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MISSION STATEMENT

The Hamilton Project seeks to advance America’s promise
of opportunity, prosperity, and growth.

We believe that today’s increasingly competitive global economy
demands public policy ideas commensurate with the challenges
of the 21st Century. The Project’s economic strategy reflects a
judgment that long-term prosperity is best achieved by fostering
economic growth and broad participation in that growth, by
enhancing individual economic security, and by embracing a role

for effective government in making needed public investments.

Our strategy calls for combining public investment, a secure social
safety net, and fiscal discipline. In that framework, the Project
puts forward innovative proposals from leading economic thinkers
— based on credible evidence and experience, not ideology or
doctrine — to introduce new and effective policy options into the

national debate.

The Project is named after Alexander Hamilton, the nation’s
first Treasury Secretary, who laid the foundation for the modern
American economy. Hamilton stood for sound fiscal policy,
believed that broad-based opportunity for advancement would
drive American economic growth, and recognized that “prudent
aids and encouragements on the part of government” are
necessary to enhance and guide market forces. The guiding

principles of the Project remain consistent with these views.
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This policy proposal is a proposal from the author(s). As emphasized in The Hamilton Project’s
original strategy paper, the Project was designed in part to provide a forum for leading thinkers
across the nation to put forward innovative and potentially important economic policy ideas
that share the Project’s broad goals of promoting economic growth, broad-based participation
in growth, and economic security. The author(s) are invited to express their own ideas in policy
papers, whether or not the Project’s staff or advisory council agrees with the specific proposals.

This policy paper is offered in that spirit.
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Abstract

Regulatory constraints on housing production have shut millions of Americans out of the country’s most productive labor
markets. Historically, Americans have moved to the parts of the country that offered the highest wages and most economic
opportunity. This tendency for Americans to move has changed in recent decades, as changes in legal land-use restrictions have
limited housing construction in America’s richest locations. These restrictions have created limits on housing supply and have led
to rapidly rising prices that make high-wage places unaffordable to less-educated workers. As a result, workers without a college
education are now moving away from the places that offer them the highest wages and their children the best later-life outcomes.

In this proposal, I discuss strategies that policymakers at various levels of government can use to combat this relatively new
problem, including case studies of cities that have successfully expanded access at the local level. This challenge differs from
the more-traditional problem of making housing affordable for low-income households. Combating it requires new political
coalitions and a sharper focus on the barriers, both political and legal, to development.
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Introduction

ocation matters. There are enormous differences in

outcomes such as wages, education, and health across

places in the United States; research suggests that these
differences are caused by characteristics of places and the
people who live there. When people move to more-productive,
healthier places, their lives improve. Despite this fact, over the
past few decades people have stopped moving (on net) to the
country’s most-productive cities. Why?

The data show that many people, even those in the middle
of the income distribution, have been excluded from these
high-wage places because of rising housing prices. Regulatory
barriers to increasing the supply of housing, many of which
were erected during the 1970s, are the culprit. Despite high
demand and rising prices, the increase in available housing
units has been anemic.

While housing unaffordability for those with low incomes has
always been a problem, the problem of nonpoor workers being
shut out of the most productive labor markets is relatively new
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and worsening. In this proposal, I outline this problem and
explore policies that might open up the opportunities in these
places once again.

Solving this policy problem requires effort at many different
levels of government. Local politicians can push to ease
form and use restrictions, to simplify the approval process
for developers, and to shift distortionary taxes away from
development. State leaders can rein in local antidevelopment
policies, set mandates enforced by funding, and expand
transportation. The federal government can recognize the
natural complementarity between its efforts to ensure housing
affordability for low-income households and increased
development. It can also eliminate tax provisions that
encourage antidevelopment sentiment.

This is a surmountable problem, and with properly focused
political efforts, it is possible to tear down the barriers that
prevent low-income people from moving to America’s
strongest cities.



The Challenge

espite the proliferation of communications
Dtechnologies that once promised to make geography

irrelevant, place is more important than ever.
Economic possibilities for individuals and families are starkly
different across the country; one important piece of this story is
the wide variation in labor market opportunities across places.
Unfortunately, it has also become more difficult to access many
of the prosperous places due to tight land-use restrictions that
have limited housing growth in some high-productivity areas.
This section summarizes what is known about economic gaps
across the country and the role that the housing market plays
in exacerbating those gaps.

PLACE IS IMPORTANT

Economic outcomes vary widely across different parts of
the United States. The gap in GDP per capita between the
states of Massachusetts and Mississippi is as wide as the
corresponding gap between Switzerland and Slovakia (Bureau
of Economic Analysis [BEA] 2017; Organisation for Economic
Co-operation and Development [OECD] 2018; author’s
calculations). Life expectancy in Gadsden, Alabama, is 72.9
years, equivalent to life expectancy in El Salvador. In San Jose,
California, it is 82.7 years, which is on par with Iceland (Kent
et al. 2015). Similar gargantuan differences can be found in
college graduation rates (58 percent of those aged 25-34
in Boston versus 19 percent for the same demographic in
Lakeland, Florida; Florida 2018), murder rates (60 per 100,000
people in St. Louis, which is just above the rate in Uruguay,
versus only 1.5 per 100,000 in Honolulu; Federal Bureau of
Investigation [FBI] 2015), and obesity rates (38.1 percent in
West Virginia compared to 22.6 percent in Colorado; Warren
et al. 2018). The average income of high school graduates in
Boston is now more than 40 percent higher than the average
income of college graduates in Flint, Michigan (Lindsey and
Teles 2017, 115). People in some parts of the United States live
significantly richer, healthier, and better-educated lives than
people in others. Opening up these opportunities for those
living in disadvantaged locations to move to richer areas
should be a first-order priority.

Economists are deeply concerned with whether these
differences are caused by conditions, institutions, and policies
in the places themselves, or whether they are simply the result

of different people sorting into different places. After all,
people might be as varied as the places where they live. Perhaps
moving low-income people from a poorer city to a richer one
would not make the individuals richer, but would only change
the cities’ averages. If that is the case, regional mobility alone
cannot resolve inequities, and may indeed only mask them.

Recent research has strongly rejected this view. In a seminal
paper in the American Economic Review, Chetty, Hendren,
and Katz (2016) revisited the effects of the Department
of Housing and Urban Development’s (HUD) Moving to
Opportunity program, which was designed to test the causal
impact of place. Though prior research had shown no effects
for adults, Chetty, Hendren, and Katz found that random
assignment to richer areas resulted in very large benefits for
children across a host of outcomes from income, to education,
to teen pregnancy.

Shoag and Carollo (2016) studied the long-run consequences
of place using variation among Japanese American internees.
Shortly after the attack on Pearl Harbor, the United States
removed nearly 120,000 Japanese Americans (the majority
of whom were U.S. citizens) from their homes on the West
Coast. The War Relocation Authority interned these Japanese
Americans in 10 camps in seven different states, with the
majority of them remaining interned for the duration of
the war. Since many lost their property and received little
relocation assistance, we found that people’s locations
many years later correlated with the location of their final
internment camp. More importantly, we found that their long-
run outcomes, and the long-run outcomes of their children
and grandchildren, were highly dependent on the randomly
chosen location of their particular camp. Those released
in poorer areas such as Arkansas earned lower incomes
and received less education than those released in relatively
economically more-successful areas.

These findings match results found in other countries. Damm
and Dustman (2014) found that refugees randomly assigned
to higher-crime neighborhoods in Denmark were more likely
to be convicted of crimes themselves. Similarly, Gould, Lavy,
and Passerman (2011) found that Yemenite refugees randomly
assigned to better dwellings in Israel had better outcomes
along a host of measures. Finally, Aslund and Rooth (2007)
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found that refugees entering Sweden who randomly lived in
places with higher unemployment rates tended to experience
worse labor market outcomes themselves.

STRUGGLING PLACES ARE NO LONGER CATCHING
upP

Place has historically mattered for individual outcomes,
but for most of the past 150 years, gaps between places were
shrinking. Barro and Sala-i-Martin (1992) showed that, in
the period from the Civil War to the 1980s, state average
incomes were steadily converging. Education levels were also
strongly converging. In 1940 fewer than 17 percent of men
between the ages of 25-54 had completed 12" grade or higher
in Alabama, as opposed to 38 percent in California. By 1980
those percentages had converged to 70 percent and 82 percent,
respectively.'

Moreover, Barro and Sala-i-Martin (1992) show that
population growth was highest in the richest parts of the
country. Even if places were unequal, Americans could move
to places offering greater opportunity. Similarly, Blanchard
and Katz (1992) demonstrated that migration was effective at
eliminating short-run regional shocks.

All these patterns have weakened considerably in the past 30
years. Ganong and Shoag (2017) showed that incomes and
human capital levels have ceased converging since 1980, and
Austin, Glaeser, and Summers (forthcoming) also note the
decline in convergence. As seen in Figure 1, convergence in

FIGURE 1.

regional income per capita seemed to stop around 1980 and has
in fact given way to divergence. Molloy, Smith, and Wozniak
(2014), as well as Kaplan and Schulhofer-Wohl (2017), showed
that internal U.S. migration has decreased significantly. They
further showed that this decline cannot be explained by
demographics, and that the largest component was a decline in
the number of people moving for new jobs. Dao, Furceri, and
Loungani (2017) demonstrated that mobility is less responsive
to labor demand conditions than it was in the past. Ganong
and Shoag (2017) also show that migration to the richer, more-
productive parts of the country has virtually ceased.

Poor places are no longer catching up to rich ones, and people
are no longer moving from poor places to rich ones. The
traditional ways in which American society has ameliorated
large gaps between places have broken down.

Why is this the case? Ganong and Shoag (2017) show that this
breakdown appears to be linked to changes in the housing
market. Although more-productive places were always more
expensive, they have become increasingly expensive relative
to offered wages, with housing prices now absorbing almost
twice the share of the higher wages they offer.? Effectively, the
housing price-to-income gradient has changed. This change
disproportionately hurts lower-income households, since they
spend a larger share of their budget on housing.

This change in housing markets has differentially affected
the migration patterns of low- and high-skilled workers.
Despite the higher housing prices, it is still worth it for
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college-educated workers to move from low-wage to high-
wage places.’ This is not true for less-educated workers, who
now make higher incomes net of housing costs in mid-wage
places. In 1960 it made sense for both lawyers and janitors to
move from the Deep South to the New York area, because both
groups earned significantly higher wages even adjusting for
housing costs (Ganong and Shoag 2017). Today, even though
both groups earn higher wages in the New York metropolitan
area, it no longer makes sense for janitors to move. Lawyers
still earn more net of housing costs in the New York area, but
the enormous housing costs mean that janitors’ wages net of
housing costs are actually lower in the New York area than
they are in the Deep South.

LACK OF HOUSING IS TO BLAME

What exactly has changed in housing markets that has
prevented low-skilled workers from accessing high-wage jobs?
As discussed above, the immediate answer is that prices in
some of the most productive parts of the country—precisely
those parts that should be net recipients of migration—have
risen dramatically. Sadly, prices continue to rise considerably
faster than incomes in these places. From 2001 to 2017 median
home value per square foot in San Francisco and San Jose rose
by 15 percent more than the growth in per capita income.
The gap in growth rates between home values and per capita
incomes was even larger in Seattle.*

These rapidly rising prices do not reflect rising construction
costs, as shown by Gyourko and Molloy (2015) and reproduced
in figure 2. Instead, Gyourko and Molloy argue that the

FIGURE 2.

increase in prices is linked to the increasing stringency of
regulations that block development.

Economists have long known that regulations were important
drivers of housing prices. Quigley and Rosenthal (2005)
provide a list of 40 studies estimating this relationship. Still,
accurately measuring the impact is a challenge due to the
difficulty in creating reliable and comprehensive regulation
measures.

Many economists use the index created by Gyourko, Saiz,
and Summers (2008) called the Wharton Residential Land
Use Regulation Index. This index uses survey data and
public legal and election information to cover more than
2,600 communities. Still, these data are a static cross-section,
making analysis over time difficult.

To study changes, economists often use indirect proxies for
regulation. For example, using as a proxy the gap between the
marginal price of housing and the marginal construction cost
of adding a story to a building, Glaeser, Gyourko, and Saks
(2005a) show that regulations increased Manhattan prices in
the early 2000s by 50 percent relative to a hypothetical market
without the regulations. Other studies focus on specific areas
where consistent direct measures exist over several years. For
example, Glaeser and Ward (2009) study price changes and
several regulation measures across Boston municipalities,
Jackson (2016) studies the response of housing supply to
regulation measures over time in California municipalities,
and Morrow (2013) examines the relationship between
population and legally developable land in Los Angeles.

Real Construction Costs and House Prices, 1980-2013
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FIGURE 3.

New Land-Use Cases in the United States, 1941-2010
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Note: The figure plots the number of cases containing the phrase “land use” in the state appeals court databases in per capita terms.

Ganong and Shoag (2017) expanded on this work by
introducing one of the first national panel measures of land-
use regulation across states. We based our series on the
relative frequency of court cases involving land-use disputes,
figuring this omnibus measure would capture the many
different strategies used to block development. This series,
shown at the national level in figure 3, shows a sharp rise
at the same time that housing markets and migration and
convergence patterns changed. Moreover, Ganong and Shoag
(2017) show that changes in subnational migration patterns
are associated with changes in this regulation measure. Places
with rising regulation saw increased capitalization of incomes
into housing prices (i.e., sharply higher housing prices when
incomes are higher), less migration to rich places, and slower
rates of income convergence across places.

Urban environments are complex, with housing markets that
are only imperfectly linked to one another. Still, the simple
supply-and-demand framework vyields insights that are
important and intuitive.

Housing in the richest parts of the country is becoming more
expensive, but these areas are losing population relative to the
rest of the country. As shown in figure 4, when price goes up
but quantity does not increase quickly, the explanation must
be a restriction of supply; the only way to decrease price, then,
is to increase the supply of housing.

Though straightforward to an economist, many people do
not share this intuition. There is a strongly held view that
new market-rate housing may crowd out affordable housing
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or existing residents. The evidence for this is scant, though,
and studies that investigate the matter generally find the
opposite effect (Uhler 2016). In fact, Rosenthal (2014) has
shown that a substantial portion of low-income housing
supply comes from a filtering down of market-rate properties.
As homes age, they are sold or rented to people who are on
a lower rung of the income distribution. Rosenthal shows
that, on average, 10-year-old apartments are rented to people

FIGURE 4.
Supply and Demand Model After an
Increase in Housing Demand
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making just 70 percent of the income of the original tenant
and 50-year-old apartments are rented to people making just
30 percent. Moreover, Rosenthal shows that filtering occurs
most slowly in regions like New England and the Pacific states,
where housing regulations tend to be most restrictive. While
filtering works too slowly to be a panacea, more market-rate
construction can push down prices across the spectrum.
It is of course important that the new development actually
increase the number of housing units. If redevelopment tears
down older units to put up a small number of luxury units,
that certainly could crowd out residents and reduce housing
availability and affordability.

Changes in housing markets have had disproportionate
impacts on particular groups. Rothwell and Massey (2009)
show that more-restrictive density zoning in housing
markets generates racial segregation. In addition, housing has
contributed to deepening inequality. Albouy and Zabek (2016)
show that increasing gaps in housing wealth are a source of
rising wealth inequality. They find that the variance of house
value has increased markedly since 1980, and that this rise is
mostly due to variation in land values. In addition, Rognlie
(2015) finds that housing scarcity is driving the increase in
the net capital share of income; together, these studies imply
that housing markets are now concentrating more wealth in a
smaller share of the population.

The loss of opportunity caused by declining housing market
access would be reason enough for concern, but recent
research has emphasized the macroeconomic problems
caused by people no longer moving to productive places.

FIGURE 5.

Hsieh and Moretti (forthcoming) calculated the amount of
forgone GDP growth attributable to this spatial misallocation.
They estimated a spatial equilibrium model using the
Wharton Residential Land Use Regulation Index to calibrate
differences in regulations. They then experimented with the
impact of changing the housing supply regulation of New
York, San Francisco, and San Jose to that of the median U.S.
city in the model. They found that, over the past 45 years, U.S.
growth was substantially lower as a result. This calculation
implies that, with less-restrictive rules, employment would
have been much higher in those three cities. Even if one does
not regard this reallocation of employment as plausible, the
calculation highlights how restrictions on housing can prevent
employment growth in the most productive areas.’

Before proceeding, it is important to be precise about the
policy problem discussed in this report. HUD defines cost-
burdened families as households “who pay more than
30 percent of their income for housing” (HUD n.d.). By
this measure, an overwhelming fraction of the population
earning less than 50 percent of the area median income is
cost burdened even in relatively affordable metropolitan areas
such as Cleveland (Herbert, Hermann, and McCue 2018). This
affordability problem for people at the lower end of the income
distribution is both serious and urgent. Success in dealing
with this problem needs to be gauged on whether policies
improve housing stability and living standards for those in
this situation.

This is not, however, the problem I have been describing in
this report (and it is unlikely to be addressable by the same
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TABLE 1.

Family Housing Wealth, by Race and Ethnicity

White Black Hispanic Other
Net Worth (thousands of 2016 dollars):
Median 171 18 21 65
Mean 934 138 191 458
Assets (percent of families with):
Primary residence 73 45 46 54
Debts (percent of families with):
Debt secured by primary residence 46 32 31 38
Wealth from housing (for homeowners):
Percent of assets in housing 32 37 39 35
Mean net housing wealth (thousands of 2016 dollars) 216 95 130 220
- Dettl THE
ot Dot et 2016, Al e 1 hsa o 2016 ol o st HAMILTON
BROOKINGS

solutions). The problem I am describing here is that in high-
cost cities like Los Angeles, more than a third of the households
earning 80-100 percent of the area median income are still
cost burdened by the HUD definition (Herbert, Hermann,
and McCue 2018). This affordability problem for families far
above the federal poverty line is significantly more common
in high-cost cities than in low-cost cities.

This can be seen in figure 5, which uses data from the 2017
American Housing Survey (U.S. Census Bureau 2017). The
graph shows the fraction of units in which housing costs exceed
30 percent of current income. The graph is limited to units
in which the household is above the poverty line. Thus, the
graph shows that a significant fraction of nonpoor households
are cost burdened. Moreover, there is a stark and strong
correlation between the share of nonpoor households that
are cost burdened in a metropolitan area and the American
Housing Survey’s estimated median monthly housing cost for
that city.

The cost of housing in certain places is forcing people to
move away from places where their productivity and wages
are highest and preventing others (especially lower-skilled
workers) from moving in. Since the core of this problem is the
role of housing in distorting where people live, success should
not be defined solely in terms of lowering housing prices.
For example, a reform that increases population growth in
high-productivity areas while keeping prices stable should be
considered a great success for providing more opportunity.
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The problem of nonpoor people being priced out of high-
wage labor markets is linked to land-use restrictions by both
economic theory and the available data. Why, then, is it so
difficult to remedy this policy problem?

EVERYONE’S MASSIVE, LEVERAGED INVESTMENT

Roughly 63 percent of Americans live in owner-occupied
housing. As shown in table 1, this housing wealth is an
important share of overall wealth: white homeowners hold
32 percent of their wealth in housing, and minorities hold an
even larger share (Dettling et al. 2017). People usually invest
in their homes with borrowed money, meaning that many
American households have made a large, unhedged, leveraged
bet on the price of a specific piece of real estate. Homeowners
often have a powerful personal interest in blocking local
development and keeping the price of their own homes high,
even if, in aggregate, more development and lower prices
would benefit the overall economy.

Many studies demonstrate exactly this point. Glaeser and
Shapiro (2003) find a strong link between antidevelopment
positions and ownership. Hall and Yoder (2018) used
administrative data to show that people become significantly
more likely to participate in local elections once they purchase
a home. Breaking out the likelihood to vote by issue, they
show this effect is particularly large for elections on zoning or
development. While the actual eventual votes remain secret,
it is not hard to guess in what direction ownership affected
preferences.



BOX 1.

A Taxonomy of Land-Use Regulations

Land-use regulations can be quite detailed, and can vary considerably from location to location. Conceptually, the three
main categories of restrictions are use regulations, form-based regulations, and process regulations.

« Useregulations dictate the types of development allowed on a piece of land. For example, traditional Euclidean zoning

laws divide a city’s land mass into zones where only specific use types are permitted (e.g., single-family residential,
commercial, industrial). Other types of use regulation, like urban growth boundaries or some historic designations,
may even prohibit construction altogether. By making it illegal to use land for residential purposes, or to use it for
more-dense residential purposes, this type of regulation can push housing prices up.

Form-based regulations focus less on the intended purpose and more on the characteristics of the development. Classic
examples of form-based regulation include minimum lot size, maximum height limitations, setback regulations,
parking requirements, lot coverage, and other factors. By outlawing residential development that does not conform
to these regulations, these laws can also increase the price of housing.

Process regulations deal with the regulatory approval process for new construction. Development proposals are
frequently subject to a discretionary approval process, including public hearings, environmental review, a public
health review, fees, notification requirements, and other constraints. This process may involve several authorities,
including various local boards, the state, and the courts. The uncertainty and delays associated with this process can
be a major impediment to development. Additionally, municipalities can cap the number of permits they approve or
otherwise impose direct limits on construction.

The categories are not exhaustive or mutually exclusive. Obviously, each type of regulation can play an important
and legitimate role in building successful communities. Still, the overlapping and multifaceted nature of these
requirements means that it is difficult to pinpoint a specific target for reform. This complexity also helps explain
why the National Association of Home Builders estimates that 25 percent of the cost of home construction is directly

attributable to regulation (Emrath 2016).

Hall and Yoder (2018) found that the increase in voting holds
true across the partisan spectrum. This research parallels
the findings of Marble and Nall (2018), who also concluded
that homeowners’ aversion to development holds across the
political spectrum. Hankinson (2018) shows that even renters
will oppose local development to prevent crowding of local
amenities.

YES IN MY BACK YARD (YIMBY)

While the forms of land-use restrictions are varied (see box
1), the underlying political motivation is often thought to
be a desire to limit change in a neighborhood, and perhaps
to protect housing investments, as described previously.
However, the recent growth of a grassroots pro-development
movement has altered the picture and provides useful
insights for policy. This movement, called YIMBY—for Yes
In My Back Yard—has pushed back against local opposition
to development, often called NIMBY—for Not In My Back
Yard. YIMBY activists span the political spectrum, from left
to right, and are generally young and well educated. There
are nearly 98 chapters, and the YIMBY movement has held

national conferences since 2016 (YIMBYwiki 2018). These
organizations have moderately different viewpoints, but are
united by the common goal of making sure more housing is
built.

While the YIMBY movement is growing, it is unlikely to ever
becomeamassmovement, given theinterest thatresidents often
have in avoiding congestion of local public goods, reductions
in house prices, and so forth. But even a small group of well-
trained activists can affect local development policymaking,
particularly when developers and environmental groups
also intervene to support increased housing supply. Indeed,
the young YIMBY movement has had enormous political
success, as evidenced by the introduction of California SB 827.
This bill would allow construction of five-story apartment
buildings near every mass transit stop in the state. The YIMBY
movement also contributed to the passage of an Oregon bill
that requires cities to streamline permitting, and to permit
accessory dwelling units (i.e.,, secondary housing on the
same lots with primary houses) in residential neighborhoods.
Similar reform efforts are under way in Boston, Boulder, and
Austin. The movement has gotten high-profile support from

The Hamilton Project ¢ Brookings 11



FIGURE 6.

Google Trends Search Volume for “YIMBY”, 200418
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Secretary Ben Carson of HUD via tweet, in the spirit of the
administration (Carson 2018).

The movement is successful, in my view, because it adheres to
three principles. The first principle is abroad-based approach to
removing restrictions. The YIMBY movement has not focused
on changing restrictions on particular sites or projects, but
rather on ensuring that there is systemic reform of land-use
rules. This focus defuses opposition from homeowners who
would have been affected by a particular project, offsetting
local housing price reductions with the broad-based increase
in economic activity that comes with increased density. The
second principle is that the YIMBY movement has focused
on moving decision-making (to the extent possible) to higher
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levels of government. Much of the benefits that stem from
removing restrictions accrue to people who will eventually
move to a city, not merely those currently living there. While
local governments represent only their current residents,
higher levels of government are more likely to represent the
interests of potential new residents. Finally, the third principle
is that the YIMBY movement has kept its focus on the real
problem—removing the binding supply constraints—and, as
a result, has managed to maintain its fractious coalition.

The problem of excessive land-use restrictions is by no means
solved, but the growing influence of the YIMBY movement is
cause for optimism. What types of political reforms can we
hope to see from these activists?



The Proposals

There is no single solution to the problem of excessively
burdensome land-use restrictions limiting access to
high-wage jobs. I therefore propose multiple policy
remedies at the state and federal levels, discussed later in this
section and summarized in box 2. But regardless of which of
these policies are enacted, local policymakers should adopt
practices that yield increased housing supply. Some of those
practices, and the efforts on the part of some local stakeholders
to promote them, are described in box 2.

REFORMS FOR LOCAL GOVERNMENT

Asthe previous discussion suggests, there are many approaches
local governments can take to increase their housing supply.
Rather than provide an exhaustive list, I next provide case

BOX 2.

studies of cities that have loosened regulation, smoothed the
development process, and adjusted taxes with good outcomes.
These cities can serve as examples for local policymakers.

Tokyo: Build Up

Tokyo has not always been a model for housing market best
practices. Until 1963 earthquake concerns demanded an
absolute height limit of 31 meters (102 feet), meaning that
developers could not build skyscrapers in the city. And, in the
1980s, despite the limit having been lifted and replaced with
a floor-area ratio, Japan suffered through a terrible housing
bubble, thought by many to have been caused or exacerbated by
reduced supply caused by the country’s planning and zoning
laws. Now, however, the city is flourishing: despite steady

Proposals to Reduce Housing Barriers in High-Productivity

Places

= Local Governments

o Reduce regulatory barriers to density

° Local governments can loosen both form and use regulations by enacting higher-density zoning, eliminating

parking requirements, and allowing accessory dwelling units.

o Remove process barriers to development

° Local governments can broaden the scope for by-right development.

° Local governments can streamline and shorten the permitting process, reduce fees, and reduce uncertainty.

« Put more weight on land value in setting property taxes.

= State Governments

o Create statewide by-right policies that are enforceable in the courts.

« Reform approval processes currently tilted against development.

o Create local mandates, enforced by local government funding linked to population growth.

« Expand public transportation capacity.

= Federal Government

o Link federal funding for affordable housing to progress on land-use restrictions.

o Reduce tax incentives that incentivize antidevelopment policies.

o Broaden the conceptual framework for environmental impact assessment.
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population growth, home prices have risen at reasonable
rates. Minato Ward, for example—a popular area of Tokyo—
has seen a population growth of 66 percent in the past two
decades, but only a 45 percent rise in price. Compare that
to San Francisco, where a 16 percent population growth was
accompanied by a 231 percent increase in home prices, and
we can see why Tokyo is worth a second look (Harding 2016).

There are three main explanations for Tokyo’s ample housing
supply and accommodation of new residents. First, the
city issues a lot of housing permits: in 2014 Tokyo issued
142,417 permits for new units. For comparison, the state of
California—with more than three times the population of
Tokyo—issued permits for only 83,657 units (Harding 2016).
Second, despite some restrictions in residential areas, zoning
laws are very lax in mixed-use areas, leading to the building
of many apartment towers in the city. Third, that generosity
extends to how land is used, and neighbors have little legal
recourse against construction that they oppose. As Robin
Harding reported in the Financial Times, “The rights of
landowners are strong. In fact, Japan’s constitution declares
that ‘the right to own or to hold property is inviolable’...If you
want to build a mock-Gothic castle faced in pink seashells
that is your business” (Harding 2016). As a result, Tokyo has
seen an increase in the number of buildings torn down and

FIGURE 7.

Building Density in Montreal, 2004

rebuilt. The rebuilt buildings are often larger, allowing more
people to live on the same footprint of land. While it is a bit
of an exaggeration to say that Tokyo developers have complete
freedom, the flexibility enabled by Tokyo’s Urban Renaissance
Law in 2002 (in which the central government overrode and
eased many local regulations) has been credited by recent
research with this favorable outcome (Sorensen, Okata, and
Fujii 2010).

Montreal: Mid-Level Zoning

Housing in Montreal is significantly less expensive than it
is in Toronto, despite the two cities having similar median
incomes (Statistics Canada 2018). The main way Montreal
supports housing growth is through zoning that encourages
the building of low- and mid-rise flats and apartments, instead
of standalone single-family houses or towering skyscrapers.
According to the 2016 census, 611,790 (78 percent) of
Montreal’s 779,805 residences were apartments in a duplex
or other building with fewer than five stories, row houses,
semidetached houses, or other single-attached houses. (For
comparison, that statistic is only 35 percent for Canada as a
whole [Statistics Canada 2017].) The map in figure 7 shows
building density by region, illustrating how much of the city is
designated for mid-density construction. Building density is

Building density

High Low

density BT density

[C] Not applicable

[ Major green space

Source: City of Montreal 2004.

Note: This map shows the building density for the entire city of Montreal in a 17-color scheme that reflects the various

density parameters. Darker areas are more dense.
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defined using a combination of factors, including the number
of stories, building configuration, and floor-area ratio.

A specific instance of such mid-density zoning, and a
wonderful success story for Montreal, is the city’s Grow Homes
plan piloted in the 1990s. This plan entails the construction of
narrow, prefabricated row houses that are sold to homeowners
in an unfinished state. This allows homeowners to finish
and add to their house as they save up the money, while
simultaneously reducing the initial purchase cost. In 2015 the
creator of the Grow Homes initiative estimated the number of
units built to be close to 10,000 (Schatz and Sidhu 2015).

The Grow Home model has been effective in keeping prices
down. According to Small Housing BC’s 2015 report, “Even in
suburban areas where the price of a new Grow Home has risen
to approximately $150,000 [CAD] (from $60,000 [CAD]), this
is still considerably less than a single-family home (whose
value can be as high as $360,000 [CAD] in similar areas)”
(Schatz and Sidhu 2015, 29).

Montreal is one of the few cities to solve the “missing middle”
problem, and this success has been a big factor in reining in
prices in the city.

Raleigh: Simplifying the Administrative Process

The population of Raleigh has grown by roughly 60 percent
since the year 2000, and by 17 percent since 2010 (figure 8). This

FIGURE 8.

puts the city on par with Charleston, Houston, and Orlando in
terms of population growth. The growth is understandable,
and its booming economy and nearby universities led it onto
the shortlist of locations for Amazon’s HQ2. What is amazing,
though, is that, despite this rapid growth, house prices have
grown relatively slowly. From 2010 to 2017 Raleigh’s house
price index rose just 34 percent as compared to an average
of 54 percent in those other fast-growing locations (Federal
Housing Finance Agency [FHFA] 2018; author’s calculations).
A plot of the percentage change in the FHFA house price index
against metropolitan area population growth, shown in figure
8, highlights Raleigh’s accomplishment.

Why was Raleigh such an outlier? It is hard to be definitive, but
one contributing factor was the major rezoning accomplished
in 2013 via Raleigh’s Unified Development Ordinance, a
comprehensive document that contained an updated version
of all of the city’s land-use and development regulations.

Raleigh’s Unified Development Ordinance was not a pure
YIMBY document. The plan disallowed accessory dwelling
units, discontinued townhouse allowances in low- to medium-
density residential tracts, introduced new regulations on
street setbacks and height in residential neighborhoods, and
introduced tough neighborhood transition standards (that
create a required transition zone between mixed-use and
residential districts) (Band 2014). Why, then, can it be said to
have kept Raleigh affordable?

Growth in Population and House Prices for Selected Metropolitan Statistical Areas,
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The plan also created several mixed-use zoning districts
without any density limits. While these areas do have to
meet context-dependent review of minimum frontages and
maximum heights, the introduction of higher-density mixed-
use by-right zoning was novel and represented a break from
the more-restrictive traditional system.

The most important change, perhaps, is the extent to which
the Unified Development Ordinance simplified Raleigh’s
administrative process. Raleigh’s old “codes were a morass
of obstacles, public-hearing triggers, and reviews by elected
bodies” (Band 2014, 55). The new system eliminated
redundancies, like triggers that required a city council review
in addition to a planning commission review. Furthermore,
the reform made the public hearing the last step of the process,
rather than the first step. This change was crucial in reducing
the frictions in the process, since changes requested by the city
council can be incorporated before a public hearing, rather
than needing to wait for the next quarterly public hearing to
include revisions.

These changes, and the updated plan, have been contributing
factors in Raleigh’s ability to be an outlier (see figure 8) in
terms of population growth without exploding house prices.

Vienna: Public Housing

While public housing has been characterized by many
problems, it also provides affordable housing for more than
2 million Americans.® The fact that public housing is often
poorly perceived in the United States does not mean that it
is an inherently flawed concept. In Vienna nearly three in
five residents live in houses owned, built, or managed by the
government. One key distinction is that, unlike in the United
States, Vienna allows nonpoor people to apply for public
housing. Roughly 80 percent of the population is eligible.
Moreover, rents in public housing are tied to maintenance
costs of the property and not just the residents’ income. This
ensures that the properties do not deteriorate, as they do in the
United States (Gowan and Cooper 2018).

As a result of this policy, Vienna initiates more construction
per resident than its peer cities in Europe, and has one of the
lower house price-to-income ratios (Linhart et al. 2017).

Pittsburgh: Land Tax

For years, Pittsburgh taxed land values at a significantly
higher rate than property values. This policy encouraged
development because the value of new structures was not
taxed. Oates and Schwab (1997) credit this tax with preventing
Pittsburgh from declining like its Rust Belt-peer cities.
Banzhaf and Lavery (2010) similarly find that the adoption
of split-rate taxes (separate rates for land and improvements)
increases the capital-to-land ratio; in other words, they
promote more-intense development. The intuition behind
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these findings is easy to understand. Traditional property
taxes rise when land is developed or additional units are built;
land taxes do not. Simulations suggest that switching to land
taxes in high-productivity places like New York City could
lead to substantial increases in population (Haughwout 2001).

Land taxes can be more difficult to administer, though.
Whereas sales data are readily observable, partitioning the
value of a sale into a land and nonland components is more
difficult and subjective. Furthermore, it may create inefficient
incentives to split ownership of land and improvements in
such a way as to minimize tax bills. And any tax reform will
create winners and losers: after a sharp rise in appraised land
values, Pittsburgh abandoned this unique institution in 2001.

REFORMS FOR THE FEDERAL GOVERNMENT

The lack of affordable housing in high-wage places may be a
national problem, but the regulations in need of reform are at
the state and local levels. The most practical way for the federal
government to induce change, then, is to provide incentives
for lower-level governments to reform their policies.

Recent legislation like The American Housing and Economic
Mobility Act of 2018 provides an example of how the federal
government can structure these incentives. This bill calls for
direct federal investment in the Housing Trust Fund and the
Capital Magnet Fund, both of which finance the construction
and rehabilitation of affordable housing. It also calls for
less-restrictive grants that can be used for infrastructure
such as parks, roads, and schools in the communities that
liberalize housing policies. Among the policies that would
satisfy this requirement, it provides a YIMBY laundry list,
including establishing streamlined regulatory processes;
allowing accessory dwelling units; providing development tax
incentives; and eliminating minimum parking requirements,
minimum lot sizes, and bans on multifamily development.

The key insight of this proposal is its appreciation for the
complementarity between efforts to supply housing for
lower-income people and the affordability crisis that exists
in some places for those who are higher up the income
spectrum. Subsidized housing construction can have strong
crowdout effects when development is restricted—it can
reallocate housing without expanding supply overall—but by
combining this program with incentives to ease restrictions,
this crowdout is less likely to occur. Similarly, one of the most
common objections to further development is congestion of
existing amenities like roads, parks, and schools. By providing
incentives to supply more amenities, this proposal addresses
these important concerns.

There are several other avenues for policy reform. One is to
add measurable requirements on population growth alongside
the list of development-promoting reforms—the intermediate



steps—that communities must undertake to win the reform
grants. This is important given that there are so many ways
to block development, including regulations on use, design,
process, historic preservation, and so on, that could offset
attainment of intermediate objectives. The second proposed
modification is to wield a stick in addition to dangling a
carrot. The federal government could play a more active role
in pressuring cities to weaken restrictions, even using existing
funds by leveraging the Affirmatively Further Fair Housing
rule for allocating existing HUD funds. Secretary Carson has
indicated that he may pursue this avenue (Kusisto 2018).

While race-to-the-top programs like The American Housing
and Economic Mobility Act of 2018 are promising, the federal
government can also take a longer-term perspective on the
political economy underlying antidevelopment policies.
Antidevelopment sentiment may be rational for people who
have invested a great deal of their personal wealth in a risky
asset whose value can decline when supply increases. To weaken
the forces underlying development restrictions, the federal
government needs to reduce subsidies for homeownership.

The best-known tax incentive for home ownership is the
mortgage interest deduction. Other federal tax provisions that
favor home ownership include the capital gains exemption
and the favorable rate on capital gains in housing assets. The
state and local tax deduction also largely exempts property
taxes, providing an indirect subsidy. Overall, the tax code
provides an enormous spur toward individual ownership,
with little justification and significant cost (Viard 2013).
Though the recent tax reform has limited the scope of some
of these policies considerably, these tax expenditure should be
scaled back further.

The tax incentives for housing have also been shown to
promote larger home sizes (Hanson 2012; Rosen 1985) and to
raise house prices due to capitalization (Martin and Hanson
2016; Rosen 1985). Many studies have shown that it is wildly
regressive, conferring disproportionate benefits on high-
income households (O’Brien 2012). The benefits from this tax
accrue to places with tight housing supply constraints, where
prices can rise significantly above costs. The counties with the
largestaverage deductionsareall suburbs of tightly constrained
Denver, San Francisco, and Washington, D.C. (Li 2017). Voith
and Gyourko (2002) and Voith (2000) argue that housing
tax preferences like exemptions for property taxes (which in
turn are used to fund amenities like roads and parks) may be
important contributors to local support for restrictive zoning.
As Vanessa Calder (2017, 10) notes, “Local governments seem
to be rewarded for counterproductive behavior.” The revenues
raised by scaling back these tax preferences could instead be
used to reward local governments that permit more housing
(Calder 2017).

Another key element of the tax code that can serve as a barrier
to development is the growing use of conservation easements
(Pidot 2005). A conservation easement is a permanent right
given to aland trust or government agency that limits the ways
in which a property owner can use their land. For example,
the owner of a large plot of land may create an easement that
says the land cannot be subdivided. If the land was assessed at
$7 million without the easement and only $2 million with the
easement, the creation and transfer of the easement entitles
the owner to both income tax deductions and estate tax relief.

This segment of the tax code has been criticized for its lack
of clear valuation standards and the lack of a clear process
for enforcement and termination (Korngold 2007). Others
have noted that this process can have dubious public benefit
(Ellickson 2015). Nevertheless, conservation easements are
growing in popularity and are widely used even in tightly
constrained markets like San Francisco. A recent estimate
suggests that 20 percent of the permanently protected land
in the Bay Area is privately owned under conservation
easements (George 2018). Given the importance of promoting
development in productive places, it is counterproductive
for the tax system to richly subsidize limiting land use in
perpetuity in these markets.

Finally, the federal government is directly involved in land-use
decisions via its role in regulating the environment. The Clean
Water Act extends federal land-use regulation to wetlands and
even to areas that are mostly dry, but that support wetland
vegetation. The National Environmental Policy Act requires
an environmental impact study for projects using federal
funds, and serves as a model for state efforts like New York’s
State Environmental Quality Review Act and California’s
California Environmental Quality Act that mandate reviews.
These assessments often focus on the local environmental
impact of a policy. The true impact of deterring local
development in productive places, however, is dispersed.
Households in temperate—and tightly regulated—places like
San Francisco release significantly less carbon than people
in hot, humid Houston and frigid Minneapolis (Glaeser and
Kahn 2010). An environmental evaluation process that blocks
development in San Francisco may reduce carbon emissions
there, but if people move to Houston this process may increase
carbon emissions overall (Lewyn 2014). Obviously a broader
scope for considering the impact of a project is needed, and
the federal government has an opportunity to encourage
more-comprehensive assessments of environmental impact
that better identify the costs and benefits of a project.

REFORMS FOR STATE GOVERNMENTS

State governments, as evidenced by the legislation introduced
in California and enacted in Oregon, can often preempt local
restrictions. Several such proposals would make progress
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toward increased housing supply and enhanced access to
opportunity.

The most comprehensive reform would see state governments
establish thoughtful by-right development policies. A zoning
system that allows for by-right development means that
projects complying with existing standards can be approved
administratively, without a discretionary review process
or public hearing. For example, Gottlieb (2018) calls for a
version of this in which states set “minimum [density] zoning
mandates” that localities cannot limit further. In fact, reforms
along this line have been made recently. California’s SB 35
made important progress on this front in 2017. It requires
cities failing to meet their housing needs assessment (i.e.,
nearly every city in California [Brinklow 2018]) to create an
approval process without a public hearing and with well-
defined time limits for projects meeting certain affordable
unit creation thresholds.

SB 35 is not perfect, but it has tilted the balance toward
more housing. Cupertino, California granted preliminary
approval to a massive redevelopment of the derelict Vallco
Shopping Mall via the SB 35 process. The project proposes
to create 2,400 multifamily units, 50 percent of which will be
designated as affordable. The Mission Economic Development
Agency, based in San Francisco, has invoked SB 35 to seek
to build a 130-unit, 100 percent-affordable housing project
in the Mission District (Spyridonidis 2017). Developers have
recently sued the City of Berkeley for violating SB 35 by
blocking their proposed building of 260 apartments, including
130 designated as affordable (Kemp 2018).

Even in the absence of sweeping by-right reforms, state
governments can rein in local regulations. One way in which
this can be done is by requiring localities to allow a certain
number of units to be developed or provide localities with a
“zoning budget” (Hills and Schleicher 2011). However, in the
absence of by-right development, which allows developers to
use the courts for specific proposals as opposed to general
targets, enforcement is likely to be a challenge (Field 1993).
To encourage compliance, states should change the process by
which they allocate revenue to local governments so that they
reward development and population growth.

States can also alter the political process used by municipalities
to make decisions about land use. Ten states require a super-
majority to change zoning rules. In 2017 Massachusetts
governor Charlie Baker introduced the Act to Promote
Housing Choices that would change the requirement for up-
zoning changes from two thirds of the local government vote
to a simple majority. While as of late 2018 the bill has stalled
(Logan 2018), this type of reform could spur development
without overriding local control completely.
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States themselves, in many cases, have made the approval
process more difficult through the creation of statewide (e.g.,
Vermont and Oregon) or regional (e.g., New Jersey’s Pine
Barrens Commission and California’s Coastal Commission)
commissions on land use. As William Fischel notes, “The
chief impact of the[se] agencies is to provide a ‘double veto’
power to residents who oppose a particular development”
(Fischel 2015, 55). Fischel credits the rise of these larger bodies
with slowing development in “safety value” (206) suburbs,
that had previously prevented metropolitan-wide prices from
skyrocketing by allowing more development and affordable
housing. Like the federal government, states often create an
additional layer of hurdles via environmental review. This
process can be skewed against development; a recent analysis of
the California’s Environmental Quality Act (CEQA) has found
that “most CEQA lawsuits . . . seek to block infill housing and
transit-oriented land use plans.. .. [that are] precisely the types
of projects today’s environmental and climate policies seek to
promote” (Hernandez 2018, 21). Going forward, states should
try to limit the impact of the double-veto system, especially in
high-productivity locations where housing supply is already
constrained. Even simple reforms to the process, such as Jests
Ferndndez-Villaverde and Lee Ohanion’s suggestion that
CEQA eliminate duplicative challenges (Fernandez-Villaverde
and Ohanion 2018), could have a large impact.

Another key lever states can use is transportation expansions.
By bringing more towns within commuting distance,
cities can effectively increase the supply of housing without
directly interfering with zoning rules. While transportation
expansions can be expensive, transportation policy reforms
are likely to be an important part of the solution. A 2019
Hamilton Project proposal by Matthew Turner considers what
such investments can and cannot achieve (Turner 2019).

No reform at the state or federal level will increase
development in every local jurisdiction. Success should not be
assessed on this unrealistic expectation. The key problem is
that many people are being unnecessarily excluded from the
nation’s most-productive labor markets. Reforms that open up
opportunities for people to live and work in high-wage places
are valuable, even if some local jurisdictions resist this effort.

SOLUTIONS TO DIFFERENT PROBLEMS

Given the immense political challenges to loosening land-
use restrictions, it is no surprise that most policy initiatives
related to housing have taken alternative routes. The thrust of
reform efforts have focused on demand-side subsidies, policies
that serve as a tax on development, or explicit price controls.

While some of these policies have been very successful in
achieving certain objectives and have served as an important
source of redistribution, a supply constraint problem cannot
be fixed without addressing the constraints head-on. A full



assessment of these demand-oriented policies is outside the
scope of this paper, but it is important to point out that they
will not fix the supply-side housing problems discussed here.

One major class of proposals to address the problem of rising
house prices in rich areas has been subsidies to housing
demand. HUD vouchers are one example of such subsidies.
They have served as an important part of the safety net, but
property owners capture a significant share of the benefits
(Desmond and Perkins 2016; Ganong and Collison 2013).
This problem seems especially severe in markets with inelastic
supply (Eriksen and Ross 2015). It therefore seems unlikely
that further demand-side subsidies, such as the recent proposal
to offer tax credits for rent-burdened Americans (Rent Relief
Act of 2018), can solve this specific problem. Similarly,
interventions in the credit markets such as expanding
Federal Housing Administration loans are likely to benefit
the existing owners—particularly in supply-constrained
markets—much more than they are to expand access. There is
evidence that subsidized construction may simply crowd out
market development, given existing land-use laws (Chapelle
2018; Eriksen and Rosenthal 2010).

Another major class of proposals are programs that effectively
tax developers for building homes. Inclusionary zoning—a
broad term that refers to a requirement that developers of
multiunit housing set aside units for rent at below-market
rates—lowers the return on development investments. This
discourages developers from building multifamily units by
making it relatively attractive for them to build single-family
or less-dense units without this requirement. Inclusionary
zoning also intensifies incentives for neighborhoods to block
up-zoning (i.e., loosening restrictions to allow for increased
density) to discourage poorer residents from moving nearby.
Evidence shows that the benefits of inclusionary zoning are
very mixed. Some studies show it discouraging development
in general (Schuetz, Meltzer, and Been 2010), discouraging
multiunit housing in particular (Mitchell 2004), or increasing
the cost of non-set aside units (Bento et al. 2009). To be sure,
there are studies that find positive effects as well (Dawkins,
Jeon, and Knaap 2016). Still, recent estimates suggest that
any gains in affordable housing units are modest (Thaden
and Wang 2017). For example, a recent project in Brooklyn
had nearly 90,000 applications for its 200 affordable units
(Croghan 2016). Despite the popularity of these programs, my
judgement is that these policies are unlikely to make a real
dent in the supply problem, even for low-income households.

Finally, several jurisdictions still use price interventions like
rent control to address unaffordable housing. Economists
have long understood that rent control creates substantial
misallocation of housing (Glaeser and Luttmer 2003), since
those grandfathered into below-market-rate units keep
apartments even when they would be valued more highly by

others. Rent control weakens incentives to supply housing,
increases crime (Autor, Palmer, and Pathak 2017), and may
ultimately lead to even more gentrification (Diamond,
McQuade, and Qian 2018). In short, caps on prices seem to
be an ineffective remedy to the fundamental problem, even if
they can temporarily shelter those fortunate enough to benefit
from the rent control from price increases.

Demand-side policies may cushion some from increasing
prices and make living in a place with inadequate supply more
affordable to a limited group of beneficiaries, but they do
not solve the problem of providing adequate housing supply
proximate to high-quality jobs.

Enhancing Affordability and Enhancing Housing Supply Are
Complementary

Though unlikely to solve the problem if used in isolation, some
variants of the policies just discussed may have an important
role when used in conjunction with loosening of land-use
restrictions.

One of the bitter truths about the movement to ease
restrictions on creating housing is that it is often easiest to
surmount political opposition to development in poorer
neighborhoods and in neighborhoods populated by minority
communities. Moreover, the gains from easing land-use
restrictions often accrue to white and wealthier people. For
example, Goldberg (2015) analyzed changes in the roughly 120
neighborhood-scale rezonings that took place in New York
City between 2002 and 2014, including major expansions of
residential development like Hudson Yards and Greenpoint-
Williamsburg. After rezoning, the Greenpoint-Williamsburg
area added 10,000 housing units. The white population of
Greenpoint-Williamsburg increased by nearly 5,500, and
these residents tended to be richer and to pay higher rents than
their neighbors. This growth in the white population occurred
alongside declines in the Hispanic population, despite that
segment growing in the rest of city (Goldberg 2015).

While Goldberg (2015) shows that this pattern was not typical
of up-zoning neighborhoods during this time (up-zoned
neighborhoods saw identical Black population growth as the
city as a whole, significantly higher Asian population growth,
and only slightly lower Hispanic population growth), the
fear over displacement is real and understandable. Moreover,
those who do leave gentrifying neighborhoods wind up in
very low-income locations (Ding, Hwang, and Divringi 2016).
It is important, then, that efforts to loosen development
restrictions are advanced alongside efforts that make housing
more affordable for lower-income or minority communities.

What type of policies can make housing more affordable at the
bottom without inhibiting development? Right now, several
policies inadvertently promote displacement. For example,
HUD’s voucher program (in most cities) calculates fair market
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rent at the metropolitan level, which makes it difficult for
recipients to afford housing in relatively high-cost parts of
the metropolitan area. One obvious improvement is to more
broadly implement the court-ordered Small Area Fair Market
Rent program, which switches the calculation of the housing
choice voucher’s fair market rent value from the metropolitan
area to the zip code. While not perfect, tying vouchers to price
changes at a very local level should offset some displacement
pressure that result from rising rents.

On a broader level, it is important to remember that demand-
side policies are strong complements to an easing of land-use
restrictions. A recent study by the Institute of Governmental
Studies at the University of California Berkeley (Zuk and
Chapple 2016) found that the construction of subsidized
housing was protective against displacement. Low-Income
Housing Tax Credit construction may crowd out other
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construction under current land-use laws (Eriksen and
Rosenthal 2010), but this is likely to be much less of an issue
when these regulations are relaxed. Similarly, several studies
have shown that blanket increases in voucher generosity are
partially capitalized into rents. This is less likely when housing
supply is more elastic, meaning that more of the benefits of
vouchers will accrue to tenants rather than to property
owners. Finally, an analysis by the Urban Institute shows that
affordable housing construction is significantly more viable
for developers at higher densities (Urban Institute 2016).

Promoting demand-side subsidies alongside movements to
allow market-rate construction is not just sound politics—it is
sound economics. These affordability programs will provide
better bang for the buck when housing supply is less restricted
(Goldberg 2015).



Questions and Concerns

1. Some of your proposals appear to infringe on local
prerogatives. Why is this justified?

Federalism in the United States allows local governments to
respond to the desires of their residents. As Tiebout (1956)
and others have shown, this decentralization can lead to
public policy that is more efficient. This deference to local
governments does not always make sense, though. Fischel
(2015) has shown that local governments—like monopolists—
may inefficiently restrict supply. In fact, in this case, localism
makes the problem worse. Fischel shows that metropolitan
areas that are more fragmented tend to have less-inclusive
zoning rules.

2. Leaving aside land-use restrictions, is it even physically
possible to add units in productive places?

While New York City is the densest metropolitan area in
the United States, other high-productivity places are much
less concentrated. San Francisco and Los Angeles have a
population-weighted density less than half that of New
York. Boston and Philadelphia have very similar population-
weighted densities, despite the median monthly housing cost
being 36 percent higher in Boston according to the American
Housing Survey (Wilson et al. 2012). Las Vegas is denser
than Washington, DC, Laredo is denser than Denver, and
Salt Lake City is denser than Portland. The fact that many
metropolitan areas are far less dense than New York City, and
are instead comparably dense with less-restricted and growing
metropolitan areas, demonstrates that those places are not up
against a physical or technological limit.

3. Would increasing density in large cities harm the
environment?

If anything, research suggests the opposite. While
environmentalism has often served as a cover for NIMBY
sentiments, the impact studies used in the development process
focus only on local impacts. Glaeser and Kahn (2010) show
that, rather than help the environment, land-use restrictions
that raise prices in low-carbon emissions places like California
push people toward higher-emission locations like Texas
and Oklahoma. These restrictions unintentionally harm the
environment. Moreover, as I discussed in the introduction,
life expectancy varies considerably across places. Restricting
people from the healthiest and most-productive metropolitan

areas is bad for the planet and for human health.

4. Would relaxing land-use restrictions—and increasing
migration to higher-wage places—harm workers who remain
in lower-wage places that lose population?

This is a possibility, but it is unlikely. The issue discussed
in this brief is how to remove barriers to productive places.
Though many Americans are unable to move to the country’s
most productive places, a substantial number of people do
still move.® The crux of this proposal is to allow this migration
flow to be redirected to high-productivity places, not just
places with more-lenient housing regulation. Additionally, the
research on the labor market impacts of reduced labor supply
in places experiencing migration outflows is mixed. While
some research shows that some regions may lose important
agglomeration economies (Greenstone, Hornbeck, and
Moretti 2010), other research suggests that labor scarcity may
actually raise wages in these locations (Acemoglu et al. 2004;
Ganong and Shoag 2017; Hornbeck 2012).

While the fate of lower-wage places is an area of concern,
targeting this problem by restricting access to high-
productivity places is not the answer.’
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Conclusion

ousing markets in the country’s most-productive
regions have landed in bad equilibria, becoming
inaccessible to poorer citizens on the basis of cost.
Without a doubt, finding a solution that provides adequate
access to these engines of opportunity will be challenging.
There are, however, encouraging signs. The YIMBY movement,
though young, has had great momentum, and policy remedies
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are legion. Success stories abound locally and the world over,
providing ways this problem can be addressed. We need more
research to determine how these movements can actually
succeed, and how their messaging can better connect with the
general (and often skeptical) public. There is a growing sense
that this is a fight that can, and must be won.
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Endnotes

1. Author’s calculations based on the IPUMS Census extracts.

2. In 1960 the elasticity of median housing price to median per capita income
was roughly 1 across states. Today, this elasticity is roughly 2. Several papers
document to this change including Glaeser, Gyourko, and Saks (2005b),
Gyourko, Mayer, and Sinai (2013), and Van Nieuwerburgh and Weill (2010).

3. This discussion abstracts from the consideration of local amenities. Obvi-
ously migration decisions will depend on people’s personal preferences for
different locations, but the wage and housing cost differentials are major
determinants of the migration choice.

4. Authors’ calculations based on Bureau of Economic Analysis Regional In-
come data and Zillow Median House Price Per Square Foot index data.

5. Herkenhoff, Ohanian, and Prescott (2018) similarly find very large output
effects of relaxing land-use regulations in California.
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Highlights

In this paper, Daniel Shoag of Harvard Kennedy School and Case Western Reserve
University discusses the inefficiencies of current housing policies—specifically those
related to housing supply—and their effects on economic growth and mobility. High
regional inequality is driven in part by local housing rules that prevent low- and middle-
income workers from accessing high-productivity places. To remove these barriers, the
author outlines local, state, and federal policy initiatives that can boost the stock of housing
in booming parts of the country.

The Proposals

Reform local housing supply restrictions to allow for an expanded stock of housing.
The author offers several case studies of localities—both domestic and international—that
have rolled back inefficient restrictions and thereby enhanced access to high-productivity
places. Each of these cases shows how thoughtful policy interventions can increase the
stock of housing and expand access for potential entrants.

Support better housing policy with state and federal incentives. The author proposes
that states establish by-right development policies or other policies that lower barriers
to housing supply. Federal policymakers should provide incentives to encourage local
innovation in expanding access to housing.

Benefits

Restrictive housing policies reinforce regional inequality by keeping low- and middle-
income workers out of high-productivity areas. By removing these barriers, Shoag’s
proposed policies would open up the opportunity of these economic hubs to more
Americans, enhancing economic growth and allowing it to be shared more widely.
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