by
analysis, The Myth of the Compact City, the data Duke University researcher Helen Ladd comfail to support this idea.24
pared urban service costs with population denAs noted in that paper, the Transportation sities. As urban planners would predict, Ladd
Research Board asked David Brownstone, an found that urban service costs declined as deneconomist with the University of California– sities increased up to a density of 200 people
Irvine, to study this issue. After a detailed per square mile. However, at higher densities,
literature review, Brownstone found that urban service costs increased with increasing

most of the studies that found a major link densities.28 For reference, the Census Bureau
between urban form and energy use were defines densities greater than 1,000 people

guilty of self-selection bias—that is, their find- per square mile as urban and densities below
ing that people living in dense neighborhoods that as rural, meaning that any urban density
drove less than those living in less-dense growth management could actually lead to
neighborhoods was due to the fact that peo- higher urban service costs.
ple who didn’t want to drive tended to live in
In 2004, Ladd’s work was updated by
denser neighborhoods. Based on those studies demographer Wendell Cox and economist
that corrected for self-selection, Brownstone Joshua Utt. They found that higher municipal
concluded that the link between density and densities were associated with slightly lower
driving was “too small to be useful” in saving municipal costs per capita. Specifically, “each
energy or reducing pollution or greenhouse 1,000 increase in population per square mile
gas emissions.25
is associated with a $43 per capita reduction
To the extent that there is any link at in municipal expenditures.” In other words,
all 
between density and environmental is- “a virtually unprecedented increase in popusues, there are far better ways to save energy lation density in an already urbanized area
and reduce emissions that cost less and do would trigger a decrease in expenditure equal
not require people to make major changes in to the price of dinner for two at a moderately
lifestyles. For example, single-family “zero- priced restaurant.”29
energy” homes can be built for $125 per square
A study by urban planners at Rutgers
foot, whereas high-rise housing typically costs University compared the costs of urban servicwell over $150 per square foot.26 Similarly, cars es for greenfield developments of different dencan be made more energy efficient than they sities. The study concluded that higher density
are today by substituting aluminum for steel, developments save about $11,000 per home.30
diesel engines for gasoline, and streamlin- Much, if not most, of this cost is paid by resiing for boxy styles, all at a far lower cost than dents, so it is their choice whether to pay a little

higher cost or live in higher d
 ensities. As will be
shown in the next section, a cost of sprawl equal
to $11,000 per home is a pittance compared
with the cost of growth management.
The problem with the Rutgers costs-ofsprawl study is that, in most cases, the choice
offered by growth-management planners is
not to build greenfield developments at lower
or higher densities but whether to build greenfield developments or to redevelop existing
neighborhoods at higher densities. Portland,
Oregon, for example, is attempting to meet
nearly all future housing needs by such redevelopment. Yet it may cost much more to
install infrastructure capable of supporting
higher densities into existing areas than to
develop greenfields. As urban researchers at
Massachusetts Institute of Technology observed, “the cost of creating an additional unit
of sewage or water-carrying capacity may be
much higher than the unit cost of existing capacity if the old sewage or water lines must be
dug up and replaced with larger ones.”31
Rather than attempt to control urban service costs by managing growth, municipal governments should work to ensure that people
pay the costs of the services they use. Then
people will be able to choose the densities
they prefer to live in with a full understanding
of the costs of their choices.

THE COSTS OF GROWTH
MANAGEMENT

Compared with the small and sometimes imaginary costs of sprawl, the costs of
growth management are huge and reverberate throughout the entire economy. These
costs include increases in land, housing, and
other real estate prices; increased real estate
volatility; a resulting reduction in economic
productivity; growing wealth inequality; and
increased unemployment.

Housing and Real Estate Prices
The most visible effect of growth management is a dramatic increase in housing prices
and concurrent decline in housing affordability.

Table 1 compares housing costs and affordability in 14 cities with growth management and
14 cities without growth management.
The first column of numbers shows the
average price of a 2,200-square foot, fourbedroom, two-bath home in 2015 as calculated
by the Coldwell-Banker home listing report.32
The second column shows the median price
of a home as calculated by the 2014 American
Community Survey (which means it is the
median price in 2013).33 The third column is
a standard measure of housing affordability:
the value-to-income ratio—that is, the median
home value divided by median family income
in that city in 2013.34 Finally, the last column
shows the population growth of the urban area
in which the city is located for the years 2000
through 2010.35
The 2,200-square-foot home price and
median home price in most of the areas with
growth management are both more than
$400,000, while a similar 2,200-square-foot
home costs between $200,000 and $300,000
and median prices are between $100,000
and $200,000 in most places without growth
management. The few growth-managed cities
with apparently low housing prices, such as
Hartford and Providence, still have value-toincome ratios that are more than 4.0, while
most cities without growth management have
value-to-income ratios of 3.0 or less.
The more-affordable cities are not affordable because they are less desirable places to
live. In fact, the growth column shows that
most urban areas without growth management are growing much faster than most urban
areas with it. Of course, affordable housing is a
major reason why they are growing faster.
The cities listed in Table 1 are not exceptional. Table 2 shows that the states with the
least-affordable housing tend to be those with
a state growth-management act (shown in
bold); states whose major cities are hemmed in
by other states with growth management (for
example, Washington, D.C., and New York
City); or states whose major cities practice
growth management without a state law (for
example, Colorado, Montana, and Utah). Of
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Table 1
Housing Costs and Affordability

City

Coldwell-Banker
house, 2015*
(dollars)

Median home
value, 2013**
(dollars)

Value-to-income
ratio

Growth,
2000–2010
(percent)

Cities with Growth Management
Los Angeles

816,354

505,500

9.17

3.1

San Francisco

1,360,189

846,800

8.40

1.6

Boulder

1,044,656

530,000

5.70

2.0

Denver

542,575

283,100

3.96

19.6

Hartford

129,736

162,700

4.64

8.6

Washington, D.C.

784,038

486,900

5.79

16.6

1,133,400

591,600

7.88

11.7

Boston

618,609

413,500

6.70

3.7

Bethesda, MD

782,300

873,200

4.27

16.6

Jersey City, NJ

348,859

339,100

5.25

3.1

Portland

400,319

311,800

4.40

16.9

Providence

188,013

183,600

4.46

1.4

Seattle

674,309

473,300

4.58

12.8

Honolulu

Cities with No Growth Management
Phoenix

298,047

178,800

3.22

24.8

Orlando

237,610

168,300

3.34

30.6

Atlanta

207,491

217,700

3.56

29.0

Indianapolis

215,312

117,000

2.25

22.0

Charlotte, NC

242,371

174,400

2.57

64.6

Manchester, NH

252,417

197,400

3.00

10.3

Albuquerque

274,045

185,000

3.11

23.9

Columbus, OH

205,467

129,600

2.34

20.7

Oklahoma City

190,164

139,100

2.36

15.3

Philadelphia

252,102

148,700

3.16

5.7

Columbia, SC

197,297

157,800

2.79

30.7

Nashville

284,395

169,300

2.96

29.3

Dallas

216,160

140,700

3.00

23.5

Houston

237,204

134,500

2.65

29.3

Sources: First column—Coldwell Banker, “2015 Home Listing Report,” 2015, tinyurl.com/CB2015HLR; second and third
columns—2014 American Community Survey, Census Bureau, 2015, median home values from table B25077 divided by
median family incomes from table B19113 for places; fourth column—decennial censuses.
Notes: * The average price of a 2,200 square-foot four-bedroom, two-bath home as calculated by the Coldwell-Banker
home listing report.
** Median price (half of homes are more expensive, half are less expensive) as calculated by the American Community
Survey for the following year.

states with growth-management laws, Maine
is the most affordable, but at a value-to-income ratio of 2.82 it is still less affordable than
the national average of 2.75.
Housing is not the only real estate that is
made less affordable by growth management.
Industrial, commercial, retail, and other real
estate also become more expensive. However,
the best data we have are for housing, so housing should be read as a proxy for all real estate.
Urban planners often deny that growth
management makes housing less affordable.36
They seem to think that the laws of supply and
demand don’t apply to residential land, so they
can constrain the amount of land available for
housing without making it expensive. But numerous studies by economists have reached
the opposite conclusions. A few of these studies include:
■■ University of Washington economist
Theo Eicher compared a database of landuse regulations with housing prices and
found that high housing prices are “associated with cost-increasing land-use regulations (approval delays) and statewide
growth management.”37
■■ University of North Carolina real-estate
economists Donald Jud and D
aniel
Winkler found that rapid growth in housing prices is strongly “correlated with restrictive growth management policies
and limitations on land availability.”38
■■ “Government regulation is responsible
for high housing costs,” say Harvard
economist Edward Glaeser and Wharton
economist Joseph Gyourko.39
■■ Canadian real-estate analysts Tsuriel
Somerville and Christopher Mayer found
that “Metropolitan areas with more extensive regulation can have up to 45 percent
fewer [housing] starts and price elasticities that are more than 20 percent lower
than those in less-regulated markets.”40
■■ Federal Reserve economist Raven Malloy
found that “in places with relatively few
barriers to construction, an increase in
housing demand leads to a large number

of new housing units and only a moderate increase in housing prices,” while
“places with more regulation experience
a 17 percent smaller expansion of the
housing stock and almost double the increase in housing prices.”41
■■ Research by economists Henry Pollakowsi
and Susan Wachter concluded that “landuse regulations raise housing and developed land prices.”42
■■ Three economists from the University of California–Berkeley found that
“regulatory stringency is consistently
associated with higher costs for construction, longer delays in completing
projects, and greater uncertainty about
the elapsed time to completion of residential developments.”43

Home Price Volatility
Another predictable result of limiting the
supply of land for housing is increased volatility. “Restricting housing supply leads to greater
volatility in housing prices,” warns Glaeser.44
In economic terms, growth management reduces the elasticity of the supply of land and
housing. Supply price elasticity measures the
response of supply to a change in demand; a low
elasticity means the supply doesn’t r espond as
much, so small increases in demand can lead to
large increases in price while small decreases
in demand can lead to large decreases in price.
This is mentioned by Somerville and
Mayer in their work and confirmed by other
economists as well. “More restrictive residential land use regulations and geographic
land constraints are linked to larger booms
and busts in housing prices,” say economists
Haifang Huang and Yao Tang. Their comparison of land-use regulations and housing
prices in more than 300 cities in the United
States found that “the natural and man-made
constraints also amplify price responses to an
initial positive mortgage-credit supply shock,
leading to greater price increases in the boom
and subsequently bigger losses.”45
Table 3 shows the volatility of value-to-
income ratios by state for the years 1999
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Table 2
State Housing Affordability
State

Median home value (dollars)

Value-to-income ratio

Hawaii

528,000

6.7

California

412,700

5.8

District of Columbia

486,900

5.8

New York

279,100

3.9

Massachusetts

338,900

3.9

Oregon

239,800

3.8

Washington

266,200

3.6

New Jersey

313,200

3.5

Colorado

255,200

3.4

Rhode Island

236,000

3.3

Montana

196,800

3.3

Maryland

288,500

3.2

Utah

223,200

3.2

Vermont

214,600

3.2

Delaware

230,500

3.2

Virginia

247,800

3.2

Nevada

192,100

3.2

Alaska

254,500

3.1

Connecticut

267,200

3.0

Arizona

176,700

3.0

New Hampshire

236,400

2.9

New Mexico

158,400

2.9

Idaho

165,300

2.9

Florida

162,700

2.8

Maine

174,800

2.8

Wyoming

201,000

2.8

North Carolina

155,000

2.7

Tennessee

142,900

2.6

Louisiana

143,600

2.5

Georgia

147,900

2.5

South Carolina

140,000

2.5
continued

Table 2
State Housing Affordability
State

Median home value (dollars)

Value-to-income ratio

Wisconsin

164,700

2.5

Pennsylvania

165,400

2.4

Minnesota

188,300

2.4

Illinois

171,900

2.4

Alabama

125,600

2.3

Kentucky

123,800

2.3

Missouri

138,500

2.3

Texas

139,600

2.2

Arkansas

112,500

2.2

North Dakota

161,800

2.2

South Dakota

142,300

2.1

Mississippi

104,000

2.1

Ohio

129,100

2.1

Indiana

124,300

2.1

Oklahoma

119,800

2.0

Nebraska

133,800

2.0

Michigan

125,700

2.0

Kansas

132,100

2.0

West Virginia

103,900

2.0

Iowa

133,100

2.0

United States

181,200

2.8

Source: 2014 American Community Survey, Census Bureau, 2015, median home values from table B25077 divided by
median family incomes from table B19113 for places.
Note: Bold indicates states that have passed growth-management laws.

through 2013. Volatility is shown for value-toincome ratios rather than actual prices because
prices partly reflect incomes and using valueto-income ratios accounts for changes in incomes over this time period. The first column
of numbers shows the lowest value-to-income
ratio during these years, the second shows the
highest, while the third shows the value-to-income ratio in 2013. The last column shows the

standard deviation of value-to-income ratios
over this 15-year period as a measure of volatility.
Not surprisingly, the states with the strictest
land-use laws, such as California and Hawaii,
have the highest value-to-income ratios and volatilities. Volatilities are also high in the D
 istrict
of Columbia because of growth-management
planning in counties surrounding D.C., just
as they are high in New York City because of
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Table 3
Volatility of State Value-to-Income Ratios, 1999–2013
State

Low

High

2013

Volatility

California

3.75

8.27

5.81

1.29

District of Columbia

3.32

7.48

5.79

1.26

Hawaii

4.38

8.66

6.67

1.09

Nevada

2.61

4.97

3.16

0.87

Massachusetts

2.96

5.95

3.85

0.69

Rhode Island

2.47

4.93

3.31

0.68

New Jersey

2.57

4.75

3.54

0.65

New York

2.86

4.90

3.92

0.64

Maryland

2.32

4.32

3.22

0.63

Florida

2.04

4.19

2.84

0.59

Arizona

2.34

4.41

2.96

0.55

Washington

2.95

4.61

3.59

0.48

Virginia

2.19

3.76

3.17

0.48

Oregon

3.00

4.47

3.83

0.48

Delaware

2.21

3.69

3.18

0.46

Idaho

2.30

4.22

2.85

0.45

New Hampshire

2.21

3.90

2.93

0.44

Connecticut

2.45

3.91

3.01

0.42

Illinois

1.84

3.43

2.39

0.40

Vermont

2.29

3.46

3.20

0.39

Minnesota

2.08

3.56

2.42

0.37

Montana

2.37

3.41

3.25

0.34

Michigan

1.93

3.23

2.02

0.33

Maine

2.09

3.40

2.82

0.33

Colorado

2.86

4.39

3.38

0.30

Wyoming

2.00

2.83

2.77

0.27

Pennsylvania

1.93

2.71

2.44

0.27

Utah

2.79

3.62

3.21

0.27

Alaska

2.33

3.17

3.09

0.26

Georgia

2.04

3.18

2.51

0.25

Wisconsin

2.08

3.04

2.45

0.22
continued

Table 3
Volatility of State Value-to-Income Ratios, 1999–2013
State

Low

High

2013

Volatility

Missouri

1.89

2.82

2.26

0.22

New Mexico

2.40

3.25

2.90

0.21

South Carolina

1.88

2.86

2.48

0.21

North Carolina

2.07

2.99

2.70

0.21

Ohio

2.01

2.90

2.07

0.20

Indiana

1.71

2.61

2.05

0.20

Tennessee

2.03

2.84

2.57

0.20

Louisiana

1.95

2.73

2.54

0.20

Iowa

1.71

2.38

1.96

0.19

North Dakota

1.56

2.15

2.15

0.18

Kentucky

1.94

2.79

2.26

0.17

West Virginia

1.81

2.60

1.98

0.17

Kansas

1.63

2.46

1.99

0.17

South Dakota

1.72

2.48

2.13

0.17

Texas

1.70

2.39

2.22

0.16

Alabama

1.84

2.58

2.34

0.16

Nebraska

1.81

2.56

2.02

0.16

Arkansas

1.74

2.40

2.18

0.16

Oklahoma

1.66

2.41

2.04

0.16

Mississippi

1.73

2.50

2.07

0.16

United States

2.39

3.39

2.75

0.26

Source: Calculated from American Community Survey census data, tables P077 and H076 for 2000 through 2004 and
tables B19113 and B25077 for 2005 through 2014. Census data present incomes and home values for the year before the
survey was taken, so data from the 2014 American Community Survey are for 2013.
Note: The table includes the lowest and highest value-to-income ratios between 1999 and 2013, along with the 2013 valueto-income ratio and volatility, as represented by the standard deviation, over this time period.

growth restrictions in the 
Connecticut and
New Jersey counties that border the city. From
California to Delaware, most of the 14 states
with the most volatile housing prices have either state growth-management laws, strong local growth-management plans, or (in the case
of Nevada and, to a lesser degree, Arizona) have

urban growth limited by large amounts of state
and federal land.
At the bottom end of the volatility scale are
18 states—South Carolina through M
 ississippi—
that have minimal statewide planning laws and
minimally restrictive local zoning codes. As noted above, most cities in these states use zoning
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as a way to protect existing development from
unwanted intrusions, but they readily change
the zoning of undeveloped lands to meet developer expectations of market demand. Not only
does housing in these states have low volatility,
but value-to-income ratios never reached 3.0.
In the middle are 18 states, from Idaho to
New Mexico, with moderate volatilities and
median housing values that sometimes exceeded three times median family incomes. In a few
cases, such as Michigan and Wyoming, prices
were volatile because of major changes in local
industry (autos in Michigan, oil in Wyoming).
A few other states, including 
Connecticut,
Maine, and Vermont, have statewide planning
laws that may not be quite as restrictive as the
first 14 states on the list. But most of these
states have one or more major urban areas
that use some form of growth-management
planning without a state mandate. Denver’s
urban-growth boundary has already been
mentioned; in Minnesota, the Twin Cities has
an urban-service boundary; and several cities
in 
Montana, including K
 alispell, Missoula,
and Bozeman, have worked with counties to
restrict growth.
The increased volatility in housing prices
that results from land-use restrictions greatly
increases the risk in purchasing a home and
is harmful in many other ways. Such volatility
“transfers asset values between groups; creates financial instability . . . ; makes monetary
policy more difficult . . . [and] create[s] oscillating wealth effects feeding through to consumption spending,” say economists from the
London School of Economics.46
Housing prices in growth-managed areas
can undergo huge swings that are often called
bubbles. The British housing market has experienced three bubbles since passage of the
Town & Country Planning Act, peaking in
1973, 1989, and 2006.47 California’s housing
prices bubbled and peaked in 1981, 1990, and
2006. Oregon’s peaked in 1979 and 2006, while
Massachusetts’s peaked in 1987 and 2006.
Prices in growth-managed states are climbing rapidly today and in some regions, such as
the San Francisco Bay Area, they have already

e xceeded the 2006 peak, suggesting that another crash is inevitable.
Notice that, prior to 2006, bubbles in local
housing markets tended to offset one another,
minimizing the effect on the nationwide housing market. This misled housing analysts in the
early 2000s to believe that the bubbles that
were then forming would not have major repercussions on the nation’s economy. Notably,
Standard & Poor’s, Moody’s, and Fitch bondrating companies gave many mortgage bonds
AAA ratings because they did not imagine
prices falling in so many markets at once. Banks
that purchased such bonds were legally required to have a cash reserve equal to a fraction
of the bond value that depended on the bond’s
rating, with AAA bonds requiring reserves as
little as 1.6 percent of a bond’s face value.
In 2007, ratings firms realized their mistake and began downgrading the bonds, sometimes reducing AAA mortgage bonds to lower
than BBB ratings—that is, junk bonds. This
increased the reserve requirements from 1.6
percent of the mortgage bond’s value to as
much as 8 percent, which in turn forced banks
such as Bear Stearns and Lehman Brothers to
come up with hundreds of millions, or even
billions, of dollars in cash overnight to meet
the increased reserve requirement. Their inability to do so is what precipitated the 2008
financial crash.48
While more bubbles may be on the horizon, the banks and bond ratings agencies have
presumably learned their lesson and such a
crash won’t happen again in this way. Still, it is
fair to say that the 2008 crash can ultimately
be traced to the volatility caused by growthmanagement planning, as without that volatility there would have been no bubbles and no
need to downgrade mortgage bonds.

Regional Growth
High housing and real estate prices depress
growth rates for two reasons. First, residents
and investors are forced to put a higher share
of their incomes into real estate, leaving less
money to save or invest in more productive
assets. Second, businesses are likely to move

their operations to places with more affordable real estate.
The latter effect can be seen by comparing
California and Texas. These are the nation’s
first- and second-most populous states and the
third- and second-largest states by land area.
Both are located in the Sun Belt, and both are
attractive to a wide range of industries, businesses, and people. But California’s land-use
regulation has made it second only to Hawaii
as the nation’s least-affordable housing market
since the 1970s.
As a result, since 1990, Texas’s economic
growth, measured in gross state product, has
been 35 percent faster than California’s.49 Since
housing prices are a part of a state’s gross state
product, California’s high housing prices mask
some of the problems with the state’s economy. This is shown by Texas’s annual population
growth, which has been 75 percent faster than
California’s in the same time period.
While Texas benefits from California’s loss,
the effects of high real estate prices on the national economy are not a zero-sum game. They
are a negative-sum game, with real estate prices
dragging down the economy in growth-managed regions more than other regions benefit.
A paper by University of California–Berkeley
economist Enrico Moretti and University of
Chicago economist Chang-Tai Hsieh found
that relieving land-use restrictions in productive cities such as New York and San Jose
would increase the gross domestic product of
the United States as a whole by 9.5 percent.50
With a 2015 gross domestic product of $17.9
trillion, this represents an annual economic
loss of $1.7 trillion.51

Unemployment
High and volatile housing prices can reduce
labor mobility and increase unemployment
rates by making it costly for people to move. In
relatively unregulated housing markets, renters tend to have higher unemployment rates
than homeowners. But Britain’s land-use regulation has turned this upside down, as homeowners are more likely to have higher unemployment rates.52 With real estate fees equal

to a percentage of sale price, the cost of selling
homes is a much higher share of p
 eople’s incomes: for example, if a family whose income
is $50,000 sells a $100,000 home, a 5 percent
realtor fee is 10 percent of their annual income.
But if they sell a $500,000 home, a 5 percent
fee is half their income. Add this to the higher
down payment required for the more expensive home and the cost of moving can become
prohibitive. Moreover, during economic
downtowns, homeowners in volatile housing
markets are much more likely to owe more on
a home than the house is currently worth. All
of these things make it costly to move between
or out of growth-managed areas.

Income Inequality
Income inequality has become a major issue in the United States and there is some reason for it, as the Gini index—which is used to
measure income inequality—has grown since
bottoming out in 1968.53 According to Thomas
Piketty in his book, Capital in the TwentyFirst Century, income inequality is growing
because returns on capital are greater than
the rate of economic growth. But a refinement of Piketty’s work by MIT researcher
Matthew Rognlie reveals that housing is the
main source of growing inequality.
Looking closely at Piketty’s and other
data, Rognlie found that “a single component
of the capital stock—housing—accounts for
nearly 100 percent of the long-term increase
in the capital/income ratio, and more than
100 percent of the long-term increase in the
net capital share of income.”54 In other words,
were it not for housing, inequality would not
be growing. Moreover, the reason why housing capital stock is growing is that urban areas
in most developed nations, including nearly
every country in Europe, Australia, and many
states, provinces, and major urban areas in the
United States and Canada, have adopted policies intended to limit urban sprawl.
It may be no coincidence that American inequality reached its lowest level in 1968, before
urban areas outside of Hawaii adopted growthmanagement plans.55 American homeown-
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ership rates grew rapidly between 1940 and
1970, after which they leveled off. C
 alifornia
and 
Oregon adopted growth-management
planning in the early 1970s, leading homeownership rates in those cities to decline after
that time. Today, homeownership nationwide
stands at 63.5 percent.56 But homeownership
rates in some states without growth-management planning are nearly 75 percent.57
The effect of growth management on
homeownership is parallel to its effect on inequality. Harvard economists Peter Ganong
and Daniel Shoag have shown that income inequality is growing in states where land-use restrictions have increased housing prices, while
it continues to shrink (as it did before 1968) in
states where there are few such restrictions.
They conclude that “housing prices and building restrictions” played a “central role” in the
growth of inequality since 1968.58

Effect on Low-Income Groups
Low-income families are the hardest hit by
growth management. Some urban areas have seen
an outward migration of low- and, in a few cases,
middle-income families because of high housing
prices. As Glaeser writes, high housing prices will
make a city “less diverse and instead evolve into a
boutique city catering only to a small, highly educated elite.”59 In other cases, low-income families have suffered a loss in housing quality, with
declining homeownership rates and increasing
shares living in multifamily housing.
African Americans are a useful bellwether,
as their per capita incomes remain at about
60 percent of those of non-Hispanic Whites.
Nationally, the number of African Americans
grew by 11.0 percent between 2000 and
2010, while the overall population grew by
9.7 percent. But, as shown in Table 4, in many
urban areas with growth management, the absolute number of Blacks fell or, at least, grew
much more slowly than the overall population.
Among the nation’s 100 largest urbanized areas, the one with the greatest disparity between overall population growth and
African American population growth was
San Francisco–Oakland. Between 2000 and

2010, the overall population of this area grew
by 9.5 percent, or 285,000 people, but the
African American population shrank by 14.2
percent, or more than 48,000 people. Another region with a huge disparity is Los Angeles,
whose urbanized area population grew by 3.1
percent, or more than 360,000 people, while
the Black population declined by 11.4 percent,
or nearly 106,000 people.
Other urban areas in which the overall population grew while the African American population declined include New York, C
 hicago,
San Diego, San Jose, Tucson, and Honolulu.
Two things most of these urban areas have in
common are unaffordable housing and urbangrowth boundaries or other land-use regulations
restricting outward growth. By comparison,
fast-growing regions that have minimal land-use
restrictions, such as Atlanta, Dallas-Ft. Worth,
and Houston, saw Black populations growing as
fast, or faster, than overall populations.
In some urban areas with growth management, the number of African Americans did not
decline, but the quality of housing they lived in
did. In the Denver-Aurora urban area, for example, the share of families with White heads
of households living in single-family housing declined slightly from 69.1 percent in 2000 to 67.8
percent in 2010. But the share of families with
African American heads of households living in
single-family housing dropped much more, from
54.0 to 46.4 percent.60 Housing prices also affected tenure in the Denver-Aurora urbanized area:
between 2000 and 2010, the share of Whites living in their own homes fell by 3.6 percent, but the
share of African Americans (which was already
well below the White share) fell by 11.9 percent.61
A 2015 Supreme Court decision held that
any government policy that makes housing
more expensive may potentially violate the
Fair Housing Act. Even if a policy is not intentionally designed to discriminate against
African Americans or other low-income minorities, if it has the effect of harming those
minorities, then it is equally in violation of
the law unless the policy can be “justified by
a legitimate rationale.” This is known as the
disparate impact doctrine.62

Table 4
Change in Overall and African American Populations for Selected Urban Areas,
2000–2010

Urban Area

Overall growth

Growth, percent

African
American
growth

African
 merican
A
growth, percent

Atlanta

1,015,579

29.0

464,347

42.0

Austin

460,496

51.1

23,386

29.6

Boston

148,535

3.7

55,117

22.3

Chicago

300,304

3.6

–68,858

–7.8

Dallas–Ft. Worth

976,233

23.5

212,074

32.6

Honolulu

84,277

11.7

–622

–3.6

Houston

1,121,823

29.3

213,759

31.1

Los Angeles

361,509

3.1

–105,904

–11.4

Miami

583,343

11.9

193,620

22.0

New York

551,434

3.1

–65,387

–2.1

Phoenix

722,065

24.8

60,731

59.0

San Diego

282,310

10.6

–6,100

–4.0

San Francisco–Oakland

285,443

9.5

–48,669

–14.2

San Jose

126,184

8.2

–1,234

–2.9

652,850

16.6

93,520

8.2

27,323,632

9.7

3,738,011

11.0

Washington
United States

Source: 2000 Census, Table P003; 2010 Census, Table P1, for urbanized areas.

According to disparate-impact regulations
published by the Department of Housing and
Urban Development (HUD) in February 2013,
conduct forbidden by the Fair Housing Act under this doctrine includes “enacting or implementing land-use rules, ordinances, policies, or
procedures that restrict or deny housing opportunities or otherwise make unavailable or deny
dwellings to persons because of race, color, religion, sex, handicap, familial status, or national
origin.”63 Numerous land-use rules, ordinances, and policies increase housing costs. Since
some protected minorities, such as 
African
Americans, are more likely to have lower-thanaverage incomes, any such rules or policies

r educe their housing opportunities and therefore potentially violate the Fair Housing Act.
The HUD rules use two tests to determine
whether a policy has a “legitimate rationale.”
First, the legislative body or agency adopting the
policy must show that it is “necessary to achieve
one or more of its substantial, legitimate, nondiscriminatory interests.” Second is whether
that interest “could be served by a practice that
has a less discriminatory effect.”64
For example, requiring that homes in urban
areas be hooked up to sewage systems makes
the houses a little more expensive but can be
justified as a legitimate rationale based on
public health concerns. However, saving farm
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land or open space is probably not a legitimate
interest since the United States has an abundance of such land. Saving energy or reducing
greenhouse gas emissions may be a legitimate
interest, but there are other practices that can
achieve these goals better and that do not have
a discriminatory effect on low-income minorities. Thus, the disparate impact doctrine
provides one more reason why states should
repeal growth-management laws and regional
and local governments should revoke growthmanagement plans.

RESPONSES TO AFFORDABILITY
PROBLEMS

Cities with serious housing affordability
problems typically respond in one or both of
two ways. First, many encourage developers to
build denser housing, a policy that is informally known as build up, not out and more formally
known as smart growth.65 Second, they either
subsidize or require that developers subsidize
some housing for low-income buyers or renters, a policy known as affordable housing because it lowers the cost of a relatively few housing units, as distinct from housing affordability,
which refers to the general level of housing
prices relative to incomes.
The smart-growth strategy has been explicitly used in the Portland urban area at least
since 1993. The region has focused on building
higher-density housing since a law was passed
that year that allowed Metro, P
 ortland’s regional planning agency, to meet housing demand by directing local governments to rezone
existing neighborhoods to higher densities.
Partly as a result of this strategy, the population density of urbanized land in and around
Portland has grown by 17 percent since 1990.
Until recently, the San Francisco Bay Area
did not have a regional government powerful enough to force a smart-growth policy on
cities in the region. Some cities actually adopted strict growth policies that, for example,
forbade the construction of more than a few
homes without a vote of the people. Despite
this, the region’s population density increased

even more than Portland’s, gaining 32 percent
from 1980 to 2010 and 27 percent from 1990 to
2010.66 Similarly, the density of the Los Angeles
urbanized area grew by 28 percent between
1980 and 2010, while the Honolulu urbanized
area grew by 9 percent and Seattle-Everett
grew by 6 percent in the same time period.67
These density increases, however, did
not keep housing affordable. Between 1979
and 2009 the median value of homes relative to median family incomes grew by
37 percent in P
ortland, 76 percent in the
San Francisco–Oakland area, 70 percent in Los
Angeles, 19 percent in Honolulu, and 40 percent in Seattle-Everett.68
In 2008, the California legislature passed
SB 375, which directed regional governments
such as the San Francisco Bay Metropolitan
Transportation Commission (MTC) to write
plans to increase population densities of cities in the region. The dual purpose of this
increase was to reduce greenhouse gases and
make housing more affordable. The MTC dutifully responded by writing Plan Bay Area. The
plan calls for no expansion of urban-growth
boundaries despite a projected 28 percent

increase in population by the year 2040 and
proposes to house this increase by targeting
more than a quarter of the developed land in
the region for redevelopment at higher densities. Yet the plan admits that this will fail to
make housing more affordable, as the share of
incomes that people are projected to spend on
housing increases.69
There are at least three reasons why rebuilding existing neighborhoods to higher
densities will fail to make housing more affordable. First, construction of multifamily housing costs more per square foot than
single-family housing. A study in Portland
found that a multifamily dwelling typically
costs 23 percent more per square foot than a
single-family one. The study also found that
high-rise housing costs per square foot were
more than double the cost of two-story singlefamily construction.70
Second, land costs in areas designated for
high-density housing are often very high. While

an acre of land suitable for single-family homes
at the urban fringe might cost around $20,000,
or $2,500 to $5,000 per developable lot, an acre
of urban land designated for redevelopment to
higher densities may cost hundreds of thousands or millions of dollars. Even if 50 units of
housing are built on a single acre, the land cost
per housing unit can be much more than for
low-density greenfield developments.
Third, the cost of installing infrastructure
in areas of existing development to support
higher-density development is likely to be
much higher than the cost of infrastructure in
greenfield development. As noted above, socalled “cost of sprawl” studies compared the
infrastructure costs of low-density greenfield
development with high-density greenfield development, but not with high-density brownfield development. For all these reasons, highdensity housing ends up being more affordable
than low-density housing only if residents are
willing to accept much smaller quarters in the
high-density housing.
Census data confirm that higher densities
are associated with less affordable housing.
The 2010 Census reported population densities, median home values, and median family
incomes for 382 urban areas and 558 cities. For
urban areas, the correlation between affordability (measured by value-to-income ratios) and
density is strong (correlation coefficient is 0.53),
with a 1,000-person-per-square-mile increase
in density being associated with an increase in
value-to-income ratios of 0.64 (see Figure 1).
For cities, the correlation is even stronger (correlation coefficient is 0.61), with the same population density increase being associated with
an increase in value-to-income ratios of 0.27.71
Though density itself is not the sole direct
cause of reduced housing affordability, the
data show that factors associated with higher
densities also tend to reduce affordability.

Thus, the smart-growth strategy of building
up, not out, will inevitably fail to maintain
housing affordability.
The second local response to housing affordability problems is to subsidize the construction of selected units of housing and offer

them to low-income buyers or renters at lessthan-market prices—that is, the “affordable
housing” policies mentioned above. Usually,
sales of below-cost housing come with restrictions that buyers can only resell to other
low-income people and only at the price they
paid for it plus inflation. In effect, it turns
owners of affordable homes into feudal peasants, allowed to sell their home only to people
approved by the government at prices set by
the government.
The bigger problem with affordable housing is that it confuses the problem of housing low-income people with the more general
problem of housing affordability for everyone.
Affordable housing programs such as subsidized housing and inclusionary zoning are
aimed at providing a few units of housing for
low-income people who might otherwise be
homeless or be forced to live in housing that
doesn’t meet some basic standards. These
measures are completely ineffective against
general housing affordability problems.
For example, median homes in Houston
cost a little more than twice median family
incomes, making it a fairly affordable region.
Yet there still may be some people in H
 ouston
whose incomes are so low that they cannot
afford decent housing. Affordable housing
programs are aimed to help those people, and
whether those programs work or are worthwhile is beyond the scope of this study.
In contrast, median homes in San Francisco
cost more than eight times median family incomes, making it unaffordable to all but the
wealthiest—and even they have to accept
smaller or lower-quality homes than they
might live in elsewhere. Affordable housing
programs may help house a relative handful
of people, but will not improve the overall
level of affordability. While the government
could theoretically swamp the market with
affordable homes and thereby bring down the
general price level, in reality the government
doesn’t have the resources to build more than
a tiny percentage of the homes being built in a
region, so the effect of those affordable homes
on the general price level is negligible.

“

19

Subsidized
housing
programs
aimed at
helping
low-income
families are
completely
ineffective
against
general
housing
affordability
problems, and
may actually
make those
problems
worse.

”

20

”

9
8
7
Home value-to-income ratio

“

Affordable
housing is a
Band-Aid
solution
when the
real solution
is to end the
policies that
made housing
unaffordable
in the first
place.

Figure 1
Density and Housing Affordability

6
5
4
3
2
1
0
0

1,000

2,000

3,000

4,000

5,000

6,000

7,000

People per square mile
Note: The graph shows the average population densities and median home value to median family income ratios for 382
urbanized areas in the 2010 census.

Worse, some affordable housing policies
actually make the remaining housing even less
affordable. Some cities require homebuilders
to sell or rent 15 to 25 percent of the homes
they build to low-income families at belowmarket prices, a policy known as inclusionary
zoning. Homebuilders respond by building
fewer units of housing and by selling or renting the market-rate homes for higher prices
to make up for their losses on the affordable
homes. The result is that most renters and
homebuyers end up paying more so that a relative handful can have affordable homes.72
Other cities charge homebuilders a fee for
every home they build and dedicate the revenues to the construction of affordable housing. For example, Portland recently imposed a
1 percent tax on the value of new homes. The

funds raised by this tax over the next 30 years
will be used to repay bonds needed to build
1,300 affordable homes.73 Of course, the tax
will raise the price of all housing in the city by
1 percent, while 1,300 new homes in a city that
has more than 270,000 homes is not going to
have a measurable impact on overall affordability.74 Since anything that makes new homes
more expensive also leads existing homeowners to increase the price of their homes when
they sell them, overall housing affordability
will decline.
Policies aimed at providing affordable housing for low-income people are not designed to
deal with overall housing affordability. Affordable housing is a Band-Aid solution when the
real solution is to end the policies that made
housing unaffordable in the first place.

GROWTH MANAGEMENT VS.
EXCLUSIONARY ZONING

Many fair-housing advocates blame housing
affordability problems on exclusionary zoning, a
form of zoning that, they say, is intended to
make housing expensive so as to keep lower
classes out of zoned neighborhoods, particularly in the suburbs. Without exclusionary
zoning, they say, developers would respond
to high-priced housing markets such as that
in San Francisco by rebuilding existing neighborhoods to higher densities. These advocates
usually ignore the role of urban-growth boundaries and other containment measures in local
and regional housing markets. For example, a
30-page review of exclusionary zoning literature by legal scholar John Mangin never once
mentions urban-growth boundaries.75
When zoning was first developed in the
early 20th century, some southern cities explicitly included racial requirements in their zoning
codes. For example, Louisville’s first zoning code
prohibited the sale of homes in some neighborhoods to African Americans. The Supreme
Court ruled this unconstitutional in 1917.76 Suburban communities then supposedly responded
by writing their zoning codes to effectively require that homes be expensive, thus making
housing unaffordable to low-income families.
The problem with this analysis is that zoning by itself does not make housing expensive
or unaffordable. As Mangin notes, the basic
cost of a home is “the cost of land plus construction costs and normal profit.”77 As the
Supreme Court noted in a 1926 decision, the
purpose of zoning is to ensure that unwanted
nuisances are not allowed to intrude into a
neighborhood that would bring housing prices
below this basic cost.78 So long as there is competition for new home construction, zoning
alone cannot raise the price of housing much
above this basic cost. Amenities such as parks,
good schools, and low crime rates may make
particular neighborhoods more desirable, but
these aren’t particularly influenced by zoning,
and even if they were, better schools and less
crime would have to be considered legitimate
rationales for such policies.

It is only when competition for new home
construction is limited—almost always by government regulation—that housing becomes
more expensive than the basic cost of land plus
construction. The smallest states have plenty of
vacant land that can be used for home construction to maintain housing affordability. For example, New Jersey is the nation’s most heavily
developed state, yet—as previously noted—60
percent of the state remained undeveloped
rural land as of 2012. Even the island of Oahu,
Hawaii’s most crowded island, is 64 percent rural.79 Without government restrictions on the
use of such land, zoning cannot make housing
much more expensive than its basic cost.
Zoning restrictions in some cities and
suburbs may lead to income stratification
in those communities. For example, some
neighborhoods might be zoned for minimum
lot sizes of one acre; other neighborhoods
for one-half acre, one-quarter acre, or oneeighth of an acre. Some smaller incorporated
suburbs may even zone all residential land in
that suburb for larger lots, thus keeping out
people who cannot afford that minimum lot
size. In this sense, exclusionary zoning is real.
Based on the disparate impact doctrine, it is
potentially a violation of the Fair Housing Act
if the city cannot find adequate justification
for such zoning.
Some housing experts have recommended
the use of regional governments to prevent this
type of exclusionary zoning from taking place.
For example, Glaeser suggests that “a more
regional approach to housing supply might reduce the tendency of many localities to block
new construction.”80 However, an actual review of regional efforts to influence housing
supply, such as those in Portland, D
 enver, and
other urban areas that practice growth management, reveals that they do not produce this
outcome; instead the political forces to limit
housing supply overwhelm those aimed at
promoting housing affordability.
For example, Oregon’s land-use planning
system has set a goal of having “adequate numbers of needed housing units at price ranges and
rent levels which are commensurate with the
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 nancial capabilities of Oregon households.”
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To meet this goal, all incorporated cities of
2,500 people or more have a full range of housing, including single-family and multifamily
housing.81 Metro, the regional planning agency
for Portland and 23 of its suburbs, interpreted
this to mean that half of all new home construction in every city in the region must be multifamily housing, even though two-thirds of the
region’s existing homes, and nearly all homes in
some suburbs, are single-family housing.82
This has put pressure on suburbs that are
currently mostly single-family homes. When
a multifamily subdivision in the suburb of
Happy Valley failed, the landowners asked for
a zoning change to allow single-family construction. Fair housing advocates charged that
this violates Metro’s policy of requiring more
compact development.83
Yet there is no evidence that more multifamily housing would make the Portland area more affordable. As previously noted, multifamily housing costs more, per square foot, than s ingle-family
housing, so it is only more affordable if residents
are willing to accept smaller homes.
Similarly, HUD has adopted regulations
called “affirmatively furthering fair housing.”
These rules require all governments that accept federal housing funds to assess whether
they have a balance of incomes and races in
their communities and, if not, to take steps to
improve that balance.84 In what many people
see as a pioneering implementation of this
rule, HUD ordered Westchester County, New
York, to provide more low-income housing,
mostly in the form of multifamily housing.85
At heart, concerns over exclusionary zoning, and HUD’s response in the form of affirmatively furthering fair housing, have to do
with racial segregation, not housing affordability. While stratification of neighborhoods
by income may be a factor in racial segregation, forcing individual suburbs to build higher density housing is not likely to solve this
problem. First, as noted, multifamily housing actually costs more per square foot than
single-family. Second, without violating the
Fair Housing Act, there is no way to ensure

that people occupying supposedly affordable
homes are racial minorities. Finally, HUD has
a peculiar definition of “fair” if it thinks that
minorities living in cramped apartments with
little privacy is fair so long as those apartments
are in the same suburbs as Whites who live in
spacious single-family homes.
According to census data, residential segregation is declining throughout the nation.86 As demographer William Frey says, as of the 2010 census, “minorities represent 35 percent of suburban
residents, similar to their share of the overall U.S.
population” and “more than half of all minority
groups in large metro areas, including African
Americans, now reside in the suburbs.”87
However, segregation is declining in different communities for different 
reasons.
In San Francisco, it is declining because
housing prices have risen so high that many
African Americans have been forced to leave the
region entirely, leaving the region less segregated as Whites have replaced African Americans
in neighborhoods that were formerly mostly
Black. In Portland, it is 
declining because
Whites are gentrifying traditional Black neighborhoods of rented single-family homes, forcing African Americans to move into multifamily housing in other parts of the region and
making them more v ulnerable to crime.88 In
Houston, segregation is declining because the
region is rapidly growing, African American
numbers are growing faster than Whites, and
these African Americans are moving into
neighborhoods throughout the region.
Evidence indicates that rapid population
growth helps reduce segregation.89 Policies
that hinder that growth can severely harm minorities, as in the cases of San Francisco, where
Black populations are shrinking, and Portland
and Denver, where African Americans are
forced into lower-quality housing.
The boundaries of incorporated suburbs
tend to be based on historic factors that have
far more to do with tax policies than racial politics. Many, if not most, suburbs incorporated to
avoid being annexed and taxed by some nearby
city. Because most suburbs represent only a
small fraction of their urban area, they cannot

be expected to all have a perfect balance of incomes and races. Rather than focus on the impossible goal of achieving such a perfect balance
in each suburb, fair housing advocates should
oppose the growth-management policies that
make housing unaffordable in the first place.

Repealing Growth Management
The key to housing affordability is an unlimited supply of vacant land available for development at the urban fringe. “Unlimited”
doesn’t mean “infinite”: it simply means that
land isn’t limited by physical or legal limits
on land development. A city on an island may
have a physical limit to land development, but
few American cities are on an island and those
that are, such as Honolulu, still have plenty of
undeveloped land available.
To restore housing affordability, reduce home
price volatility, and remove barriers to local economic growth, states must repeal growth-management laws and take steps to forbid city and
regional governments from practicing growth
management or other regulations that limit the
amount of vacant land available for development.
This should be one the highest legislative priorities in California, Florida, Hawaii, Maryland,
New Jersey, O
 regon, Virginia, and Washington,
as well as in several New England states.
Florida partly repealed its growth-management law in 2011, but this appears to
have failed to make housing more affordable because local governments kept their
own stringent growth-control measures. The
Florida story illustrates the need for serious,
broad-reaching repeal of government growth
management powers.
The state’s 1985 law required local governments to develop comprehensive plans aimed
at preventing urban sprawl. Each plan had to
be submitted to a state Department of Community Affairs for approval, and rejected plans
had to be rewritten.
As early as 2001, Florida researchers found
that “adoption of growth management regulations significantly raised home prices” and
that growth management in general “reduces housing affordability for middle-class

 ouseholds.”90 A more rapid decline in Florida
h
housing affordability came after 1999: between
1999 and 2005, nominal median family incomes grew by 20 percent but median home
values grew by 146 percent. This meant that
housing costs, relative to family incomes, more
than doubled.91
Alarmed about the effect of the law on
housing prices, in 2011 the Florida legislature
repealed the requirement that plans be approved by the Department of Community
Affairs. However, local municipalities were

still allowed to restrict development, and most
continued to do so. Housing became far more
affordable after the economic downturn, but
after bottoming out in 2012, inflation-adjusted
prices rose by more than 30 percent by the
fourth quarter of 2014. This is in line with other growth-managed states—California prices
rose 36 percent; Oregon’s 28 percent—which
reduced housing affordability since 2011 as incomes did not keep pace with housing prices.92
It is too early to tell for certain how the partial repeal of Florida’s growth-management
law will affect housing affordability, but it appears that the effect will be minimal because
cities and counties are maintaining their restrictions on greenfield development. Thus,
more comprehensive reforms are needed to
truly make housing affordable in growth-managed states and urban areas.
A more thorough reform would be for states
to emulate Texas by restricting counties’ ability to zone or regulate land. Cities would still
be free to zone to protect neighborhoods from
nuisances, but the Dallas–Ft. Worth urban area
shows that zoning alone isn’t a barrier to housing affordability. Cities in the Dallas–Ft. Worth
urban area are zoned, yet the region’s population is growing nearly as fast as Houston, even
though Houston and its largest suburb have
no zoning. Dallas–Ft. Worth grew by 60 percent between 1990 and 2010, compared with
Houston’s 70 percent, and the former remains
just about as affordable, with a 2014 value-toincome ratio of 2.3, versus 2.2 in Houston.
An even more thorough reform, and one
that could satisfy opponents of exclusionary
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zoning, would be for states to eliminate zoning
altogether. If the purpose of zoning is to protect residential neighborhoods from the traffic, noise, pollution, and other problems that
would result from intrusions of commercial,
industrial, and higher-density residential uses,
then that purpose is met in Houston (as well as
on unincorporated lands in Texas) through the
use of protective covenants.
About half of the neighborhoods in the city
of Houston, and most in its suburbs, have such
covenants. In most cases, covenants can be
changed by a vote of 75 percent of a neighborhood’s residents. Neighborhoods that don’t
have covenants can write them with the support of 75 percent of the residents. This system is flexible, affordable, and gives prospective residents a choice of neighborhoods that
have a wide diversity of rules ranging from
very strict to none at all.

CONCLUSION

Growth management takes away people’s
property rights in the name of controlling urban
sprawl, which is in fact a non-problem. Growth
management results in huge transfers of wealth
from renters and future homebuyers to people
who owned homes at the time the growth-management rules were put into effect. It unnecessarily adds trillions of dollars to housing and other
real estate costs even as it slows the economy by
trillions of dollars a year.
The effects of growth management are greatest on low-income families, including many
African Americans and Latinos. Regions with
the most stringent growth-management rules
have seen Black populations decline or be forced
into lower-quality housing. Intentionally or not,
growth-management plans effectively discriminate against working-class and poor families,
large numbers of whom are racial minorities.
For all these reasons, the 13 states with state
growth-management laws must repeal those
laws and replace them with laws preventing
counties from restricting development. Other
states whose urban areas have written growthmanagement plans without a state mandate

should also reduce the authority of counties to
regulate land uses. These actions are the key to
restoring housing affordability, reducing real
estate volatility, and improving indicators of
income inequality.
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