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The Planning Penalty
How Smart Growth Makes Housing Unaﬀordable
Randal O’Toole

Abstract
Smart growth and other forms of growthmanagement planning create artiﬁcial housing shortages that impose signiﬁcant burdens
on low-income families and ﬁrst-time homebuyers. This paper examines several sources of
housing data to determine the speciﬁc eﬀects
of growth-management planning on housing
prices.
Data examined include:
• Median family income and median value
of owner-occupied homes by metropolitan area from the 1960 through 2000 censuses (the data actually apply to the year
before each census, i.e., 1959, 1969, etc.);
• Median family income by metropolitan area estimated by the Department
of Housing and Urban Development for
2005;
• Home price indices calculated for each
metropolitan area by the Department of
Commerce.

For each census year, housing aﬀordability in each metropolitan area is estimated by calculating the number of years a
median-income family devoting 25 percent
of its income would need to pay oﬀ a mortgage equal to 90 percent of the value of a
median-value home at mortgage interest
rates prevailing at the time of the census. The
same calculation is made for 2005 by updating the 1999 median home values using the
Department of Commerce home price index.
Mortgages that can be paid oﬀ in less than
twenty years are judged aﬀordable; twenty
to thirty years is marginally aﬀordable; and
more than thirty years is unaﬀordable.
Comparing the results with the dates
that cities or metropolitan areas begin doing
growth-management planning reveals a
remarkably consistent pattern. In most
regions that have not done growth-management planning, long-term, inﬂation-adjusted
housing prices grow at only about 1 percent
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per year. But prices almost invariably start
growing much faster soon after regions begin
growth-management planning.
In 1959 and 1969, almost every metropolitan area outside of Hawaii had aﬀordable
housing. Cities in California and the New
York metropolitan area began experimenting with growth-management planning in
the early 1970s, and by 1979 these cities were
unaﬀordable. As more cities and regions
began such planning, they too became unaffordable: the Boston area in the 1980s, the
Denver area in the 1990s, and Florida cities in
the early 2000s.
Housing prices have dramatically
increased in the past six or seven years, but
this increase has not been uniform across the
nation. In general, regions with growth-management planning have seen prices increase
by 4 to 14 percent per year. Regions without
such planning have seen prices increase by
only 1 to 3 percent per year.
Factors other than planning, such as a
genuine shortage of private land available
for development, appear to be responsible
for high housing prices in only a handful of
areas. In more than 110 metropolitan areas,
higher home prices are the penalty paid by
people who live in regions that use smartgrowth planning.
This paper estimates this planning penalty in each metropolitan area by comparing
the ratio of the median home value to the
median family income in each metropolitan
area with a standard ratio calculated to represent what housing costs would be without
restrictive planning. For the census years,

the standard ratio is the median ratio for all
metropolitan areas. For 2005, the standard
ratio assumes that, without growth-management planning, housing prices would have
increased by 2.5 percent per year since 1999.
In a few areas that have recently adopted
smart-growth plans, such as Jacksonville,
Florida and Charleston, South Carolina, the
planning penalty may still be under $10,000
per median-value home. But for most areas
it is much more. The penalties in Boulder,
Colorado and the San Francisco Bay Area,
which pioneered this type of planning in the
1970s, exceed $500,000 per home. The penalty exceeds $100,000 per home in ﬁfty metropolitan areas and ranges from $25,000 to
$100,000 in ﬁfty more.
More than 30 percent of the total value of
homes in this country is attributable to prices
inﬂated by planning-induced housing shortages. In 2005, homebuyers nationwide paid
an estimated $275 billion more for homes
because of restrictive planning. This does not
count the added costs to renters or purchasers
of commercial, industrial, or retail land.

Focus on California
Thanks in large part to urban planning,
California suﬀers from having the least
aﬀordable housing in the nation. This report
shows that California’s land-use planning
system forces homebuyers to pay penalties
ranging from $70,000 per median-value
home in Bakersﬁeld to $850,000 per home in
the San Francisco metropolitan area. Indeed,
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This four-bedroom, two-and-one-half bath, 2,287-square-foot home on a quarter-acre lot with a large family room and a
two-car garage sold for $150,000 in Houston in 2005. It is typical of many similarly priced houses in the Houston area. The
same home would cost more than $400,000 in Bakersﬁeld, $500,000 in Sacramento, $900,000 in Long Beach, $1.1 million
in Oakland, and $1.3 million in San Jose or San Francisco.

Californians must pay fully half the total cost
that planning imposes on homebuyers in the
US.
These numbers are proof of Woodie
Guthrie’s old song, “if you ain’t got the dough
re mi,” you better not try to live in California.
Yet many newcomers and young people will
be surprised to learn that California cities, even San Francisco, were completely
aﬀordable as recently as 1970. It is only the
use of growth-management techniques that
California pioneered in the 1970s, including

urban growth boundaries, greenbelts, and
annual limits on building permits, that made
California housing unaﬀordable.
Planning advocates argue that growth
boundaries, greenbelts, and other restrictions are needed to preserve livability. But
any beneﬁts of these rules are dwarfed by the
$2.7 trillion cost that planning-induced housing shortages have imposed on California
homebuyers. In 2005 alone, homebuyers paid
penalties totaling at least $136 billion for the
privilege of owning a home in California.
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The beneﬁts of protecting open space
are particularly questionable. Even though
California is the nation’s most heavily populated state, the 2000 census found that
nearly 95 percent of its people live in cities
and towns that occupy just 5 percent of its
land. Many San Francisco Bay Area counties have permanently protected more acres
as open space than they have made available
for urban development. When such actions
make it impossible for middle-class families,
much less low-income families, to aﬀord their
own homes, they represent a sad distortion of
social priorities.
Existing homeowners may be grateful
that planning restrictions have increased the
value of their homes. But not all homeowners will be able to take advantage of this
increased value. Those who wish to trade up
to a larger or better home will face obstacles
as great as those confronting ﬁrst-time homebuyers. Those who need to move from, say,
Sacramento, which is merely severely unaffordable, to the San Francisco Bay Area,
which is extremely unaﬀordable, will encounter similar diﬃculties. Overall, the people
who lose from such planning rules greatly
outnumber the winners.
Moreover, as happened in the 1980s,
California’s fast-rising home prices have
attracted speculators who have created huge
bubbles in the state’s housing markets. The
chart on page 14 shows that California’s prices
have careened wildly up and down and are
poised for another gigantic fall.
The deﬂation of the current bubble is
likely to be more severe than the 1990 bubble

because prices today are even more out of line
from fundamentals than they were then. This
decline will force many families into bankruptcy when they ﬁnd that the amount they
still owe on their mortgages exceeds the true
value of their homes.
The impacts of high housing prices reverberate throughout California’s economy.
• Economic growth is slowed as employers
look elsewhere to locate oﬃces and factories;
• Prices for food and other consumer goods
are increased as retailers must pay $1 million per acre or more for store locations;
• Far from reducing driving as planners
desire, high prices force many commuters to live far from work in communities
they can aﬀord;
• Ironically, an obsessive focus on protecting “farmland”—in fact, mostly marginal
pasturelands—near coastal cities forces
people to move inland and more rapidly
develop the highly productive croplands
in the not-yet-so-unaﬀordable Central
Valley.
The greatest enthusiasm for growthmanagement planning comes from the San
Francisco Bay Area, Davis, and other cities
that consider themselves “progressive.” But
the eﬀects of planning on home prices are
entirely regressive. Planning-induced housing
shortages place enormous burdens on lowincome families but create windfall proﬁts for
wealthy homeowners. Does this steal-fromthe-poor, give-to-the-rich policy really reﬂect
California’s true attitudes?

The Planning Penalty: How Smart Growth Makes Housing Unaffordable | 5

Homeownership is more than just a
dream, it is a vital part of America’s economic
mobility. Most small businesses get their
original ﬁnancing from a loan secured by
the business owner’s home. Children in lowincome families that own their own homes do
better on educational tests than those that live
in rental housing. Barriers to homeownership
reduce this economic mobility and help keep
low-income people poor.
Predictably, planners’ solutions to the
housing aﬀordability problem often makes
the problem worse. San Diego charged
homebuilders a “housing impact fee” to raise
money to subsidize “aﬀordable housing.”
After ﬁfteen years, this fee added only 6,700
units of such housing to a city with 470,000
homes. Meanwhile, the impact fee increased
the cost of housing for everyone else.
Another oft-proposed remedy, inclusionary zoning, has similar problems.
Homebuilders who are required to provide
some units of below-market housing simply
pass the cost on to buyers of their remaining
homes. Existing homeowners, seeing that new
homes suddenly cost more, raise the price of
their homes when they sell. The result: a few
people beneﬁt and everyone else pays more.
The solution to California’s housing
aﬀordability crisis is not a few units of aﬀordable housing but widespread land-use deregulation that will make housing more aﬀordable
for everyone. The state legislature should take
the ﬁrst step by revising the state’s land-use
planning system to give homeowners more say
about what happens in their own neighborhoods, but less say about what happens out-

side their neighborhoods. City and regional
governments should leave open space protection to private land trusts and remove the
numerous barriers that prevent homebuilders
from meeting the demand for housing.
Some will worry that these policies will
lead housing prices to fall. But housing prices
are going to fall anyway. After that fall, these
policies will enable California housing prices
to remain at more sustainable levels and make
it possible for more Californians to achieve
the American dream of homeownership.

Introduction
Homeownership is the ultimate American
dream and the aspiration of families all over
the world. Thanks to the post-war boom, US
homeownership rates soared from less than
44 percent in 1940 to 62 percent by 1960.
Since then, however, the rate of increase has
slowed so that only 7 percent more families
own their own homes today.3
Although Americans like to believe they
are number one, the ﬁgure below shows that
many other countries have higher homeownership rates, including Belgium, Britain,
Ireland, Italy, Spain, and even Mexico. Due
to post-communist privatizations, many
Eastern European nations also have signiﬁcantly higher rates, though many of the
homes in these countries are condominiums
in Soviet-built apartment buildings.
When 80 percent or more of families in so
many other countries own their own homes,
why has American homeownership virtually
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halted in the high 60s? One important reason
is the increasing number of states, regions,
and communities that have adopted so-called
smart growth or some other form of growthmanagement planning. Advocates claim that
such planning improves urban livability, but
such claims are questionable. The main eﬀect
of smart growth and other growth-management planning is to dramatically increase
housing prices and reduce housing aﬀordability.
Economist Paul Krugman divides the
country into what he calls the “Zoned
Zone,” where “land-use restrictions” make
“it hard to build new houses,” and what he
calls “Flatland,” where housing prices have
not increased much faster than inﬂation.
Krugman observes that prices are rapidly
increasing in the Zoned Zone but remain
very aﬀordable in Flatland.4
Krugman’s colorful terms are a bit misleading because most of the cities in Flatland
have zoning. By itself, zoning does not make
housing unaﬀordable; it is only when it is
made a part of growth-management planning
that housing prices start skyrocketing. But
Krugman is correct in his division of the country. What he calls the Zoned Zone includes
the Paciﬁc Coast states, the New England–
Washington, DC corridor, Florida, and a
few metropolitan areas such as Denver and
Minneapolis-St. Paul. What Krugman calls
Flatland includes much of the South other
than Florida, much of the Midwest other than
Chicago, the Twin Cities, and a few smaller
cities, and most of the Rocky Mountain region

Source: European countries from Michael Ball, European
Housing Review (London: Royal Institution of Chartered
Surveyors, 2005); New Zealand from Housing New
Zealand Corporation, The New Zealand Housing
Strategy, http://www.hnzc.co.nz/nzhousingstrat/strategy
/strategyarea3-1.htm; Mexico from Nation’s Building News
Online, May 10, 2004, http://www.nbnnews.com/NBN
/issues/2004-05-10/International/; Australia from Housing
Leverage in Australia; US from Census Bureau.

other than Arizona, the Denver-Fort Collins
area, and a few smaller cities.
Today, a family in an American city without growth-management planning can buy
a very nice “middle-manager’s” home, with
about 2,200 square feet, four bedrooms, twoand-one-half baths, and a two-car garage, for
$150,000 to $200,000. In cities that have had
growth-management planning for ten to ﬁfteen years, that same home costs $300,000 to
$400,000. In cities that have had it for twentyﬁve years or more, the same house costs from
$500,000 to as much as $1.5 million.5 This additional cost is the growth-management planning
penalty imposed on people who move to or buy
their ﬁrst home in these communities.
Previous researchers have shown that
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land-use regulation has increased housing
prices in many parts of the United States.
“Government regulation is responsible for
high housing costs where they exist,” say
Harvard economist Edward Glaeser and
Wharton economist Joseph Gyourko. In
particular, they add, “diﬃcult zoning seems
to be ubiquitous in high-cost areas.”6 Other
researchers have found that rapid growth in
housing prices is strongly “correlated with
restrictive growth management policies and
limitations on land availability.”7
This paper will compare the timing of
planning rules with housing price trends and
show that prices usually start to rise very soon
after such rules are imposed. The paper will
also estimate the actual planning penalty in
the metropolitan areas that have imposed
some form of growth-management planning.
The Beneﬁts of Homeownership
There are several reasons why America should
worry about aﬀordable homeownership.
Because a home is the most valuable asset
many families will ever own, homeownership
rates are an indicator of the wealth of a society. More important, however, homeownership also contributes to that wealth in several
ways.
First, people can use the equity in their
homes to start small businesses. Most
American small businesses get at least part
of their initial capital this way, and America’s
high rate of small-business formation is partly
due to the ease with which homeowners can
borrow against their equity. Peruvian econo-

mist Hernando De Soto traces the poverty of
many developing nations to the diﬃculty residents of those nations have in acquiring title
to their homes and borrowing against those
homes to start small businesses.8
Second, homeownership provides many
beneﬁts for children, and those beneﬁts
are most pronounced for children of lowerincome families. Children in owner-occupied
homes are less likely to drop out of school.9
After adjusting for income and other factors,
such children score 7 to 9 percent higher on
standardized math and reading exams.10 The
eﬀect is so pronounced that some economists
have suggested that we can improve educational outcomes more cost eﬀectively by promoting homeownership than by spending
more on the schools themselves.11
One reason children in owner-occupied
homes may do better is that ownership gives
people incentives to take better care of their
dwellings. This means people who own their
own homes tend to live better than those who
rent. The opportunity to own a home and the
need for a down payment encourages people
to save money—which is good for the economy—and the tendency to save more money
seems to continue after the home is purchased.
Homeownership also leads to measurable
increases in self-esteem and neighborhood
stability, which probably contributes to the
better educational outcomes.12
Whether they know these facts or not,
Americans have a deep faith in the value of
homeownership. Any politician advocating
a reduction of homeownership would not be
likely to win an election. Yet any politician
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who supports growth-managing planning is
promoting huge barriers to homeownership.
Growth-Management Planning
As practiced today, growth-management
planning usually means smart growth, which
refers to a set of planning policies aimed at
limiting the spread of urbanization and
increasing the density of existing developments, supposedly without reducing actual
growth rates. Not all growth-management
planning is smart growth, however: Many of
the American cities that originally enacted
growth-management policies hoped to slow
growth and keep densities low. Because
planners tend to follow fads, many of those
early plans have morphed into smart-growth
plans. But whatever the goal, any policy that
attempts to slow growth, direct growth to
certain areas, or manipulate densities is likely
to reduce housing aﬀordability.
All of the following planning policies
can restrict the supply of homes and drive up
housing prices:
• Urban growth boundaries, urban service
boundaries, large-lot rural zoning, or
other restrictions on the amount of land
available for development;
• Purchases of greenbelts and other open
spaces that reduce the amount of land
available for development;
• Design codes requiring developers to
use higher-cost construction methods or
designs;13
• Historic preservation ordinances, tree
ordinances, and other rules restricting or

increasing the cost of development;
• Impact fees aimed at discouraging development;
• Growth caps limiting the number of permits that can be issued each year;
• Concurrency rules requiring adequate
ﬁnancing for all urban services before
building permits can be issued;
• Lengthy permitting processes that force
developers to hold land for several years
before they are allowed to develop it;
• Planning processes that allow people to
easily appeal and delay projects, creating uncertainty about when a project can
begin;
• Inclusionary zoning programs requiring
developers to subsidize some housing for
low-income people, eﬀectively increasing
the price of the remaining housing.
One subtle yet signiﬁcant way in which
these sorts of rules contribute to unaﬀordable
housing is by reducing competition in the
homebuilding industry. Portland homebuilders, for example, admit that the urban growth
boundary “has given them a competitive
advantage by making land acquisition here
too diﬃcult and costly for national developers.”14
Few cities or regions have adopted just
one of these policies, and the combined eﬀect
of several such policies can lead to extremely
unaﬀordable housing. Studies which conclude, for example, that urban growth
boundaries have by themselves not driven up
housing costs can be misleading if they compare a city that has urban growth boundaries
with another city that has no boundaries but
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has adopted other policies such as large-lot
rural zoning or onerous permitting processes.
As will be described in greater detail in
the discussion section of this paper, growthmanagement planning began in the United
States around 1970, when Boulder, Colorado
and suburbs of New York City and San
Francisco began experimenting with limits on
building permits and urban growth boundaries. Despite the fact that housing aﬀordability rapidly declined in these regions, growth
management grew in popularity.
Some planning mandates came from state
legislatures, as when Oregon required all cities in the state to draw urban growth boundaries by 1980 or Florida required all of its cities
to write growth-management plans by 1992.
In other places, such as Denver and the Twin
Cities, regional governments imposed urban
service boundaries. In still other places, such
as the Boston area and most of California,
growth-management planning was strictly by
local governments, sometimes responding to
tax policies that penalized residential development.

Methods
The goals of this paper are to:
• Compare the growth in metropolitan
area housing prices with the enactment of
growth-management plans to see if there
is any correlation between the two;
• Estimate the additional cost imposed
on homebuyers by growth-management
plans in each metropolitan area.

Data Sources
The paper will measure housing aﬀordability
using data from several sources.
1. Changes in housing prices over time in more
than three hundred metropolitan areas
come from the Department of Commerce’s
Oﬃce of Federal Housing Enterprise
Oversight (OFHEO) home price index.15
This index is based on repeated sales of
the same homes, so it is not inﬂuenced by
changes in average size or quality over time.
The index goes back as far as 1975 for some
metropolitan areas, but in others—especially smaller regions—it may not begin
until much later.
2. Median family incomes and median home
prices in each of several hundred metropolitan areas from 1959 through 1999 are
from the decennial census.16 Dividing the
median value by the median income produces the value-to-income ratio, a rough
index of housing aﬀordability. In any given
year, housing markets with lower valueto-income ratios are more aﬀordable than
those with higher ratios.
3. Median family incomes for 2005 are
from Department of Housing and Urban
Development estimates.17
4.Median home values for 2005 are calculated by updating the 1999 values using
OFHEO’s home price index.
5. In addition to the value-to-income ratio,
housing aﬀordability depends on interest
rates. Using historic mortgage rates by the
Federal Housing Finance Board, this paper
calculates the number of years it would take
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Because of San Jose’s inﬂexible urban-growth boundary, land prices are well in excess of $1 million per acre. Developers
respond by building homes with virtually no yards. Smart-growth planners rejoice, as they believe large yards are a waste of
land. Meanwhile, outside the boundary, tens of thousands of acres of poor-quality farmland lie fallow (inset). (Photos by the
author.)

a median-income family to repay the mortgage for 90 percent of the cost of a medianvalue home if the family devotes 25, 33, or
40 percent of its income to the mortgage.18
Lenders typically expect buyers to apply no
more than 25 percent of their incomes to a
mortgage, and a home loan normally lasts
no more than thirty years. Using this measure, a market where it would take longer
than thirty years go pay for a home would
have to be considered unaﬀordable. For
the purposes of this paper, terms such as

“aﬀordable” and “unaﬀordable” are deﬁned
as shown in table 1.
6. The number of owner-occupied homes
and the aggregate value of those homes in
each metropolitan area in 1999 is from the
2000 census.19 Census Bureau population
estimates for 2004 are used to estimate the
change in the number of owner-occupied
homes in 2005.
7. Some regions’ median-value homes may be
larger or higher in quality than in others.
An alternative view is provided by Coldwell
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Banker, which compares the price of similar homes in diﬀerent markets in its annual
survey of the cost of a standardized fourbedroom, two-and-one-half-bath, 2,200square-foot home “in a neighborhood that
is typical for corporate middle managers.”20
Since Coldwell Banker’s prices are for cities, not metropolitan areas, they may not be
exactly representative of each metropolitan
area in this report, but they do provide a
diﬀerent perspective.
8. All dollar ﬁgures before 2005 are adjusted
for inﬂation to 2005 dollars using the grossdomestic product price deﬂator.21
table 1 Aﬀordability Terms
Term
Very aﬀordable
Aﬀordable

Payoﬀ Years
<10
10–20

Marginal

20–30

Unaﬀordable

30–40

Extremely unaﬀordable

>40

For the purposes of this paper, terms like “aﬀordable”
and “unaﬀordable” are deﬁned by the number of years a
median-income family putting 25 percent of its income
towards a mortgage needs to pay oﬀ 90 percent of the cost
of a median-value home.

United States Housing Trends
For the sake of reference, we start by looking
at housing aﬀordability the United States as
a whole. The US Home Price Index ﬁgure
below shows the home price index published
by the Oﬃce of Federal Housing Enterprise
Oversight adjusted for inﬂation.22 The index
has been placed in the ﬁgure so that 1999
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After adjusting for inﬂation, US housing prices grew by just
1.1 percent per year between 1975 and 1998. Since 1998, however, they have grown by 5.9 percent per year. Between 1975
and 1998 there were short periods of faster growth followed
by some declines, but no growth period has ever lasted as
long as the present one. Units on the vertical axis are the
value in thousands of 2005 dollars of a home that was
median-priced in 1999. Source: Oﬃce of Federal Housing
Enterprise Oversight.

equals the median home value reported by
the Census Bureau in that year. The graph
thus shows a rough estimate of the price over
time of a 1999 median home in thousands of
2005 dollars. This paper includes similar ﬁgures for various metropolitan areas.
The ﬁgure shows that the housing market
drastically changed in about 1998. Between
1975 and 1998, US home prices grew by only
about 1 percent per year faster than inﬂation. Since then prices have grown by nearly
6 percent per year. A closer look reveals short
periods of relatively fast growth, such as 1977
through 1979 and 1986 through 1989, followed by “correctional” periods in which
prices fell. This suggests that the recent rapid
growth is likely to be followed by a period of
decline. No growth period between 1975 and
1995 lasted longer than six years; the current
growth period has lasted eleven.
The rapid growth in housing prices since
1998 began when crashes in the dot-com and
telecommunications industries led many peo-
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ple to conclude that it was safer to invest in
real estate than in the stock market. In areas
with little growth-management planning, this
led to modest price increases and homebuilders responded by building new homes. But
in areas with growth-management planning,
homebuilders had a diﬃcult time responding, so prices increased rapidly—even, in
some cases, in regions that were suﬀering a
downtown. In regions with growth-management planning, prices grew by 4 to 15 percent
per year, while regions without growth-management planning saw prices grow only about
1 to 3 percent per year. Sadly, this meant that
since 1999, the regions whose housing was
already the least aﬀordable saw the greatest
declines in aﬀordability.
Table 2 shows median-family incomes and
median-home values for the United States in
census years as well as in 2005. The table also
shows several measures of housing aﬀordability that can be calculated from these data:
• The value-to-income ratios for the US as
a whole and the median ratios for metropolitan statistical areas (MSAs);
• The payoﬀ period for a family devoting 25
percent of its income to a mortgage; and
• For comparison, the payoﬀ period for a
family devoting 40 percent of its income
to a mortgage.
The table shows that, before 2005, valueto-income ratios hovered closely around
2.3. The median metropolitan area valueto-income ratios were slightly lower than
the national average and hovered even more
closely around 2.0. Both were pushed up after

table 2 United States Housing Aﬀordability Median
family income (MFI) and median home value (MHV)
in thousands of 2005 dollars
1959

1969

1979

1989

MFI

26

41

45

50

1999 2005
56

58

MHV

63

73

107

111

126

182

Value/
Income

2.5

1.8

2.4

2.2

2.2

3.1

MSA V/I

2.0

1.7

2.2

1.9

2.0

2.4

Years (25)

13

9

22

16

12

18

Years (40)

7

5

8

7

6

9

Value-to-income ratios and the number of years required
to pay oﬀ a home are two important indicators of unaffordable housing. You can create a table with these data,
or charts based on this table, for any metropolitan area by
downloading the data ﬁle from http://americandreamcoalition.org/PenaltyData.xls.

1999 by a combination of increased real estate
investments and the extremely high housing
prices in markets with growth-management
planning.
High interest rates pushed housing into
the marginal range in 1979. Otherwise housing has been aﬀordable, though it is heading
back to the marginal range despite low interest rates in 2005.
The appendix of this paper lists valueto-income ratios from 1959 to 2005 for each
metro area, along with the annual growth
rate in housing prices from 1999 through
2005, median home value in 2005, Coldwell
Banker home value, planning penalty, percent overpricing, and aggregate penalty for all
homes in each metro area. Readers can download an Excel spreadsheet from http://www.
americandreamcoalition.org/PenaltyData
.xls that contains the rest of the raw and calculated data used in this report, and which
allows easy creation of several useful tables
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and charts for any of more than three hundred metropolitan areas.

The Planning Penalty
Based on the median-home values and valueto-income ratios, this paper will calculate
four diﬀerent numbers for each metropolitan
area:
1. Percent overpricing, that is, the percentage
by which housing in a metro area is overpriced relative to the median metro area;
2. The planning penalty, which is the cost of a
median-value home that can be attributed
to housing shortages caused by planning or
some other unusual factor;
3. The total penalty, which is the total amount
by which all owner-occupied homes in
a region are overpriced due to planninginduced housing shortages;
4.The total annual penalty, which is the annual
cost to homebuyers of planning-induced
housing shortages.

Percent Overpricing
In the absence of restrictions on housing supply, housing prices in any metropolitan area
will tend to be proportional to incomes in
that area, mainly because people with higher
incomes will buy larger homes. Housing in
San Jose, with a 2005 median family income
of $105,000 per year, will naturally cost more
than in McAllen, Texas, whose median family income was less than $30,000 per year. But

it should not cost fourteen times as much for
a home that is just 20 percent larger, as it did
in 2005.23
For census years (1959–1999), this paper
uses the median value-to-income ratio for
metropolitan areas in those years as a standard value-to-income ratio against which
each metro area can be compared. In 1959,
1989, and 1999, this ratio was very close to
2.0, though it was a little lower in 1969 and a
little higher in 1979. Metropolitan areas with
standard ratios had aﬀordable to very aﬀordable housing, even in 1979 when interest rates
were high.
As used in this paper, percent overpriced
for 1959 through 1999 refers to the share of the
value of a home that is higher than it would
be if the value-to-income ratios were equal to
this standard. For example, if median family incomes are $50,000 in 1999, when the
standard ratio was 2.0, then median homes
should cost about $100,000. If some form of
housing shortage pushes the cost to $150,000,
then the market is 33 percent (not 50 percent)
overpriced. This makes it easy to calculate
that, say, a $225,000 home in that market is
overpriced by $75,000.
To be fair, not all causes of housing shortages will have the same proportionate eﬀect
on all homes. A $25,000-per-home impact
fee, for example, will have smaller percentage increase on expensive homes than on
inexpensive ones. Inﬂated land prices caused
by an artiﬁcial or natural land shortage will
aﬀect home prices proportional to lot sizes,
not necessarily to home values. So the overpricing percentages must be used with care
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depending on the urban area.
table 3 Growth in Housing Prices, 1999 to 2005
Metropolitan Area

Total
Growth

Annual
Growth

Regions with Strong Growth-Management Planning
Boston

74

9.6

Boulder

30

4.5

Charleston, SC

44

6.3

Portland, OR

29

4.4

San Francisco

118

13.9

San Jose

67

9.0

Seattle

37

5.4

United States Average
United States

44

6.3

Regions with Little or No Growth Management
Atlanta

20

3.2

Cincinnati

15

2.3

Dallas

14

2.2

Grand Rapids

16

2.6

Houston

18

2.9

Indianapolis

9

1.5

Raleigh

7

1.2

By 2005, the median metro area value-toincome ratio had increased to 2.4. This was
partly due to rapidly growing prices in the
increasing number of regions with growthmanagement plans. As the examples in table
3 suggest, regions with such plans saw prices
grow by 4 to 14 percent, while regions without
such plans saw prices grow by 1 to 3 percent.
If this lower rate of growth is due to the new
money coming into the real estate market,
then any excess growth is due to restrictions
on housing supply.
For the 2005 standard value-to-income
ratio, this paper will use 2.24, which is what

the ratio would have been if 1999 medianhome values had grown by 2.5 percent per
year. Any markets with higher ratios in 2005
will be considered overpriced.
The Planning Penalty
Not all overpricing is due to growth management. By deﬁnition, at any given time, half
of all regions will be priced at more than the
median value-to-income ratio and half less.
Table 4 shows that variations tended to be
small in 1959, but dramatically increased over
the next three decades as more communities
adopted growth-management plans.
table 4 Number of Urban Areas with Overpriced
Housing
1959

1969

1979

1989

1999

2005

0–10

49

55

53

48

58

39

10–20

27

33

41

33

41

27

20–30

10

16

29

18

33

27

30–40

2

1

14

24

19

29

40–50

1

3

8

16

4

30

50–60

0

0

4

8

9

16

60–70

0

0

0

9

3

9

>70

0

0

0

0

0

11

Total
16.66

21

35

65

87

74

129

Total
regions

180

230

302

319

336

323

Judging from changes over time in individual metropolitan areas, variations of up to
plus or minus 20 percent from the median can
occur due to natural diﬀerences in local economies and their economic cycles. However,
sustained variations greater than 20 percent
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appear mainly due to some factor causing a
housing shortage, most often a growth-management plan.
In regions that have growth-management
planning, this paper will use the term planning penalty to mean the additional cost of
a median-value home that is more than 20
percent greater than median family incomes
multiplied by the standard value-to-income
ratio. For example, say the 2005 medianfamily income in a particular metro area is
$44,640. Multiplying this by the standard
value-to-income ratio of 2.24 yields $100,000.
If prices can vary up to 20 percent for reasons other than planning, then the highest
price the area could have without planning
would be $120,000, which is about 2.69 times
median-family incomes. The planning penalty is equal to any price above that.
At $850,000 per median-value home, the
San Francisco metropolitan area, where the
value-to-income ratio is 11.6, had the highest planning penalty in 2005. San Francisco
is 81 percent overpriced, meaning more than
80 percent of the cost of San Francisco homes
is due to housing shortages, almost entirely
caused by growth-management planning.
Because $120,000 is 16.67 percent more than
$100,000, this formula results in a positive
planning penalty for any region that is overpriced by more than 16.67 percent.
The planning penalties calculated using
this formula are conservative in two signiﬁcant ways. First, the 2.24 value-to-income
ratio is probably higher than it should be
because it is based on a 2.5-percent annual

price appreciation since 1999, but the average
price appreciation for metro areas without
growth-management planning was closer to
2.0 percent. Second, the assumption that the
ﬁrst 20 percent above this 2.24 value may be
due to factors other than planning is generous. Because of these cautious measures, it is
likely that the actual planning penalties are,
on average, at least 25 percent greater than the
penalties stated in this report.
The results will be particularly conservative in metro areas that were very aﬀordable
in 1999 but whose aﬀordability declined since
then. Housing in Tallahassee, Florida, for
example, was far more aﬀordable than average in 1999. Because of a recent growth-management plan, housing prices have grown by
6 percent per year and aﬀordability has dramatically declined in the past six years. But it
has not yet declined enough to register using
this formula. If housing prices had grown by
just 2.5 percent per year, the median-value
home would cost $30,000 less, which is probably the true planning penalty for the region.
This alternative calculation of a planning
penalty applies mainly to Florida, Minnesota,
Wisconsin, and a few regions in the Boston–
Washington, DC corridor.
Growth-management planning is not the
only possible cause of a severe housing shortage. Another cause could be a shortage of land
because most land is government-owned or
otherwise unavailable for development. Such
situations will be described in a special section
on land-ownership penalties below. In most
cases, however, regions with severely over-
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priced housing can trace shortages to growthmanagement planning and it is appropriate
to refer to the extra cost of housing in these
regions as planning penalties.
As previously noted, readers can download a spreadsheet providing aﬀordability data
for more than three hundred metropolitan
areas from http://www.americandreamcoalition.org/PenaltyData.xls. This spreadsheet
allows readers to quickly calculate the planning penalty and graph historic housing
prices and aﬀordability measures in most of
those metropolitan areas.
The Total Penalty
The planning penalty is the cost of planning
to the purchaser of a median-priced home.
In contrast, the total penalty is the total cost
that planning imposes on all owner-occupied
housing in an entire region, state, or nation.
The total annual penalty is the total added
amount homebuyers are forced to pay each
year due to such planning.
The total penalty can be calculated from
census data. The 2000 census estimated that
the value of all owner-occupied housing in
the nation was about $12.0 trillion. Since
then, the population has increased by about
5 percent, and so presumably has the number of owner-occupied homes, while the average value of those homes has increased by 44
percent. This indicates that owner-occupied
housing today is worth about $18.0 trillion.
We can calculate the total 2005 value

of homes in each metro area assuming the
number of owner-occupied homes in each
metropolitan area grew at the same rate as
the population and that the average value
of those homes grew at the rate of the home
price index published by the Department of
Commerce. Assuming that the overpricing
percentages for median-value homes apply
to all homes in each metro area, and leaving
out the overpricing of land-short metro areas
such as Honolulu, the total planning penalty
for the 120 metro areas with such penalties is
close to $5.5 trillion, or slightly more than 30
percent of the total value of US owner-occupied housing.
Los Angeles has the largest total penalty
at nearly $700 billion. New York is close to
$500 billion, and twelve more regions, nearly
all of which are in California or the Boston–
Washington, DC corridor, have total penalties of more than $100 billion. Note that this
does not include any costs to renters or to
purchasers of retail, commercial, or industrial
land.
During the 1990s slightly more than 5
percent of America’s housing stock was sold
each year. If the average American home is
resold or replaced about every twenty years,
the annual cost of growth-management planning to homebuyers is nearly $275 billion.
While part of this cost is oﬀset by the gains
to home sellers, the discussion section of this
paper will show that both the losses and the
number of losers exceed the gains and the
number of winners.
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Land has become so expensive in the Portland, Oregon, area that homebuilders are constructing “skinny houses”–homes
just ﬁfteen feet wide–as “inﬁll” on narrow lots. With the encouragement of smart-growth planners and, in some cases, tax
breaks from the city, developers sometimes tear down existing homes on quarter-acre lots to build four skinny houses on 25-by100-foot lots. Skinny houses sell for close to $200,000. Meanwhile, the fastest-growing part of the Portland area is relatively
unregulated Vancouver, Washington, where families can still aﬀord full-sized houses with yards. (Photograph by the author.)

Region-by-Region Review
California
Planners sometimes lament that California,
unlike Oregon, has no state growth-management law or strong regional governments.
Instead, the plans are written by individual
cities and counties that are often in conﬂict
or competition with one another. Still, several
features have uniﬁed California cities to create some of the least aﬀordable housing markets in the world.

First, California state law does require
that planners allow broad citizen participation in planning and development decisions.
This includes an appeals process that people
can use to challenge proposed developments
that they do not like. As described in Bernard
Frieden’s 1979 book, The Environmental
Protection Hustle, such appeals were so easy
that, in one case, “a lone Boy Scout doing an
ecology project was able to bring construction
to a halt on a two hundred–unit condominium project.”24 Since homeowners are more
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likely to challenge high-density developments
with aﬀordable housing, fearing that such
housing will “bring down the neighborhood,”
homebuilders ended up building mostly lowdensity, high-cost housing.
Second, citizens of many cities have
used the democratic process to impose strict
growth limits on their cities. Even if a city
council were interested in promoting growth,
people often use initiative petitions or other
means to limit that growth. For example, in
1999 voters in San Ramon approved a twoyear moratorium on any changes in the city’s
comprehensive plan, while voters in Half
Moon Bay approved a measure limiting residential growth to 1 percent per year.25
As if that were not enough, in 1978
California voters approved Proposition 13,
which greatly limited the revenues local governments could get from property taxes on
homes. Instead, cities and counties became
dependent on retail sales tax revenues. Cities
responded by adopting beggar-thy-neighbor
policies, providing tax breaks to attract retailers while zoning for low densities to force
other cities to accept new residents.
The result of these pressures has been the
opposite of smart growth’s demand for density and compact cities. Instead, the push
from both homeowners and tax policy was to
keep densities low. Some cities went so far as
to allow no new developments, even as small
as a few homes, without a vote of the people.
Meanwhile, many counties prevented much
development outside the cities.
The result is that California housing
aﬀordability problems began in the early- to

Coastal California Home Price Indices
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mid-1970s. While San Francisco, San Jose,
Los Angeles, and San Diego housing markets
were less aﬀordable than other US regions
in 1969, they were still aﬀordable—that is, a
median-income family could buy a medianpriced home in less than ﬁfteen years and
value-to-income ratios were around 2.2—not
signiﬁcantly diﬀerent from the national average in the 1990s. But by 1979, the value-toincome ratios in these regions increased to
four or more, increasing again to ﬁve or more
by 1989, six or more by 1999, and nine or more
by 2005.
Ironically, the “farmland” being protected by the coastal cities’ planning eﬀorts
is for the most part marginal, usually not

The Planning Penalty: How Smart Growth Makes Housing Unaffordable | 19

good for much more than livestock range.
California’s real farm base is in the Central
Valley, but most cities in the Central Valley,
with the exceptions of Sacramento and Davis,
have imposed far fewer planning rules than
coastal cities. So Fresno, Modesto, Stockton,
and other Central Valley cities remain more
aﬀordable than their coastal counterparts.
Nor is urbanization much of a threat to
California’s vast open spaces. The USDA
says that less than 5.4 percent of California
was developed in 1997.26 According to the
2000 census, 94.4 percent of the people in
America’s most populous state live on just 4.2
percent of its land area.27
The total planning penalty for all
California metropolitan areas is $2.7 trillion, or nearly half of the nationwide penalty.
Nearly $2.5 trillion of this is in coastal metro
areas, while $235 billion is in central valley
regions.

San Francisco-Oakland Bay Area
San Francisco planning penalty: $850,000
Oakland planning penalty: $400,000
The San Francisco Bay Area has been the
nation’s least aﬀordable major housing market since at least 1989. Yet as recently as
1969, Bay Area housing was quite aﬀordable.
Value-to-income ratios were no greater than
the nationwide average ratio in 1999, and a
median-income family could spend 25 percent of its income to pay for a median-priced
house in less than ﬁfteen years.
Since then, Bay Area governments have

done everything possible to drive up home
prices. Alameda, Contra Costa, Napa, San
Mateo, and Sonoma counties all have growth
boundaries.28 While Marin County does not,
virtually every city in Marin County has a
growth boundary.
On top of this, Bay Area counties have
purchased large areas for regional parks.
By 1984, David Dowell’s book, Suburban
Squeeze, reported that more than 15 percent of the region’s land was in such parks.29
Today, parks and preserves in the ﬁve-county
San Francisco-Oakland area total nearly
550,000 acres, not counting areas outside of
urban growth boundaries that are protected
by restrictive zoning.30 By comparison, the
2000 census found that the urbanized land
in these counties (including parks in those
urban areas) totaled only 502,000 acres.
The result was a dramatic decline in
aﬀordability in the 1970s. By 1979, a medianincome family dedicating 40 percent of its
income to a mortgage would not be able to
make the interest payments on a medianpriced home. Both the 1990 and 2000 censuses found that the Bay Area was the least
aﬀordable housing market of any urban area
in the nation. Despite this unaﬀordability,
Bay Area housing prices grew by an incredible
14 percent per year between 1999 and 2005.
The total planning penalty for the San
Francisco and Oakland metropolitan areas
is $591 billion. San Francisco (which includes
Marin, San Francisco, and San Mateo counties), accounts for $331 billion of this, while
Oakland (which includes Alameda and
Contra Costa counties) accounts for the rest.
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Coldwell Banker says that a 2,200square-foot home that would cost $152,000
in Houston in 2005 would cost $836,000
in Walnut Creek (Contra Costa County),
$859,000 in San Mateo (Marin County), $1.10
million in Oakland (Alameda County), $1.30
million in San Francisco, $1.33 million in San
Mateo, and $1.55 million in Palo Alto (both in
San Mateo County).

San Jose
San Jose planning penalty: $513,000
In the 1950s and 1960s, San Jose may have been
the fastest-growing urban area in America,
more than quadrupling from 95,000 people in
1950 to 445,000 in 1970. Despite this growth,
San Jose housing was still aﬀordable in 1969.
But fears of “Los Angelization” led San Jose
and Santa Clara County to impose an urban
growth boundary and other planning restrictions in 1974. Planners promised to expand the
boundary when ﬁnancing of needed urban
services was assured. But such expansion
never took place, partly because Proposition 13
in 1978 reduced the stability of urban ﬁnances
and partly because sprawl opponents lobbied
heavily to prevent any expansions.
Between 1974 and 1979, housing prices
grew by at least 50 percent. While San Jose
incomes remained about 30 percent more
than the national average, by 1979 San Jose’s
homes were 128 percent more expensive than
the rest of the country. Prices continued to
grow for another decade, then crashed as
defense industries contracted with the end

of the cold war. This made housing slightly
more aﬀordable in 1999, when a medianincome family devoting a third of its income
could pay oﬀ a median-priced home in a mere
81 years.
Since 1999, San Jose’s economy has again
crashed, but its housing market continued to
bubble as interest-only loans, 40-year mortgages, and other risky ﬁnancing allowed
speculators to bid up homes. Between 2001
and 2004, San Jose lost 17 percent of its jobs
and oﬃce vacancy rates soared from 3 to 30
percent. Yet housing prices grew by 13 percent
in those years and somehow managed to grow
another 18 percent in 2005. With two-thirds
of current housing prices attributable to the
planning penalty, compared with only 58 percent in 1989, prices appear poised for a greater
fall than the one in the early 1990s.
According to Coldwell Banker, someone selling a house for $152,000 in Houston
would have to pay an incredible $1.27 million
to get a similar home in San Jose. San Jose’s
total planning penalty was more than $200
billion in 2005.
Such high prices have had major eﬀects
on the region. First, growth has slowed to a
trickle. The San Jose metro area grew by a
mere 1.2 percent per year in the 1990s, and it
actually lost population between 2000 and
2004. This slow growth is largely because
many Silicon Valley companies now locate
their factories and oﬃces in other regions
where their employees can aﬀord housing.
People still work in San Jose even though
few who do not already own homes can aﬀord
to buy a house there. Many live in apartments

The Planning Penalty: How Smart Growth Makes Housing Unaffordable | 21

or condominiums, which no doubt pleases
the smart-growth planners who are guiding
San Jose’s future. But many others commute
from outside the region, some driving eighty
miles each way from Stockton, where housing remains aﬀordable. Such long commutes,
of course, are just what smart growth is trying to avoid. Ironically, the farmlands around
Stockton are far more productive for agriculture than the grassy rangelands that San
Jose is protecting from development with its
urban growth boundary.

Los Angeles
Los Angeles planning penalty: $316,000
Orange County planning penalty: $387,000
Riverside-San Bernardino
planning penalty: $160,000
Ventura planning penalty: $345,000
Supposedly the epitome of sprawl, the Los
Angeles urban area is actually the densest urban area in America. The 2000 census
found more than 7,000 people per square mile
compared with a mere 5,400 in the New York
urban area. While the city of Los Angeles
itself is not at dense as New York (26,400
per square mile), San Francisco (16,600), or
Chicago (12,750), it is still far denser, at 7,900
people per square mile, than almost any other
major city in America.
Los Angeles diﬀers from New York, San
Francisco, and Chicago in that its suburbs
also have high densities, whereas the other
denser cities have sprawling low-density suburbs. Los Angeles suburbs such as Cudahy,

Huntington, Lenox, and Maywood all have
more than 20,000 people per square mile.
While those are exceptional, the Los Angeles
urban area has a relatively ﬂat density gradient, while New York and San Francisco show
sharp declines from the city centers outwards.
As Robert Bruegmann points out in his
recent book, Sprawl: A Compact History,
the thing that makes Los Angeles special is
water, or rather the lack of it.31 The city of Los
Angeles famously managed to get a steady
source of water from the Owens Valley, in
eastern California. But landowners in areas
that do not have a suﬃcient water supply simply cannot develop their land. Since much
of the land around Los Angeles is essentially
desert, development has been restricted to Los
Angeles and other cities that have a water supply. Los Angeles also faced other barriers to
expansion in the form of the federally owned
Angeles and Cleveland national forests.
The results were similar to those in San
Jose and San Francisco. As the center of
defense contracting, Los Angeles suﬀered
more than the northern cities from the postcold-war decline in defense spending, with
home prices falling by more than 20 percent
between 1990 and 1995 and not recovering to
1990 levels until 2000.
Today, Los Angeles’ planning penalty
totals to $697 billion. The total penalties in
nearby Orange, Riverside, San Bernardino,
and Ventura counties amount to another
$498 billion.
Coldwell Banker says that the $152,000
Houston home would cost anywhere from
$788,000 in Pasadena up to nearly $1.9 mil-
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lion in the Orange County suburb of La Jolla,
the highest-priced housing market considered
by the realty company’s study.

Central Valley
Central Valley Home Price Indices
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Bakersﬁeld planning penalty: $69,000
Davis planning penalty: $234,000
Fresno planning penalty: $118,000
Sacramento planning penalty: $204,000
California’s Central Valley produces onethird of the nation’s food. It is also the home
of well over three million people who live in
cities that are growing much faster than those
on the coast, mainly because coastal cities are
so unaﬀordable.
These metro areas have fewer restrictions
than those on the coast. Yet they still have
planning penalties totaling $235 billion. The
Sacramento and Davis areas have 40 percent
of the housing in Central Valley metro areas
but account for more than half the penalties.

San Diego
San Diego planning penalty: $351,000
San Diego’s regional government, the San
Diego Association of Governments (SanDAG), has played a greater role in growthmanagement planning than most other
California regional governments. While
local governments did some growth-management planning in the 1970s, in 1980 SanDAG
adopted a plan that promoted high-density
inﬁll in San Diego and discouraged growth
in the suburbs using large-lot zoning and
impact fees. This plan created a two-class
urban structure, as only the wealthy could
aﬀord the suburbs while low-income people
faced declining urban services in the core as
inﬁll developments overwhelmed the existing infrastructure.32 SanDAG continues to
promote compact development, particularly
along transit corridors.
San Diego’s total 2005 planning penalty
was more than $250 billion. Mortgage insurer
PMI ranks San Diego as the region most
likely to suﬀer a decline in housing prices in
the next two years, closely followed by several
other California regions and regions in the
Boston-New York corridor.33

Northeast
Agricultural reserves (which usually involve
purchases of easements), low-density zoning,
and lengthy permitting and regulatory processes are the most common growth-management tools used in the Northeastern United
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Northeastern Home Price Indices
ôïï

óïï

òïï

ñïï

ðïï

ï
ðøöô

ðø÷ï

#BMUJNPSF
/FX:PSL

ðø÷ô

ðøøï

#PTUPO
1PSUMBOE

ðøøô

ñïïï

ñïïô

#VSMJOHUPO
8BTIJOHUPO

States, which here is deﬁned to range from
New England to Washington, DC. All of
these rules have made much of this region the
second-most expensive housing market in the
country after California.
New York and Boston vie for being the
most expensive major urban areas, with
Washington lagging behind and other cities
such as Baltimore, Maryland, Burlington,
Vermont, and Portland, Maine well behind.
But all appear to be trying to catch up to
New York and Boston. Smart growth or
other growth-management planning has
been strongly promoted by the governors of
Maine, Maryland, and New Jersey.

Boston
Boston planning penalty: $225,000
Lawrence planning penalty: $112,000
Portsmouth planning penalty: $83,000
Worcester planning penalty: $83,000
Not only was Boston housing aﬀordable in

1969, it continued to be marginally aﬀordable in 1979 despite high interest rates. The
value-per-income ratio in 1979 was less than
2.5, well under the ratios found in California
cities in that year. Yet by 1989, Boston’s valueto-income ratio shot up to 3.8, making housing extremely unaﬀordable even with lower
interest rates.
According to Edward Glaeser, a Harvard
economist specializing in urban issues,
Boston’s aﬀordability declined because cities
in the region passed numerous regulations
that stiﬂed home construction. Glaeser and
two graduate students examined the planning rules of 187 communities in the Greater
Boston region, which includes Essex County
(Lawrence) and Cambridge-Newton. He
found:
• Fifty-four communities have growth caps
or similar rules limiting the number of
homes that can be built each year;
• At least thirty-six communities have large
minimum lot sizes, in some cases requiring that lots be no smaller than 1.6 acres.
Most of these also prohibit irregularly
shaped lots (so-called ﬂag lots) that would
make it possible to ﬁt more lots in a given
area;
• More than two thirds of the communities have wetland rules that are stricter
than state or federal laws and rules.34
These and other rules have had a clear
eﬀect on homebuilders’ abilities to meet
the demand for housing. In the 1960s, says
Glaeser, cities in the Boston metropolitan
area issued permits for 172,459 new homes.
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Despite much higher housing prices, this
declined to 141,347 in the 1980s and to just
84,105 in the 1990s.35
Glaeser estimates that the scarcity created by these rules boosted median housing
prices in the Greater Boston metropolitan
area (which includes eleven of the metropolitan areas rated in this paper) by an average
of $156,000.36 This is fairly close to the housing penalties calculated for those metro areas
in this paper: when weighted by the number
of owner-occupied homes in those areas, the
penalty averages $171,000. The total penalty
for the Greater Boston metro area is nearly
$300 billion.
In 1989, Boston homes were overpriced
by 41 percent, and the housing crash that
followed led to a 25 percent decline. By 2005
homes were overpriced by 52 percent, so an
even larger decline is likely. Mortgage insurer
PMI ranks Boston as the region third most
likely to suﬀer a decline in housing prices
in the next two years, preceded by two
California regions.37

New York
New York planning penalty: $312,000
Newark, New Jersey planning
penalty: $155,000
Bridgeport, Connecticut planning
penalty: $119,000
Stamford, Connecticut planning
penalty: $465,000
The greater New York metropolitan area
has pioneered a variety of urban planning

eﬀorts. In 1919, New York City became the
ﬁrst city to pass a zoning ordinance. Suburbs
of New York wrote many of the early “master plans” once favored by urban planners;
Stamford, Connecticut, for example, wrote
its ﬁrst master plan in 1929. The New York
Regional Planning Association has long promoted planning by the various regional and
local governments. Ramapo, New York, was
the ﬁrst city to pass a slow-growth ordinance,
in 1970.
New York City’s housing market has
been distorted by rent controls of one form or
another since 1943.38 These controls have contributed to a major housing shortage in the
city because it makes the construction of new
housing especially risky.
Although Stamford was the nation’s second-least aﬀordable housing market in 1959,
housing in New York City itself, though
priced somewhat higher than the rest of the
country, was still aﬀordable as late as 1969. By
1989, however, New York City housing was
about 60 percent overpriced, while housing
in the Greater New York metro area was 46
percent overpriced. Prices dropped by 23 percent in the deﬂation that followed, but fully
recovered by 2001 and as of 2005 have grown
by another 49 percent.
The total planning penalty for the
New York metro area (which includes New
York City plus Putnam, Rockland, and
Westchester counties) is more than $480 billion. The penalty for the Greater New York
metro area, which extends from New Haven
to Newburgh and from Poughkeepsie to
Ocean City, is more than $1.1 trillion.
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Washington, DC
Washington, DC planning penalty: $135,000
Baltimore planning penalty: $59,000
Washington housing prices have followed
the same roller-coaster ride as Boston’s and
New York’s, although the peaks and troughs
have not been as great. Outside of the
District of Columbia, Maryland is the home
of smart growth, in the sense that the term
was ﬁrst used by Maryland Governor Parris
Glendenning to refer to policies promoting
compact urban development. Glendenning
encouraged counties to create agricultural
reserves and restrict growth to already-urbanized areas. This led to overpriced housing in
Baltimore and even distant Hagerstown.
Just north of DC, Montgomery County,
Maryland has protected well over 40 percent
of the county from development through
easements or tradable development rights.
East of DC, Prince George’s County has protected well over a third of its land through
rural zoning or parks.
The total planning penalty for the
Washington, DC, metro area is $218 billion.
The penalty for the adjacent Baltimore metro
area is another $49 billion.

Maine–New Hampshire–Vermont
Portland, Maine planning penalty: $64,000
Burlington, Vermont planning
penalty: $42,000
Manchester, New Hampshire planning
penalty: $58,000
Lewiston, Maine planning penalty: $7,000

Nashua, New Hampshire planning
penalty: $59,000
Portsmouth, New Hampshire planning
penalty: $84,000
Maine passed a planning law in 1991 encouraging, but not requiring, cities to do growth
management. As of 1997, Maine was the least
developed state in the East, with 96.6 percent of the state being rural open space.39
Despite this, in 1999 the state’s governor
began aggressively promoting a “war on
sprawl,” encouraging communities to write
growth-management ordinances. The result
has been a 50 percent or greater increase in
housing prices in Portland and certain other
Maine cities since 1999, though Bangor has so
far avoided the problem. The total penalty in
Portland and Lewiston is close to $5.5 billion.
Vermont passed a comprehensive planning law known as Act 250 in 1970 and a
growth-management planning law in 1988.
Burlington, the state’s only metro area,
started having aﬀordability problems in the
1980s. Burlington’s total planning penalty is
just over $2 billion.
Defying the state motto of “Live Free or
Die,” New Hampshire passed smart-growth
legislation in 2000 encouraging cities to
write plans to control sprawl and conserve
rural areas. Housing had been aﬀordable in
the state through 1999, but in the following
six years housing prices grew by 70 percent.
In that short time the total penalty for New
Hampshire’s three metro areas has increased
to more than $13 billion.
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Paciﬁc Northwest
Oregon
Portland planning penalty: $60,000
Eugene planning penalty: $48,000
Medford planning penalty: $121,000
Rules written under Oregon’s 1971 planning
law required all Oregon cities to draw urban
growth boundaries, and most did so by 1980.
However, the state suﬀered a major recession in the early 1980s—the population even
declined in 1982 and 1983—so the boundaries
did not have a big impact on development or
housing prices until around 1990.
Homebuilders sought to expand the
boundary when land prices in the Portland
area started to rise in 1990, but planners
decided instead to rezone neighborhoods
inside the boundary to higher densities.
When builders said there was little market
for high-density developments, Portland and
its suburbs oﬀered millions of dollars in tax
breaks and other subsidies. This produced a
boom in multifamily construction, so owners
of existing apartments found their rents ﬂat
or dropping even as housing prices doubled
in just a few years.
The need for urban growth boundaries seems absurd in a state that is more than
98 percent open space.40 The full absurdity
was revealed by a study commissioned by
the Willamette Valley Livability Forum, a
government-funded organization advocating growth-management planning. Oregon’s
Willamette Valley occupies just one-seventh
of the state but houses two-thirds of the
state’s population. It also has the state’s most

Paciﬁc Northwest Home Price Indices
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productive farmland, and planning advocates
have used the fear that urbanization would
destroy all the farmland to justify Oregon’s
planning system.
The Livability Forum’s study found that
5.9 percent of the Willamette Valley had been
developed in 1990. The study found that, with
an expected 50 percent increase in population
by 2050, Oregon’s restrictive planning rules
would allow the urbanization of only 0.7 percent more of the valley. But the study also
asked what would happen if the rules were
repealed and the free market allowed to rule.
In that case, the commissioned report concluded, 1.7 percent more of the valley would
be urbanized.41 The high housing prices, congestion, and other costs of Oregon’s planning
rules would do nothing more than protect 1
percent of the valley from urbanization.
When measured as either value-toincome ratios or mortgage payoﬀ periods,
Portland’s aﬀordability declined more than
any other urban area in America in the 1990s.
Salem and Eugene Oregon had the secondand third-greatest declines in aﬀordability,
indicating that Oregon’s planning process
was having similar results in many places.
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High housing prices slowed Portland’s
growth, but Vancouver, Washington, across
the Columbia River and out of reach of
Portland’s planners, became the fastest-growing part of the Portland-Vancouver urban
area. While Portland itself grew by about
21 percent, and most of its suburbs grew by
about 40 percent, Vancouver grew by 210
percent in the 1990s. Fifty miles south of
Portland, Oregon’s capital, Salem, also grew,
overtaking Eugene as Oregon’s second-largest
city by 2000.
The 2001 recession led to Portland having
the highest unemployment rates in the nation,
but housing in Portland and other major
Oregon cities remains overpriced. Corvallis
was 24 percent overpriced in 1999 but only 20
percent in 2005. Most cities went the other
way, however, with the worst being MedfordAshland. Because it is close to California and
has a better climate than most Oregon cities,
Medford-Ashland has attracted many wealthy
retirees, making it the most overpriced region
in Oregon.
In 1969, Portland median incomes and
housing prices were both 5 percent greater
than Houston’s. But by 1999, housing prices
were nearly twice Houston’s even though
incomes were only 9 percent greater. In
2005, Coldwell Banker conﬁrmed that the
house that would cost $152,000 in Houston
would cost $304,000 in Portland, $327,000
in Eugene, and $387,500 in Medford. The
total planning penalty for Oregon metropolitan areas is $51 billion, of which Portland
accounts for $36 billion.

Washington
Bellingham planning penalty: $103,000
Seattle planning penalty: $133,000
Tacoma planning penalty: $64,000
Washington passed a growth-management
law in 1991 requiring all cities and counties in
the western portion of the state to do growthmanagement planning, but made such planning optional for many areas on the east
side. But Seattle and King County had been
restricting development long before that. So
it is not surprising that the Seattle metro area
accounts for $100 billion of the state’s total
planning penalty of $130 billion.
Tacoma, Olympia, and other westernWashington metro areas were aﬀordable
until the late 1990s. Spokane, the Tri-Cities,
and other eastern-Washington metro areas
remain aﬀordable today.

Colorado
Boulder planning penalty: $117,000
Colorado Springs planning penalty: $30,000
Denver planning penalty: $58,000
Colorado Home Price Indices
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The Colorado Front Range presents some
sharp contrasts. On one hand there is Boulder,
twenty-ﬁve miles northwest of Denver, which
began practicing growth management in the
late 1960s. At the other extreme is Colorado
Springs, seventy miles south of Denver,
which has much less growth management. In
the middle is Denver and its many suburbs,
around which the Denver Regional Council
of Governments (DRCOG) drew an urban
growth boundary in the early 1990s. Boulder
is included with Denver in some data sets and
is inside DRCOG’s urban growth boundary,
but its long history of growth management
makes it quite distinctive.
The results can be seen in the Coldwell
Banker estimates of the price of a middlemanager’s home: $212,000 in Colorado
Springs, $336,000 in Denver, and $546,000 in
Boulder. This makes Boulder the most expensive American housing market in Coldwell
Banker’s study outside of California, Hawaii,
and the Boston-Washington corridor.
Planning penalties in Colorado metro
areas total $64 billion. Of this, Denver
accounts for $41 billion and the BoulderLongmont area accounts for another $10 billion.

Florida
Fort Lauderdale planning penalty: $82,000
Jacksonville planning penalty: $8,000
Miami planning penalty: $124,000
Orlando planning penalty: $35,000
Tampa–St. Petersburg planning
penalty: $24,000

Florida Home Price Indices
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Like Oregon, Florida passed a statewide landuse planning law in the 1970s that required
cities to draw urban growth boundaries.
Unlike in Oregon, Florida cities applied this
law much more ﬂexibly, freely expanding
the boundaries as growth demanded. As a
result, housing prices in most Florida regions
remained fairly constant between the late
1970s and mid 1990s. Prices in Jacksonville
and Tallahassee, for example, grew by less
than one-half percent per year from 1978
through 1998, and even Miami prices grew by
only 1 percent per year.
In 1985, however, the Florida legislature
passed a growth-management act requiring
all cities to write growth-management plans
by 1992. Florida also has concurrency requirements allowing cities to deny building permits to developers if the developments would
add more traﬃc than roads can handle.
These price increases begin in 1992 in Miami
and Fort Myers, 1994 in Gainesville, 1996
in Jacksonville, Sarasota, and Tampa–St.
Petersburg, 1997 in Tallahassee, and 1998 in
Orlando. These diﬀerences reﬂect diﬀerences
in local economies and may reﬂect diﬀerences
in the timing of the plans in each region. The
price increases are signiﬁcant, averaging 50
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to 70 percent in the past seven years and in
some cases exceeding 10 percent per year.
This has made Miami housing unaﬀordable
and pushed other regions into the marginally
unaﬀordable category, which should be cause
for concern for residents of the state.
Five years ago, the standard Coldwell
Banker home did not cost signiﬁcantly more
in many Florida cities, such as Tampa and
Tallahassee, than in Houston. Today, housing prices in most Florida markets have at
least doubled relative to Houston.
Most Florida planning penalties are
new. With the exceptions of Miami and
Naples, most Florida housing markets were
much more aﬀordable than average in 1999.
This indicates that the planning penalties
calculated here are probably greatly underestimated. If the penalties are recalculated
assuming that Florida housing prices should
have grown by only 3 percent per year, they
average $50,000 more than the penalties indicated above.
Planning penalties for all Florida metro
areas totaled $338 billion in 2005. More than
half of this total is in the combined Miami–
Fort Lauderdale–West Palm Beach metro
area.

Arizona
Flagstaﬀ planning penalty: $72,000
Phoenix planning penalty: $55,000
Tucson planning penalty: $37,000
In 2000, Arizona voters solidly defeated a
growth-management initiative that, oppo-

Arizona Home Price Indices
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nents warned, would lead to unaﬀordable
housing. But Arizona’s legislature had already
passed two “growing smarter” bills promoting the preservation of open space—obviously a vital concern in a state that, by 1997,
was already all of 2 percent developed.42
To help protect the remaining 98 percent,
Flagstaﬀ voters approved a regional urban
growth boundary in the late 1990s. Phoenix
and Tucson took other steps to protect open
space. The result was that housing prices rapidly increased despite the defeat of the 2000
growth measure.
Arizona’s four metropolitan areas have
total planning penalties of just under $80 billion. The Phoenix-Mesa area alone accounts
for $65 billion of this total.

Mountain States
Albuquerque, New Mexico planning
penalty: $11,000
Missoula, Montana planning
penalty: $64,000
Santa Fe, New Mexico planning
penalty: $94,000
Salt Lake City, Utah planning
penalty: $18,000
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Mountain States Home Price Indices

region. Salt Lake City and its suburbs have
been urged by Utah’s governor to support
smart-growth policies. The small planning
penalties calculated for these urban areas
reﬂect the recent adoption of these policies.
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While 2 percent of Arizona and 2.5 percent of
Colorado have been developed, the rest of the
Rocky Mountain states remain at least 98.5
percent rural open space.43 Yet urban sprawl
has become an issue in many regions of these
states. The state of Utah has helped fund an
Envision Utah program of promoting smart
growth. Albuquerque’s city council passed
a smart-growth ordinance in 2003. Sprawl
has also become an issue in Boise and several
other fast-growth cities in the mountains.
Santa Fe has strictly regulated development for decades, beginning with an ordinance requiring that all buildings in the city
center be built in an adobe style. But smart
growth in the Rockies was probably pioneered by Missoula, which passed a strict
growth-management ordinance in 1999. Even
before that, Missoula may have been the ﬁrst
city in the country to pass a minimum-density zoning ordinance aimed at promoting
compact development. This 1990 ordinance
was so strict that if a house burned down, the
owner would be required to replace it with
apartments.
Albuquerque’s city council recently
approved a planned-growth strategy for the

Midwest
Midwestern Home Price Indices
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Minneapolis-St. Paul
Twin Cities planning penalty $32,000
The Twin Cities is one of the fastest-growing
urban areas in the Midwest. The region’s metropolitan planning organization, known as
the Metro Council, imposed an urban service
boundary around the region in the mid-1970s.
In the 1990s, the council adopted policies
aimed at reducing sprawl. As a result, housing
prices started rising in 1993, accelerating to 3
percent per year in 1996, and averaging more
than 7 percent per year over the last seven
years. As a result, the region is getting close to
being marginally unaﬀordable. In 1997, the
Minnesota legislature required all cities in the
state to designate “urban growth areas,” thus
ensuring that the rest of the state will become
unaﬀordable as well.44
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When Peter Bell, the chair of the Metro
Council, spoke at the American Dream
Coalition’s annual conference in the Twin
Cities in 2005, he was asked how he could justify the price increases brought about by the
urban service boundary. He said that it would
cost thousands of dollars per home to extend
services outside the boundary. As previously
noted, The Costs of Sprawl 2000 estimates that
low-density housing has urban service costs
of about $11,000 more per home than compact development.45 It does not make sense
that every homebuyer in the region should
pay a median of $32,000 more in order to save
$11,000 dollars on urban service improvements for new homes alone.
While the Twin Cities’ median planning penalty is still small, the large number
of homes of the area means that the total
planning penalty exceeds $33 billion. A lot of
urban services could be provided for less than
$33 billion.

Wisconsin
Kenosha planning penalty: $23,000
Madison planning penalty: $18,000
Milwaukee planning penalty: $20,000
In 1999, the Wisconsin legislature passed
a Smart Growth Initiative, which gave cities incentives to write land-use plans aimed
at conserving farmlands.46 Wisconsin metro
areas were all aﬀordable to very aﬀordable
in 1999 and most of them remained aﬀordable in 2005. However, the aﬀordability of
Kenosha, Madison, and Milwaukee signiﬁ-

cantly declined in that time period.
Texas Home Price Indices
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Texas
Home prices in Texas have ﬂuctuated with oil
booms and busts, so they remain about the
same today as they were twenty-ﬁve years ago.
Austin adopted a growth-management plan
in 1980, which may explain why Austin prices
since then have grown faster during booms
and declined more steeply during busts.
However, there is still no planning penalty
in Austin’s housing prices, probably because
housing has barely recovered from the decline
in the late 1980s.
Texas housing markets are unusual in that
they remained aﬀordable in 1979, when interest rates were very high. This may be because
an oil boom coincided with those high rates.
With the oil busts of the late 1980s, prices
descended into the very aﬀordable range, and
most Texas markets remain near the margin
between aﬀordable and very aﬀordable today.
A comparison between Houston, which
has no zoning, and Dallas, which does have
zoning, suggests that zoning by itself does not
contribute to unaﬀordable housing. But people in Austin should be concerned that the
region’s growth-management plan is likely to
make housing unaﬀordable soon.

32 | the independent institute

Houston
Houston is often presented as a counterexample to growth-management planning
because it has no growth management and
no zoning. As a result, it has highly aﬀordable housing and is one of the fastest-growing large urban areas in the country. Between
the 1990 and 2000, it grew by nearly a million
people, or about 2.8 percent per year.
As previously noted, Coldwell Banker says
the average cost of its standard 2,200-squarefoot house in Houston was $152,000 in 2005.
Indeed, for about that price, you can currently
buy a brand-new home very close to Coldwell
Banker’s speciﬁcations in the Woodlands, an
attractive development twenty-seven miles
north of downtown Houston.47 This makes
Houston one of the ﬁfteen least-expensive
housing markets of the 319 US regions examined by Coldwell Banker.
Houston’s fortunes are tied closely to
the oil industry: when oil prices are high,
Houston booms; and when oil prices are
low, Houston busts. Houston did very well
during the OPEC-induced oil crises during the late 1970s, when its average incomes
surged well ahead of the rest of the US, but
its economy tapered oﬀ when prices fell in
the 1980s. This led to a 35 percent decline in
housing prices. Since 1990, Houston has been
growing rapidly, but inﬂation-adjusted housing prices still are 15 percent below the 1980
peak. Homeowners may not be fully aware of
this because inﬂation has made it appear that
prices today are higher than their 1980 peak.
The oil boom of the late 1970s coincided

with a period of extremely high interest rates
that discouraged homebuyers. While this
made housing extremely unaﬀordable in
many other cities, Houston housing merely
became marginally aﬀordable. Houston’s
housing quickly recovered and has remained
very aﬀordable since then.
The index of Houston’s housing prices
shows that prices have grown slightly faster
than inﬂation at times, but in the long run
have closely paralleled inﬂation. Over the
past ﬁve years, when average US prices grew
by 5.9 percent per year, Houston’s prices grew
by a little more than half that amount, or 3.3
percent per year.

Dallas
Unlike Houston, Dallas does have zoning,
but it has had little in the way of growth
management. Zoning has responded to local
residents’ desires to protect neighborhood values, which was the original intention of zoning when it was ﬁrst conceived in the 1910s,
rather than to planners’ desires to reshape.
Dallas’ housing record is therefore similar
to Houston’s except that Dallas is a bit less
inﬂuenced by swings in the oil industry. But
Dallas housing prices did fall by 27 percent
between 1986 and 1995.
Like Houston, the Dallas–Fort Worth
area grew by nearly a million people during
the 1990s, yet the region maintained very
aﬀordable housing. Because of limitations in
the data for Fort Worth, the following tables
and charts are for Dallas only.
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Dallas has consistently maintained family incomes about 10 percent above the US
average, while its housing prices are generally
lower than the US average. Dallas housing
prices have been even less inﬂuenced than
Houston’s by the recent housing boom: Over
the last seven years, inﬂation-adjusted prices
grew by just 2.4 percent per year. In 2005,
the Coldwell Banker home that would cost
$152,000 in Houston would cost $261,000 in
Dallas but only $149,000 in Fort Worth.

Southeast
Southeastern Home Price Indices
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Outside of Florida, most regions in the
Southeastern United States remain very
aﬀordable. Although Tennessee passed a
Growth Policy Act in 1998, this law does
not seem to have pushed prices upwards.
Planning advocates complain that “the Act
has not made much headway in encouraging
cities and counties to plan more eﬀectively
for growth,” mainly because it left too much
power to local authorities and not enough to
the state to oversee their plans.48 This “failure” has allowed Tennessee to escape the consequences of growth-management planning.
In South Carolina, the state legislature

authorized, but did not require, cities and
counties to do growth-management planning. Charleston County passed a comprehensive plan aimed at preserving farmlands
in 1999. Housing prices began to sharply
increase at about that time.
Lexington, Kentucky was apparently the
ﬁrst American city to impose an urban service
boundary, aimed at protecting Kentucky’s
bluegrass farms, in 1958.49 Fayette County set
a minimum lot size of ten acres outside the
boundary. While Lexington has not become
unaﬀordable as measured in this report, local
critics say that high land costs within the
urban growth boundary have encouraged
developers to buy farms outside the boundary
and subdivide them into ten-acre mini-farms.
This arguably resulted in faster development
of the rural landscape than quarter-acre lots
might have done.50 The county’s response
was to increase the minimum lot size to forty
acres in 1999.51

Atlanta
The Atlanta urban area grew by more than 1.3
million people during the 1990s, for a whopping 5.0 percent annual growth rate. Yet, like
Houston and Dallas, Atlanta has been able to
maintain fairly aﬀordable housing. Atlanta’s
economy is much more diverse than Houston’s,
so it has not suﬀered a major decline in housing prices in the past several decades. Prices in
the last seven years have grown by 3.5 percent
per year, slightly more than Houston’s but
considerably less than the national average.
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Charleston, South Carolina
Charleston planning penalty: $7,000
Like the other southern regions in this paper,
Charleston has maintained aﬀordable housing over most of the period studied. However,
in the late 1990s Charleston County and other
counties in the Charleston area approved
comprehensive plans that placed severe
restrictions on development of agricultural
lands. The result is that housing prices started
rising at 7.0 percent per year, faster than the
national average and more than twice as fast
as most other southern regions. As a result,
despite the low interest rates in recent years,
Charleston housing is headed into the marginally aﬀordable category.
The Coldwell Banker home that would
cost $152,000 in Houston would cost more
than $307,000 in Charleston. Charleston’s
planning penalty of $7,000 per median-priced
home adds up to $1.0 billion for all homes in
the region.

Land-Ownership Penalties
Nevada does not have growth-management
planning, and Hawaii did not have it in 1959.
Yet Hawaii was unaﬀordable then just as Las
Vegas and Reno are today. In these cases, the
culprit is not planning but land ownership
patterns. In Hawaii, government agencies
and just seventy-two private entities own 95
percent of the land in the state.52 The private
owners have historically chosen not to develop
most of their land, which explains why
Honolulu has been unaﬀordable for so much

Home Price Indices in Land-Short Regions
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longer than any other region. Hawaii also has
urban growth boundaries and a formidable
planning process, but it is hard to estimate
how much of the state’s unaﬀordability is due
to planning and how much is due to the land
problems that preceded planning. The total
cost of these barriers to homebuilders is $59
billion in Honolulu alone; no doubt the cost
for Hawaii as a whole is much more.
Nevada is the nation’s seventh-largest
state, but the federal government owns nearly
90 percent of the land. The Bureau of Land
Management has sold land to developers
to provide room for Reno and Las Vegas to
grow, but increasing resistance from environmental groups has slowed such sales in recent
years. Such resistance might be considered a
form of growth-management planning, and it
explains why Nevada cities have become unaffordable despite the lack of any state or local
growth-management planning. The resulting
penalty for the Las Vegas and Reno housing
markets comes to just under $64 billion.
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Alaska is another state that may suﬀer
from housing shortages for reasons other than
growth-management planning. Both Alaska
and Hawaii are distant from many raw material suppliers, and the cost of construction
materials is higher than in the rest of the
country. Though Alaska is the largest state,
99 percent of it is federal, state, or Native
American land. Anchorage, the state’s largest
city, is not as bad oﬀ as Juneau, but a land
shortage may contribute to overpriced homes.
The total penalty to Anchorage homebuyers
is a modest $1.0 billion.

table 5 Unaﬀordable Housing Markets
First Became
Expensive*

2005 Penalties†

Hawaii

1950s

$325,000

NYC area

1960s

100,000 to 300,00

Coastal
California

1970s

300,000 to 850,000

DC area

1970s

135,000

Oregon

1970s

20,000 to 120,000

SeattleBellingham

1970s

35,000 to 65,000

Boston area

1980s

100,000 to 225,000

Chicago

1980s

65,000

Providence

1980s

110,000

Vermont

1980s

40,000

Colorado

1990s

30,000 to 50,000

Missoula

1990s

65,000

Discussion

Other w.
Washington

1990s

35,000 to 65,000

Table 5 summarizes the ﬁndings of this report.
Up until the 1960s, nearly all US metropolitan areas outside of Hawaii were aﬀordable to
most of the people who lived in those areas.
Since then, housing prices in an increasing
number of areas have grown out of proportion
to family incomes. In most cases, the decade in
which housing markets became unaﬀordable
closely followed the approval of state growthmanagement laws or restrictive local plans.
Of course, correlation does not prove
causation. Is growth-management planning
really responsible for the unaﬀordable housing in so many regions? Or are other factors
responsible? The remainder of this paper will
discuss these questions and show that growthmanagement planning, rather than demand
or the livability of a region, is the reason why
so many metropolitan areas have become
unaﬀordable.

Arizona

1990s

20,000 to 70,000

Florida

2000s

10,000 to 80,000

State or Region

Maine

2000s

10,000 to 65,000

Maryland

2000s

45,000 to 60,000

New Hampshire

2000s

60,000 to 80,000

Nevada

2000s

100,000 to 130,000

Twin Cities

2000s

30,000

Wisconsin

2000s

20,000

* “Expensive” is here deﬁned as having penalties in excess of
$10,000 per median-value home.
† Penalty per median-value home to the nearest $5,000.

It’s Supply, Not Demand
Planning advocates often blame housing
aﬀordability problems on demand. “Market
demand, not land constraints, is the primary
determinant of housing prices,” claims one
report.53 If this were true, then home prices
would be much higher in Atlanta, Houston,
and Raleigh, which are among the nation’s
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fastest-growing metropolitan areas, than
they are in San Diego and San Jose, which
are growing very slowly. In fact, the reverse is
true: San Diego and San Jose home prices are
many times greater than those in the fastergrowing regions.
The truth is that demand is not the problem. No matter what the demand, the cost
of existing homes is controlled by the cost
of building new ones, and the cost of new
homes depends on three factors: construction materials, labor, and land. At least in the
contiguous 48 states, construction materials
are sold on a national market, and except for
very short-term situations, such as right after
a major disaster, local material prices are not
going to vary much from the national average, no matter what the local demand.
Labor is almost as mobile as materials.
Labor costs may vary from region to region
if the cost of living in one region is higher
than in another. But in the contiguous 48
states, diﬀerences in the cost of living are
due mainly to diﬀerences in housing costs.
In other words, high labor costs may be an
eﬀect of high housing costs, but they are not
the cause.
Land is the one factor of production that
is not mobile. Despite worries about urban
sprawl, land is the most abundant of these
three factors. All urban areas in America,
including clusters of as few as 2,500 people,
occupy well under 3 percent of the land area
of the United States. Counting even smaller
towns and rural developments such as roads
and railroads, 95 percent of the US remains
rural open space.54 Only a handful of states

are more than 10 percent developed and no
state has a shortage of rural open space.55
In the absence of restrictions on land supply, homebuilders have proven themselves
able to meet the demand for housing in the
fastest-growing areas. San Jose grew by nearly
14 percent per year in the 1950s, yet housing
remained aﬀordable in 1959. Atlanta, Dallas,
Houston, and Phoenix grew by at least
900,000 people in the 1990s, yet if anything
their housing aﬀordability increased during
the decade.
Why, then, is housing so unaﬀordable in
some areas and not in others? The answer is
supply, or lack of it. Everyone needs a place
to live, and owning a home is particularly
valued for reasons of security, pride, and the
ﬂexibility to customize the home in ways that
rented homes cannot be changed. Economists
use the term inelastic to describe the demand
when small changes in supply lead to a large
change in price. Housing is an example of an
inelastic good. One study calculated elasticities of demand for housing in US urban areas
ranging from −0.36 to −0.41, concluding
that a 1 percent decline in the supply of new
homes can cause a 2.5 to 3 percent increase
in prices.56 In short, small restrictions on
the supply of new housing can lead to large
increase in price.
All over the United States, growing cities attract people because of the beauty of
their natural surroundings, the congeniality
of their residents, and their stimulating cultural atmospheres. At some point as these cities and regions grow, someone says, “If we are
not careful, we are going to end up like [insert
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name of nearest congested megalopolis here].
We better take action to preserve the wonderful livability of our community.”
The typical result is a growth-management plan aimed, its adherents say, at protecting and enhancing livability. Soon after the
plan is implemented, housing prices sharply
increase. Planning advocates attribute this
increase to the growing demand for such livable communities. “We passed the new planning rules just in time,” they say. “The rules
must be working,” they add, “because look at
how much people are willing to pay to live in
our community!”
If the plan is a smart-growth plan, it
probably calls for more compact development
and multifamily housing. Of course, most of
the plan’s supporters already own their own
homes on large lots. Just as satirical newspaper The Onion once reported that “98 percent
of US commuters favor public transportation
for others,”57 many supporters of compact cities want density for someone else. Though 70
percent of their community may currently
live in single-family homes, they see nothing wrong with dictating that, say, half of all
future inhabitants will have to live in multifamily housing. “You are going to love living
on our lively streets,” they say before they get
into their SUVs and drive to their suburban
estates.
The ﬁrst growth-management policies
date at least as far back as the ﬁfteenth century, when Queen Elizabeth, who could leave
London for a suburban or exurban palace
whenever she wanted, drew an urban growth
boundary around London and dictated that

no development could take place outside the
boundary.58 The policy obviously failed to
prevent London from sprawling. But after
World War II, the British Parliament made
another attempt to stop sprawl when it passed
the Town & Country Planning Act of 1947,
which purchased large greenbelts around
London and other cities, nationalized most
home construction, and focused construction
on high-rise apartments rather than singlefamily homes.59
Many other European nations, both west
and east, enacted similar policies aimed both
at limiting urban sprawl and encouraging
people to walk, bicycle, or use transit rather
than drive automobiles. Initially, construction of public housing, even in the form of
tiny apartments in concrete towers, was welcomed in war-ravaged cities. Yet polls have
consistently shown that Europeans, like
Americans, aspire to live in their own singlefamily homes.60 By the mid- to late-1960s, the
residents of many Western European democracies had had enough, and they successfully
overturned many of the plans in England,61
Sweden,62 and other countries. Since then,
their cities have been decentralizing and auto
driving has been increasing just like in the
United States. In Eastern Europe, the fall of
the Soviet empire led hundreds of thousands
if not millions of people to abandon their
high-rise apartments for low-density towns
and suburbs.63
Even as Western Europeans were overturning their growth-management policies, American cities began adopting similar
policies, often with a stated goal of emulat-
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ing Europe’s example. Boulder, Colorado
approved a greenbelt in 1967. Ramapo, New
York became the ﬁrst city to adopt a concurrency ordinance in 1970. In 1972, Petaluma,
California decided to issue no more than
500 building permits a year. Boulder soon
followed with an ordinance limiting new
permits to allow its population to grow by
no more than 2 percent per year. Cities and
counties in California, Hawaii, Oregon, and
Vermont drew urban growth boundaries in
the 1970s, starting with San Jose and Santa
Clara County in 1974.
Growth management and unaﬀordable
housing are not conﬁned to the United States
and Europe. Wendell Cox observes that
most housing markets in Australia and New
Zealand have become severely unaﬀordable,
and that cities in these countries practice various forms of growth management. Vancouver,
BC, is heralded for having Canada’s strongest
smart-growth plans, including agricultural
land reserves and other restrictions on housing development, and not coincidentally it is
also has Canada’s least aﬀordable housing.
Cox found that, “among the ‘severely unaffordable’ urban areas” around the world, “23
of the 26 are subject to strong smart-growth
policies.”64
The Demonization of Sprawl
Advocates of growth management usually
argue that their policies are needed to prevent sprawl. Sprawl, a pejorative term for lowdensity suburban development, has been so
thoroughly demonized that people take for

granted that any policy that opposes it must
be a good thing. While a detailed review of
the beneﬁts and costs of sprawl is beyond the
scope of this paper, it is worth noting that
sprawl causes far fewer problems than the socalled remedies to it.
• Sprawl is the cure for, not the cause of,
congestion. As USC planning professors
Peter Gordon and Harry Richardson
observe, “suburbanization has been the
dominant and successful mechanism for
coping with congestion.”65
• By providing access to low-cost land,
sprawl increases, not reduces, housing
aﬀordability.
• As the US Department of Agriculture
says, urbanization is “not considered a
threat to the nation’s food production.”66
Nor is it a threat to forests or other rural
open spaces.
• Sprawl does not make people “auto
dependent.” Rather, it gives people opportunities to take advantage of the liberating eﬀects of automobility. The eﬀects of
automobiles include a huge increase in
real personal incomes, access to a wide
variety of low-cost consumer goods, and
increased recreation and social opportunities.67
• Sprawl does not make people fat or
unhealthy, and claims to the contrary are
based on junk-science reports that ﬁnd
weak correlations between statistically
questionable data and then assume that
correlation proves causation.68
• Sprawl does not cause toxic air pollution.
Concentrations of toxic pollutants are far
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more likely in dense areas than in lowdensity areas.
Policies aimed at stopping sprawl tend
to make places more congested, more polluted, and more expensive without providing
any signiﬁcant beneﬁts. Rather than adopting these policies without question, public
oﬃcials and voters need to ask whether the
beneﬁts of such policies will really exceed the
costs; who will beneﬁt and who will pay; and
whether the policies unfairly add to the burden of low-income families who are trying to
achieve the American dream.
Livability vs. Aﬀordability?
Does growth-management planning oﬀer
a trade-oﬀ between livability and housing
aﬀordability? Or are smart growth’s claims
of livability as hollow as its claims of aﬀordability? A detailed assessment of livability is
beyond the scope of this paper, but the following points are worth noting.
The ﬁrst issue to address is the so-called
cost of sprawl. Planners say that it costs more
to provide urban services to low-density
areas, so compact development will be more
aﬀordable. Yet the most detailed analysis of
this claim, The Costs of Sprawl 2000, found
that low-density development adds only
about $11,000 to the cost of a new single-family home.69 In contrast, this paper found 115
metropolitan areas that have imposed planning penalties on all of the homebuyers in
their regions that are greater than $11,000 per
home. The average penalty in these regions is
$130,000.

Another way planners say they can
improve livability is by dealing with traﬃc
congestion. A recent poll found that residents of the Portland area considered traﬃc
congestion to be one of “the three most key
issues facing the region.” At the same time, 61
percent of the people polled considered themselves “very supportive” or “somewhat supportive” of planning eﬀorts in the region.70
Many of the people being polled probably did
not know that Portland planners have done
their best to increase, not reduce, traﬃc congestion.
“Congestion signals positive urban development,” says Portland’s regional planning
agency.71 “Transportation solutions aimed
solely at relieving congestion are inappropriate.”72 When publicly asked why the agency
found high levels of congestion to be acceptable, its leading transportation planner replied
that any eﬀort to relieve congestion “would
eliminate transit ridership.”73
Planners increase traﬃc congestion
through so-called traﬃc calming, the replacement of auto lanes with bike or streetcar lanes,
the diversion of road construction funds to
rail transit, and deliberate decisions not to
build new roads even if funds are available.
The result wastes thousands of hours of people’s time each day and unnecessarily burns
millions of gallons of fuel per year, which can
hardly be said to increase livability. Congestion
also increases consumer costs as it increases
the cost of delivering goods to markets.
Nor is there much evidence that smart
growth has a signiﬁcant eﬀect on driving
habits. Per capita driving in Portland, San
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Jose, and other cities that have adopted smartgrowth plans is growing as fast or faster than
in other parts of the United States. While
people who live in high-density developments
may drive a little less, it is usually because
those developments attract people who want
to drive less. Once this market is saturated,
new residents in these developments drive as
much as anyone else. In fact, experiences in
Portland have shown that so-called transitoriented developments only work if they have
plenty of parking.74
Smart growth also requires higher taxes
or reduced urban services to subsidize highdensity housing, rail transit, and other utopian planning projects. A recent poll found
that 82 percent of Americans aspire to live in a
single-family home in the suburbs, while only
18 percent want a “home in the city, close to
work, public transportation, and shopping.”75
This means subsidies are usually needed to
achieve smart growth’s goal of increasing
high-density urban housing. Such subsidies
are often in the form of tax-increment ﬁnancing, where property taxes that would ordinarily go to schools, libraries, ﬁre, and police are
instead spent subsidizing unmarketable housing. The residents of these cities either suﬀer
reduced urban services or are asked to cough
up more taxes for schools and other programs
that are ordinarily paid for by property taxes.
Portland has diverted so many property taxes
to light rail and transit-oriented developments that its mayor recently proposed a city
income tax to help pay for schools.
Unaﬀordable housing creates its own
problems. When locating new oﬃces or fac-

tories, employers look for places where their
employees can aﬀord housing on the salaries
or wages the employers can pay. It is no surprise that Portland and San Jose, two cities
that have adopted the strongest smart-growth
plans in the country, had the ﬁrst- and second-highest unemployment rates during 2001
and 2002. Unaﬀordable housing also leads to
“childless cities,” as families with children
move to distant suburbs where they can aﬀord
a home with a yard. Ironically, this is forcing
Portland to close three to four schools a year
even as its suburbs construct new ones.76
Some people rank urban livability by the
number of bike paths a city has or the number of people who can walk from home to a
coﬀee shop. But if most people continue to
drive for most of their trips, such numbers are
meaningless. It is hard to imagine that more
traﬃc congestion, higher taxes, lower urban
services, increased consumer costs, and unaffordable housing add up to a more livable
city.
Climate issues aside, is San Jose really more
livable than San Antonio? If you take away
the youth culture created by the University
of Colorado, would Boulder really be more
livable than Colorado Springs? If heavilyplanned Portland is so much more livable
than lightly planned Vancouver, Washington,
then why did Vancouver grow by 210 percent
in the 1990s when Portland grew by only 22
percent? These sorts of questions cast strong
doubts on claims that smart growth or other
growth-management planning rules produce
suﬃcient livability beneﬁts to compensate for
the unaﬀordable housing they create.
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Winners and Losers
At ﬁrst glance, it might seem that overpriced
housing is a zero-sum game—one in which
losers are exactly balanced by winners—
because for every homebuyer who loses, a
home seller wins. However, it turns out that
there are more losers than winners, total
losses are much greater than total gains, and
the greatest losses are unfairly imposed on
those members of society who are least able to
aﬀord those losses.
Home sellers win only if they are trading
down to a less expensive home or are moving to a less overpriced region of the country.
Home sellers lose if they want to trade up to a
more expensive home or must move to a more
overpriced region. So a substantial fraction of
the supposed winners are actually losers.
While homeowners also appear to win if
they can borrow against the increased equity
in their homes, they must eventually repay
that equity so this gain is slight. Growth
management also makes housing prices more
volatile.77 This means people who borrow
against artiﬁcially inﬂated home values face
the risk that prices will deﬂate after the bursting of a housing bubble, leaving them with
a mortgage greater than the actual value of
their house.
Growth-management planning creates more losers than just the homebuyers. People who own land outside of urban
growth boundaries or land that is otherwise
downzoned as part of the growth plan also
lose a substantial portion of the value of their
land. In Portland and San Jose, an acre of
land inside the boundary can easily be worth

one hundred times more than an otherwise
similar acre outside the boundary. Were it not
for the boundary, the acres inside would be
worth less and those outside would be worth
more. Some forms of growth-management
planning attempt to compensate some of
these landowners by purchasing conservation
easements or the land itself, But often this
compensation is oﬀered only after the value
of the land has been reduced through downzoning, so the landowners are not really fully
compensated.
In a given urban area, the people who
own their homes tend to have higher incomes
than those who do not. When growth-management planning erects barriers to ﬁrst-time
homebuyers, those barriers aﬀect low-income
people the most. So not only do the number
of losers outnumber the winners, the losses
are unfairly distributed more to low-income
families.
Do Planners Know?
Do planners deliberately drive up land and
housing costs in order to force more people
to live in planners’ utopian compact cities?
Or do planners really believe that they can
manage growth without aﬀecting housing
prices? A “yes” answer to either question does
not reﬂect well on the planning profession. If
the former is true, planners are being totally
deceitful and imposing huge costs on society
for the questionable goal of preserving open
space in a country that is, after all, 95 percent
rural open space. If the latter is true, then
planners are incompetent idiots who could
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not be trusted to manage a fast-food restaurant, much less land use for an entire city or
region.
These questions are worth noting because,
as noted above, planners clearly are deceptive
when it comes to traﬃc congestion. In public,
they claim their plans will reduce congestion,
when the plans themselves, and the planners
when they talk among themselves, make it
plain that their real goal is to increase congestion in order to persuade people to drive a
little less.
With respect to housing, however, planners rarely say, even among themselves, that
one goal of growth-management planning is
to drive up housing prices in order to discourage people from living on large lots. One rare
exception recently took place in Portland,
Oregon, when real estate professionals noted
that suburban land values had reached a “tipping point” where it was now worthwhile
for developers to buy suburban single-family homes and replace them with high-density housing.78 The 1997 regional plan for
Portland had directed that two dozen cities
and three counties in the region rezone some
neighborhoods to higher densities in anticipation of this point being reached. Yet nothing in the plan itself, or any of the supporters
of the plan, ever mentioned that a goal of the
plan was to increase land values.
One way that planners confuse the issue
is by using the term aﬀ ordable housing instead
of housing aﬀ ordability. Housing aﬀordability
refers to the general price level of housing in
a community relative to family or household
incomes. Aﬀordable housing refers to a few

housing units priced below market value,
usually through government mandates or
subsidies. While everyone in a region beneﬁts
from housing aﬀordability, government-subsidized or mandated aﬀordable housing beneﬁts only a few, and costs everyone else in the
form of taxes or higher housing prices so that
builders can fulﬁll their mandates.
In discussing aﬀordable housing, planners will often say something like, “Highdensity, mixed-use developments provide
aﬀordable housing.” Naturally, smaller dwelling units with shared walls will tend to be
less expensive than larger and more private
single-family homes. But that does not mean
that the aﬀordability of housing in a region is
improved by the construction of such dense
housing, especially if the construction is
partly inspired by land-use regulations that
drive up other housing costs.

The Wrong Solution
When planning-induced housing shortages
make homeownership unaﬀordable, planners
typically propose the entirely wrong solutions to the problem. Instead of recognizing
that their own rules are driving up housing
costs, they in eﬀect, and sometimes in fact,
blame the developers and homebuilders who
are trying to meet the demand for housing.
One planning solution to high-priced housing is inclusionary zoning, which requires
that developers who build more than so many
homes at one time dedicate a certain percentage of those homes to “aﬀordable housing.”
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The ﬁrst problem with inclusionary zoning is that it makes housing aﬀordable for only
a tiny percentage of people, while growthmanagement planning makes housing unaffordable for everyone. Homebuilders increase
the nation’s housing supply by less than 2 percent per year; only some of the homes built
are in developments large enough to meet the
threshold for aﬀordable housing; and generally less than 20 percent of the homes in such
developments are dedicated to aﬀordable
housing.
The second problem with inclusionary
zoning is that it has the perverse eﬀect of
driving up housing prices for everyone who is
not lucky enough, or well-connected enough,
to get one of the below-market homes. To
cover their losses from below-market homes,
homebuilders must increase the price of the
remaining homes in their developments.
When owners of existing homes see new
home prices rise, they naturally ask more for
their homes. This means that the amounts
saved by a few are more than oﬀset by the
extra amounts paid by everyone else.79
Another solution is to provide subsidies to
low-income housing. This has the same problems as inclusionary zoning: subsidies help
very few people and they sometimes add to
everyone else’s housing costs. San Diego, for
example, ﬁnances subsidized housing with a
“housing impact fee” charged to developers—
who, of course, pass the cost onto homebuyers. A city of 470,000 homes, San Diego has
used this fee to subsidize only 6,700 homes
since 1990.
Subsidies can also be inequitable: San

Jose uses federal funds to subsidize housing
for “below median-income families.” But San
Jose’s median-family income is $105,000 per
year, while the national median income is
only $58,000. This means taxes paid by US
families earning $50,000 or $60,000 per year
are used to subsidize San Jose families who
earn $100,000 a year.
Inclusionary zoning and housing subsidies are really nothing more than ways for
planning advocates to relieve consciences
guilty about driving up housing costs. These
policies do more harm than good to the
housing markets that use them. “If policy
advocates are interested in reducing housing costs,” economists Edward Glaeser and
Joseph Gyourko observe, “they would do well
to start with zoning reform,” not aﬀordablehousing mandates or subsidies.80

Conclusions and Recommendations
This paper has shown that housing prices
sharply rise and housing aﬀordability declines
soon after cities or regions impose various
forms of growth-management planning, such
as urban growth boundaries, limitations on
building permits, or other rules or processes
that restrict homebuilders’ ability to meet the
demand for housing. These rules have added
tens of thousands of dollars to the median
cost of housing in more than one hundred
metropolitan areas and hundreds of thousands of dollars to the median cost of housing
in nearly ﬁfty metropolitan areas.
This report conservatively estimates that
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growth-management planning has added $5.5
trillion to the cost of owner-occupied homes,
with annual costs to homebuyers of $275 billion. This is on top of costs to renters and purchasers of commercial, retail, and industrial
property.
These costs are far greater than any possible beneﬁts from such planning. The most
popular report on the costs of sprawl estimates such costs to be about $11,000 per new
suburban home.81 This is far outweighed by
the planning penalties imposed on homes in
more than one hundred metropolitan areas of
the United States. Besides, most Americans
would be glad to pay an extra $11,000 on a
$150,000 home to be able to live in a neighborhood of their own choosing rather than in
an expensive, high-density development that
planners prefer.
One of the most disturbing aspects of
the planning penalty is its regressive nature.
Growth-management planning especially
penalizes low-income families and ﬁrst-time
homebuyers, while it provides windfall profits for wealthy homeowners. According to the
Federal Reserve Board, median family net
worth was $93,100 in 2004, while mean family net worth was $448,200. This massive difference between median and mean says that
a great deal of the nation’s wealth is concentrated in the hands of a relatively small share
of the population. Moreover, the Federal
Reserve Board found that mean net worth is
growing twice as fast as median net worth,
which means that the rich are getting richer
faster than everyone else.82
The planning penalty greatly contrib-

utes to this trend. In scores of metropolitan
areas, ﬁrst-time homebuyers must pay planning penalties that are signiﬁcantly greater
than the median family net worth. The penalty denies the beneﬁts of homeownership to
many low-income families and often forces
them to pay higher rents. The winners are
the wealthy homeowners and landowners
who already own most of the nation’s assets.
The sad irony is that many of the regions and
communities adopting these highly regressive
policies, such as Boulder, Missoula, Portland,
and the San Francisco Bay Area, consider
themselves to be at the forefront of the progressive movement.
The problems that growth management
is supposed to solve can be better addressed
through private means or other non-regulatory tools. States and cities that have not yet
adopted growth-management laws or ordinances should avoid them. States and cities that have adopted such measures should
repeal them.
Urban growth and urban service boundaries increase urban congestion by concentrating driving in smaller areas and drive up
housing costs by creating artiﬁcial scarcities
of land. They are not needed to protect farms,
forests, or open space; as the Willamette
Valley Livability Forum study showed,
because rural areas are so extensive and urban
areas so small, growth boundaries have a trivial eﬀect on rural spaces even as their eﬀects
on urban areas are huge.
Neither is there justiﬁcation for limits on
the number of building permits issued each
year, the large-scale purchases of greenbelts
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or other open spaces, or other government
programs aimed at limiting sprawl. The real
eﬀect of these programs is to deny homeownership to low-income families. “What
has happened,” observes Stanford University
economist Thomas Sowell,” is that those
already inside the castle have pulled up the
drawbridge, so that outsiders can’t get in.”83
Instead of relying on boundaries, large-lot
rural zoning, open space purchases, or other
government programs, open space protection should be left to private individuals and
organizations. With 95 percent of the country
remaining as rural open space, open space is
simply not a government priority compared
with such things as schools, ﬁre, police, and
other more fundamental concerns. That does
not mean there is no need to protect selected
open spaces, but land trusts or other privately
funded organizations are the best means of
targeting and protecting such spaces, not the
heavy hand of government.
Zoning should focus on the purpose for
which it was originally designed: the protection of neighborhood quality. The people
who designed the ﬁrst zoning codes realized
that the value of people’s homes in a neighborhood depended in part on how their
neighboring properties were used. Some
restrictions on property rights would actually
enhance the total value of properties in the
neighborhood.84 Growth management goes
far beyond this purpose and uses zoning to
try to socially engineer utopian changes in
urban areas.
A neighborhood zoning system gives
residents a great deal of say about what hap-

pens in their own neighborhood. As prospective developments get further away from a
neighborhood, however, they have a progressively smaller eﬀect on neighborhood values. Planning processes that give anyone an
opportunity to challenge developments, no
matter how slight an impact the development
may have on the challenger, can create onerous delays to developers and drive up housing
prices.
As University of San Diego law Professor
Bernard Siegan observes, homeowner associations and protective covenants can provide the beneﬁts of neighborhood zoning
without the risks of utopian social engineering.85 University of Maryland public policy
Professor Robert Nelson suggests that legislatures allow homeowner associations to opt
out of city zoning and take over the planning
and management of their neighborhoods.86
Nelson even suggests that rural landowners form neighborhood associations to allow
farmers and landowners, rather than developers or government planners, manage the pace
of rural development.87
Concurrency requirements are an abdication of responsibility: Instead of ﬁguring out
how to accommodate new families, planning
boards can simply pretend that their city or
region is not growing. Impact fees are supposed to provide the funds needed to cover
the costs of growth. But too often, both concurrency rules and impact fees are used to
prevent or penalize growth rather than manage it.
Virginia’s new governor, Timothy Kaine,
recently proposed that the legislature “slow
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sprawl” by giving cities the authority to reject
proposed developments if they would “overwhelm roads and infrastructure.”88 On the
theory that sprawl is more costly than compact development, San Diego charged stiﬀ
impact fees in suburban areas but waived the
fees in the city. Within a decade, the resulting inﬁll developments led to a billion-dollar
shortfall in funding for infrastructure.89
Growth may or may not pay for itself in
California, where voters have strictly limited
property taxes. But it usually does pay for
itself in most other places. A study in South
Carolina found that tax revenues from several proposed new developments “will exceed
the estimated added annual costs for each of
the eleven cities, counties, and school districts in which the subdivisions are located.”90
A study in Oregon found that low-density
developments were much more likely to pay
for themselves than high-density developments.91 This really should not be surprising
since property taxes are generally designed to
cover both the capital and operating costs of
schools, water, sewer, and other public utilities. Where people are worried that growth
may not pay for itself, the problem may best
be solved by creating special service districts
for the growing areas rather than by attempting to slow growth or suburbanization.
In sum, neighborhood zoning, homeowner associations, and sensible ﬁnancial
structures are better tools for dealing with
growth than growth boundaries, onerous
planning processes, and concurrency requirements or impact fees. States and regions that
have not adopted growth-management poli-

cies should use these tools instead. States and
regions that have adopted growth-management policies should repeal those laws or
ordinances and replace them with policies
that will not drive up housing costs or produce other unintended consequences.
This recommendation will be most difﬁcult to apply in California, the greater
Boston, New York, and Washington, DC
metropolitan areas, and a few other places
such as Boulder, where planning penalties on
median-priced homes are in the hundreds of
thousands of dollars. Homeowners may fear
that abandoning the policies could lead to a
drastic fall in the value of their homes. But
the reality is that housing prices are unsustainably high today in any case, and those
prices will fall. Eliminating the policies that
drove up the housing prices in the ﬁrst place
will make sure that the current housing bubble is not repeated.
One important role California and the
other hyper-inﬂated housing markets can play
is as object lessons for the rest of the country.
Attempting to manage growth is like playing with ﬁre: the unintended consequences
are likely to be much greater than any actual
beneﬁts.
Homeownership helps Americans create
wealth, educate their children, and gain selfesteem. While some may question whether
government should try to increase homeownership through subsidies, no one should
support policies aimed at reducing it by making housing unaﬀordable. Such barriers to
homeownership can only be regarded as unAmerican.
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Explanation of Columns
Value-to-income ratios for 1959 through 1999
equal Census Bureau estimates of median
home values divided by Census Bureau
estimates of median family incomes, adjusted
to 2005 dollars using gross-national product
price deﬂators.
Value-to-income ratios for 2005 equal 1999
median-home values adjusted to 2005
using Oﬃce of Federal Housing Enterprise
Oversight home price indices divided by
2005 median family incomes published by
the Department of Housing and Urban
Development.
99-05 Change shows the average annual growth
(or, in one case, decline) in prices between
1999 and 2005.
Median Value is the 2005 median-home value
calculated as noted in the value-to-income
ratios for 2005 above.
C-B Home is Coldwell Banker’s estimate of the
cost in 2005 of a 2,200-square-foot, fourbedroom, two-and-one-half bath, twocar garage home with a family room in a
neighborhood that is typical for corporate
middle managers. Coldwell Banker’s
estimates are for individual cities, not
metropolitan areas, so will not necessarily be
proportionate to mean values. For the New
York metro area, the number shown here is
Coldwell Banker’s number for Queens. For
one reason or another, Coldwell Banker did
not estimate a price for some central cities,
such as Los Angeles and Philadelphia, so this
paper used the price for a typical suburb of
those cities (e.g. Long Beach for Los Angeles).
Coldwell Banker did estimate a price for

Chicago, but it is much higher than would be
expected from Chicago’s median home value,
probably reﬂecting the realty company’s
neighborhood selectivity.
 Overpricing is the percentage of 2005 home
values in a region that is greater than a
value-to-income ratio of 2.24. If a home
costs $250,000 in a region that is 20 percent
overpriced, then the value of that home
“should” be $200,000 ($250,000 minus 20
percent). The 2.24 value-to-income ratio
was based on the 1999 median metropolitan
area home value increased by 2.5 percent per
year to 2005 divided by the 2005 median
metropolitan area family income.
Planning Penalty is the estimated amount in
dollars that is added to a median-priced home
due to growth-management planning (or, in
a few cases, to land shortages caused by other
factors) in 2005. This penalty assumes that
houses may cost up to 20 percent more than
would be expected from a value-to-income
ratio of 2.24 for reasons other than growthmanagement planning, but that all additional
costs are due to planning.
Total Penalty is the total added cost in millions of
dollars of owner-occupied housing in a region
due to growth-management planning in 2005.
It is calculated from the Census Bureau’s 1999
aggregate value of owner-occupied housing,
increased in price to estimate 2005 using the
home price index and increased in numbers
proportional to the population growth of
each region through 2004. If an average of 5
percent of a region’s housing stock is sold each
year, then divide the total penalty ﬁgure by
20 to estimate the annual cost to homebuyers
of growth-management planning.
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Glossary
The following glossary of terms includes:
• Census terms listed in bold; deﬁnitions
in quotation marks are from the Census
Bureau.92
• Common planning and housing terms
listed in Roman face, though the deﬁnitions may be exclusive to this report;
• A few terms that are unique to this report
listed in italics.
aﬀordable housing: Speciﬁc units of housing built
for or subsidized to be aﬀordable to families
whose incomes are less than the median
income for a city or region. Contrast with
housing aﬀordability.
central city: “In a metropolitan area (MA), the
largest place and, in some areas, one or more
additional places that meet oﬃcial standards
issued by the federal Oﬃce of Management
and Budget. A few primary MSAs [see
metropolitan statistical area] do not have a
central city.”
consolidated metropolitan statistical area
(CMSA): “If an area that qualiﬁes as a
metropolitan statistical area has a census
population of 1 million or more, two or
more primary metropolitan statistical areas
(PMSAs) may be designated within it. When
PMSAs are established within a metropolitan
area, that metropolitan area is designated a
consolidated metropolitan statistical area
(CMSA).”
concurrency: A law or rule that states that
planning boards may or must deny permits
for new developments if roads, schools, or

some other infrastructure is not adequate to
support that development.
downzone: Zoning or rezoning a parcel to a
more restrictive use, such as increasing the
minimum lot size from ten acres to forty
acres.
family: “A family includes a householder and
one or more other people living in the same
household who are related to the householder
by birth, marriage, or adoption.”
growth management: Any land-use plan, policy,
or regulation that aims to control or inﬂuence
where or how fast development will take
place, often with the stated goal of controlling
urban sprawl or ensuring adequate ﬁnancing
of urban services.
household: “A household includes all of the
people who occupy a housing unit.”
housing aﬀordability: A measure of the
aﬀordability of all the housing in a region to
the people living in that region. Housing is
generally considered unaﬀordable if people
must spend more than 30 percent of their
incomes on it. Since housing costs include
insurance, property taxes, and other costs
in addition to a mortgage, this paper uses
25 percent as the threshold for a mortgage
alone.
impact fee: A fee or fees charged to cover the
capital costs of the infrastructure needed to
support new development; sometimes the
fees are used more as a punitive measure than
as a ﬁnancial measure.
large-lot zoning: In rural areas, zoning into
parcels of 10 to 160 or more acres with the
aim of limiting development of those areas.
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mean: “The arithmetic average of a set of
numbers.”
median: “The middle value in a set of numbers.”
For example, if a small town has ﬁve homes
valued at $100,000, $110,000, $120,000,
$150,000, and $200,000, the median is
$120,000 but the mean is $136,000. For
incomes and home values, means are usually
higher than medians because a few high
incomes or expensive homes increase the
means without increasing the medians.
metropolitan area: Although the Census Bureau
has a slightly diﬀerent deﬁnition, in this
report, metropolitan area and metro area
are used interchangeably with metropolitan
statistical area.
minimum-density zoning: A zoning ordinance
that requires development to equal or exceed
some density of housing or other use.
metropolitan statistical area (MSA): “A
geographic entity designated by the federal
Oﬃce of Management and Budget for use
by federal statistical agencies. An MSA
consists of one or more counties, except in
New England, where MSAs are deﬁned in
terms of county subdivisions (primarily cities
and towns).” Generally, MSAs are deﬁned to
include urbanized areas of 50,000 people or
more plus the rural portions of the counties
that make up those areas. Minneapolis–St.
Paul is an MSA with two central cities; a few
primary MSAs have no central city.
overpriced: In this report, housing is considered
overpriced if its median value is a greater
multiple of median-family incomes than the
standard value-to-income ratio.
percent overpriced: The percentage share of home

prices that is greater than the standard valueto-income ratio.
planning penalty: The approximate amount of
money growth-management planning has
added to the cost of a median-value home.
primary metropolitan statistical area (PMSA):
See consolidated metropolitan statistical
area.
rural open space: Any land outside of urban areas
that is not occupied by roads, railroads, or
other developments larger than a quarter acre
in extent.
sprawl: A pejorative term used to describe lowdensity development, especially development
designed for optimal use of the automobile.
When the term was ﬁrst coined, it meant
leapfrog development, that is, development
that was not physically adjacent to existing
cities. But in recent years the emphasis
has been on whether the development is
designed for the automobile, not on where
it is located. Some anti-sprawl plans would
even require leapfrog development so long as
that development is auto-hostile.
standard value-to-income ratio: An estimate of
what housing prices “should” be relative to
family incomes. In census years (1959 through
1999), the standard ratio used in this report is
the median value-to-income ratio across all
metropolitan areas. For 2005, the standard
ratio assumes prices increased by 2.5 percent
per year from the 1999 census.
total penalty: The total amount of money that
growth-management planning has added to
the cost of all homes in a metropolitan area.
suburb: All developed areas in an urbanized area
outside of the central city or cities.
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urban area: “A generic term that refers to both
urbanized areas and urban clusters.”
urban cluster: “A densely settled area that has a
census population of 2,500 to 49,999.”
urban growth boundary: A line outside of which
development is restricted by large-lot zoning.
urbanized area: “A densely settled area that has a
census population of at least ﬁfty thousand.”
Generally, urbanized areas include all
census tracts adjacent to central cities with
population densities greater than about one
thousand people per square mile.
urban service boundary: A line outside of which
development is restricted by a refusal to
provide water, sewer, or other urban services.
value-to-income ratio: The median-home value
of a region divided by the median-family
income in that region.
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