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embracing a role for effective government in making needed public 
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Nine Facts about State and Local Policy

Introduction

Ryan Nunn, Jana Parsons, and Jay Shambaugh

Policy debates often focus only on major decisions made in 
Washington, DC. But for many Americans, the decisions 
made much closer to home have just as large, if not larger, 
effects on day-to-day life. In important respects, the United 
States remains true to its original system of federalism: states 
and localities play a prominent role in setting policies that 
affect the economy more broadly. 

State and local government total expenditures amount to $2.9 
trillion in the United States. While this is less than the federal 
government’s $4.3 trillion of expenditures, nearly two-thirds 
of federal total expenditures are transfers (either to individuals 
or state and local governments). This means that state and 
local governments have in some respects a more prominent 
role in decision-making than the federal government. Indeed, 
state and local governments make key investment decisions—
about infrastructure, education, and many other areas—that 
help determine the long-run capacity of the entire economy. 

State and local governments also enact laws and regulations 
that define how economic activity takes place. These range from 
labor market rules to tax policy to environmental regulations 
to zoning rules. In addition, policymakers’ decisions about 
how to allocate resources—to education, transportation, or 
other public goods—are crucial to the U.S. economy. Although 
the federal government, either by law or by general practice, is 

required to do extensive analysis of the rules and regulations it 
makes, this is not always true at the state and local levels. The 
choices made across states—and sometimes local jurisdictions 
in the same state—often vary widely.

For housing and transportation policy in particular, decisions 
made at the local level can have dramatic effects on how and 
where people choose to live and work. Mobility across states 
has declined sharply in the United States, and one reason 
appears to be that land-use restrictions in economically 
successful regions make it difficult for many workers to move 
to these locations. Similarly, transportation resources are 
not always efficiently allocated, making it more difficult for 
workers to access high-quality jobs.

For the economy to grow and living standards to rise, it is 
crucial to have successful policy at all levels of government. 
A set of state and local policy proposals released in January 
2019 is the latest in a series of efforts by The Hamilton Project 
to support broadly shared economic progress through the 
careful analysis of local, state, and federal policies. This 
document provides context for those policy proposals in the 
form of nine economic facts about how state and local policies 
matter for growth. These facts highlight how rigorous cost-
benefit analysis, optimal transportation policy, and land-use 
rules can affect access to opportunity.
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State and local government budgets are large and 
represent a sizable portion of the economy.1.

Chapter 1. Economic Signif icance of State and Local Pol icies

FIGURE 1.

State and Local Revenues and Expenditures, 1929–2017

The federal government often receives a disproportionate 
amount of attention in national discussions of public budgets. 
In 2017 it collected $3.8 trillion and spent $4.3 trillion, equal 
to 19.7 percent and 22.3 percent of GDP, respectively (Bureau 
of Economic Analysis [BEA] 2017; authors’ calculations). By 
contrast, state and local governments collected and spent 
amounts equal to 13.1 percent and 14.7 percent of GDP, 
respectively, representing a significant portion of government 
total revenues and expenditures.1    

Figure 1 shows state and local revenues and spending as a 
fraction of GDP, with federal grants broken out separately. 
Much of federal spending—about 61 percent in 2017—
actually consists of transfers to individuals or to state and 
local governments (BEA 2017; authors’ calculations). Federal 
transfers to state and local governments have been increasing 
since the 1960s, as shown in the gap between revenues and 
revenues minus federal grants in figure 1. Total receipts at the 
state and local levels are 28 percent higher when accounting for 
intergovernmental transfers (BEA 2017; authors’ calculations).2 
Consequently, local and state policies and policymakers are 
often responsible for the efficient and effective use of public 
funds. On the other hand, state and local governments may 
sometimes have limited control over their expenditures, as in 
the case of Medicaid (which constitutes nearly 30 percent of 
state expenditures).

Federalism also allows for a wide variety of models for raising 
and spending revenues. In particular, states and localities 
employ a diverse assortment of revenue collection methods, 
including property taxes (primarily at the local level) and 
individual and sales taxes (at both state and local levels). On 
average, 16 percent of state and local revenues (not including 
federal transfers) are derived from personal income taxes 
and 46 percent are derived from property and sales taxes 
(including excise taxes).3 But some states (such as Florida and 
Alaska) collect no personal income taxes and some states (such 
as New Hampshire and Oregon) collect no sales taxes (Census 
2016b).4 This results in a relatively low overall state and local 
tax burden in some states—for instance, 5.7 percent of state 
GDP in Alaska—and a relatively high burden in other states—
as in New York, at 11.5 percent. State and local spending also 
varies widely, from 15.3 percent of state GDP in Georgia to 
32.1 percent in Alaska (Census 2016b; authors’ calculations). 

Across states, the share of revenues coming from the local 
versus the state level also varies widely, from a low of 19 
percent coming from the local level in Vermont to a high of 
55 percent in Florida (Census 2016b; authors’ calculations). 
In Florida, which collects no income taxes, localities raise a 
relatively large amount of money to provide public services 
like education. 

Source: National Income and Product Accounts, Bureau of Economic Analysis 2017; authors’ calculations.
Note: Expenditures and revenues are total expenditures and total receipts, respectively. Intergovernmental 
transfer receipts are grants-in-aid from other levels of government and are subtracted from total receipts to show a 
government’s own revenues. 
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State budgets focus on public welfare and 
postsecondary education; local budgets are 
dominated by K–12 education. 

2.

Chapter 1. Economic Signif icance of State and Local Pol icies

State and local governments have, on average, similar levels 
of direct general expenditures in 2016, $1.4 trillion and $1.6 
trillion, respectively (Census 2016b).5 In comparison with 
federal spending, much of which is transfers to individuals or 
local or state governments, state and local spending is more 
likely to be direct, nontransfer spending. This is reflected 
in the fact that combined state and local employment (18.7 
million in 2017) is substantially higher than that of the federal 
government (2.8 million) (Bureau of Labor Statistics [BLS] 
2017b).  

State and local government direct general expenditures are 
spread across an array of activities, as depicted in figure 2. The 
largest category is public welfare, which includes spending 
on means-tested programs such as Temporary Aid for Needy 
Families, Medicaid, and others, and is predominantly a 
state-level concern.6 Only slightly less money is allocated 
to K–12 education, where during the 2017 school year local 
governments employed fully 7.5 million people across the 
country. 7 State governments provided the bulk of funding for 

higher education, accounting for almost 85 percent of total 
state and local spending (BLS 2017b). 

States have been facing recent budgetary pressures, due in 
large part to rising Medicaid costs and public employee 
health and retirement costs (Podkul and Gillers 2018). These 
expenditures—which fall under public welfare, other, and 
health and hospitals in figure 2—can crowd out state spending 
on other important priorities such as higher education (Seltzer 
2017). 

The activities that states fund are in some ways quite similar 
across the country; most states allocate roughly one fifth of 
their expenditures to elementary and secondary education 
(Census 2016b; authors’ calculations). That said, public 
services are supplied to varying degrees across states and 
localities; elementary and secondary education spending 
per pupil varies from $7,000 in Utah to $22,400 in New York 
(Census 2016a). States have varying capacities to invest in such 
services and make different choices about the allocation of 
their fiscal resources.

FIGURE 2.

State and Local Spending, by Type

Source: Survey of State and Local Government Finances, Census 2016b; authors’ calculations.
Note: Data are 2016 direct general expenditures and include federal transfers. State spending does not include 
transfers to local governments. Public safety includes police, fire, correction, and protective inspection and 
regulation. Medicaid payments fall under both public welfare and hospitals and health. Other includes spending 
categories such as libraries, employment security administration, veterans’ services, and miscellaneous 
expenditures.  
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https://www.wsj.com/articles/why-are-states-so-strapped-for-cash-there-are-two-big-reasons-1522255521
https://www.insidehighered.com/news/2017/04/12/medicaid-funding-changes-pressure-state-higher-ed-funding
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States differ in their use of cost-benefit analysis.3.
Chapter 2. Making Ef fective State and Local Pol icies

FIGURE 3.

Cost-Benefit Analysis Use by State

Number of policy areas using cost-bene�t analysis
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Source: Pew-MacArthur Results First Initiative 2017; authors’ calculations.
Note: The Pew-MacArthur Results First Initiative’s (2017) assessment of states’ implementation of cost-benefit analysis covers four major issue 
areas: behavioral health, child welfare, criminal justice, and juvenile justice. States are counted as using cost-benefit analysis in a policy area 
if they conduct a report on the costs and monetized and/or or nonmonetized benefits of multiple related programs. The analysis includes only 
examples that compare multiple programs within one analysis, excluding instances where states analyzed a single program. Data from the 
Pew-MacArthur Results First Initiative are available in the Results First Initiative 2017 report appendix.

The wide range of state and local government activities 
discussed in facts 1 and 2 serves as a reminder of the economic 
importance of making sound policy at the state and local 
levels. Cost-benefit analysis—an analytical technique that 
calculates the net impact of a proposal in monetary terms—is 
an important contributor to evidence-based policymaking. 
Nevertheless, the technique is used only sporadically at the 
state and local levels. 

Figure 3 shows the Pew-MacArthur Results First Initiative’s 
assessment of states’ implementation of cost-benefit analysis 
across various policy areas: behavioral health, child welfare, 
criminal justice, and juvenile justice. Notably, Washington, 
New Mexico, and Colorado are states that use cost-benefit 
analysis in at least three policy areas, whereas California and 
Georgia are among the large group of states that do not use it 
at all. 

One example of states implementing cost-benefit analysis 
is Florida’s Program Accountability Measures initiative, a 
legislatively required evaluation program, which assesses 
the costs and benefits of its juvenile justice programs and 
helps determine which programs are working and warrant 

additional funding (Pew-MacArthur Results First Initiative 
2017). Another example comes from Colorado’s Department 
of Regulatory Agencies, which is responsible for conducting 
cost-benefit analyses of existing and proposed regulations 
(Colorado Department of Regulator Agencies n.d.).8

Cost-benefit analysis is applied unevenly across policy areas: 
from 2008 to 2011, 30 states analyzed questions related to 
economic development, and 28 states did so for environmental 
policies, but only 7 conducted housing cost-benefit analyses 
(Pew-MacArthur Results First Initiative 2013). Reasons for 
a lack of state and local cost-benefit analysis include staff 
resource constraints, difficulty integrating it into legislative 
calendars, and low policymaker demand (Pew-MacArthur 
Results First Initiative 2013). However, in a Hamilton Project 
proposal that could help overcome some of these challenges, 
Justine Hastings (2019) explains how states can use their 
administrative data to make better policy decisions. 

In facts 4 and 5, we present two policy areas that illustrate the 
need for evidence-based policymaking at the state and local 
levels. 

https://www.pewtrusts.org/-/media/assets/2017/01/how_states_engage_in_evidence_based_policymaking.pdf
https://www.pewtrusts.org/-/media/assets/2017/01/how_states_engage_in_evidence_based_policymaking.pdf
https://www.colorado.gov/pacific/dora-oprrr/coprrr-process
https://www.pewtrusts.org/-/media/legacy/uploadedfiles/pcs_assets/2013/pewresultsfirst50statereportpdf.pdf
https://www.pewtrusts.org/-/media/legacy/uploadedfiles/pcs_assets/2013/pewresultsfirst50statereportpdf.pdf
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Non-compete enforcement rules are particularly 
employer friendly in some states. 

Chapter 2. Making Ef fective State and Local Pol icies

In the U.S. federal system, many regulatory policies of great 
economic importance are made at the state (e.g., occupational 
licensing) and local levels (e.g., land-use rules). These 
jurisdictions have implicitly made very different assessments 
of the problems they face, leading to policies that work quite 
differently across the country. 

One important example is the enforcement of non-compete 
agreements between workers and firms. These agreements 
prevent employees from taking new jobs at competing 
employers, thereby limiting workers’ outside employment 
options and mobility. As shown in figure 4, the vast majority 
of states enforce these agreements—California being a notable 
exception—albeit to widely varying degrees. This has resulted 
in a patchwork of policies across the country: states like 
Florida (shown in orange) enforce non-competes in a relatively 
employer-friendly manner, while other states (shown in blue) 
do not enforce them at all. Some states, like Virginia, enforce 
non-competes but do so in a way that is relatively worker 
friendly. 

Figure 4 is based on an index created by Evan Starr (2018) that 
serves as a summary of different dimensions of non-compete 

enforceability.9 One important dimension is the willingness of 
states to allow ex-post modification of non-compete contracts 
during litigation. Certain states, like Florida and New York, 
allow the employer-friendly practice of court modification 
and enforcement of non-compete contracts during litigation if 
the contract is found to be inconsistent with state law (usually 
by virtue of being written too broadly). Because the threat of 
non-compete enforcement—rather than actual litigation—
is central to its effects on workers, these policy choices are 
important (Marx and Nunn 2018; U.S. Department of the 
Treasury 2016). In other states, like Wisconsin, a contract 
provision that is inconsistent with state law renders the entire 
agreement unenforceable. 

A second relevant dimension of non-compete enforceability 
is the requirement that firms provide their existing workers 
with legal consideration (i.e., a benefit such as a cash bonus, 
training, a raise, or a promotion) in exchange for agreeing to 
a non-compete contract. The law in most states is that simply 
continuing to employ a worker constitutes legal consideration, 
which is also an employer-friendly practice.

FIGURE 4.

Non-compete Enforceability by State, 2009

Source: Starr 2018.
Note: This figure assesses the overall stringency of a state’s non-compete enforcement as of 2009, relying on information from Bishara 
(2011) and using confirmatory factor analysis to derive relative weights for seven dimensions of non-compete enforceability. See Starr 
(2018) for additional details.
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https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2556669
https://econofact.org/the-chilling-effect-of-non-compete-agreements
https://www.treasury.gov/resource-center/economic-policy/Documents/UST%20Non-competes%20Report.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2556669
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2556669
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The cost of building new rail infrastructure is both 
high and variable across the United States.  5.

Chapter 2. Making Ef fective State and Local Pol icies

FIGURE 5.

Rail Transit Construction Costs for Selected U.S. Cities

Source: Baum-Snow and Kahn 2005; authors’ calculations.
Note: The points reflect the mile-weighted average cost per mile across rail transit construction projects for 16 U.S. cities between 1970 and 2004. The bars 
reflect the minimum and maximum construction costs per mile. All dollar amounts were inflation-adjusted using the Consumer Price Index research series 
(CPI-U-RS) and are in 2018 dollars. Buffalo and Miami only have one recorded infrastructure project.

State and local governments are responsible for more than 
three-quarters of government spending on infrastructure 
(Congressional Budget Office 2018), making their activities 
pivotal for these important investments. Strikingly, the United 
States incurs substantially higher infrastructure investment 
costs than other advanced economies (Gordon and Schleicher 
2015; Rosenthal 2017). For example, light rail in France has 
generally cost between $40 million to $100 million per mile, 
compared with more than $100 million per mile in the United 
States; underground rail costs in the European Union range 
from $200–500 million per mile, compared with $2.1 billion 
per mile for New York City’s Second Avenue subway extension 
(based on surveys of costs done by Levy 2018). 

Figure 5 highlights just how expensive and variable these 
construction projects can be in the United States, with average 
costs per mile in Boston more than 12 times the cost per mile 
in Sacramento. Even within cities, there is wide variation in 
the cost per mile across projects; in Los Angeles, costs range 
from $59 million to $566 million per mile. Costs depend 
importantly on whether the rail system is underground or 
above ground, but also vary across cities based on contracting 
and regulatory costs.

Infrastructure projects often stretch across jurisdictions 
and localities with different regulatory processes, creating 

an overlapping thicket of regulations through which 
infrastructure projects must pass. This can present challenges 
for financing, regulation, and coordination purposes (Gillette 
2001), while adding to overall costs (Long 2017). Examples 
of these problems abound. For water infrastructure repair, 
regulations sometimes restrict the kinds of materials that 
can be used, limiting procurement competition and raising 
costs (Anderson 2018). Partly as a result of state and federal 
regulations, public buses are more expensive to procure and 
their fuel economy is unresponsive to price changes (Li, Kahn, 
and Nickelsburg 2015). And a New York Times report on the 
Second Avenue Subway (Rosenthal 2017) noted both how 
work rules raised labor costs and contracting rules pushed 
costs well above typical rates.

It is important to note that though these regulatory and 
bureaucratic barriers can add to the costs of infrastructure 
projects, many still play a crucial role in ensuring that the public 
is protected from potentially unsafe construction practices or 
from environmental damages (DeGood 2018). Nevertheless, a 
more-streamlined process that incorporates some elements of 
evidence-based policymaking, including cost-benefit analysis, 
could help lower costs while also protecting workers and the 
public, especially when different regulations aimed at similar 
goals may impose overlapping burdens.
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https://www.cbo.gov/publication/54539
https://www.realclearpolicy.com/blog/2015/03/31/high_costs_may_explain_crumbling_support_for_us_infrastructure_1249.html
https://www.nytimes.com/2017/12/28/nyregion/new-york-subway-construction-costs.html
https://www.citylab.com/transportation/2018/01/why-its-so-expensive-to-build-urban-rail-in-the-us/551408/
https://www.nyulawreview.org/wp-content/uploads/2018/08/NYULawReview-76-1-Gillette.pdf
https://www.progressivepolicy.org/wp-content/uploads/2017/10/PPI_Construction_2017.pdf
https://www.americanchemistry.com/Open-Competition/Competitive-Bidding-for-Pipes.pdf
https://www.sciencedirect.com/science/article/pii/S0094119015000054
https://www.nytimes.com/2017/12/28/nyregion/new-york-subway-construction-costs.html
https://cdn.americanprogress.org/content/uploads/2018/01/12090301/BenefitsNEPA-brief-3.pdf
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Low-income workers are more likely to use bus 
transit and less likely to use rail.6.

Chapter 3. Geographic Access to Employment

Transportation infrastructure is used in different ways by 
low- and high-income workers, as shown in figure 6. The vast 
majority of workers—84 percent—commute to work by car. 
However, given the high cost of buying and owning a car, 
low-income households need to spend a much higher share 
of their incomes on vehicles; on average, the top decile spends 
less than one fifth as much (as a fraction of income) as the 
bottom decile of households (Bureau of Labor Statistics 2017a; 
authors’ calculations). 

Traditionally, middle- and high-income people have 
taken advantage of more-expensive, faster transportation 
technologies to be able to live further from city centers (Glaeser, 
Kahn, and Rappaport 2008; LeRoy and Sonstelie 1983). When 
adjusting for other factors, high-income commuters are more 
likely to drive to work than lower-income workers (Census 
2017; authors’ calculations). They are also more likely to use 
rail (light green bars in figure 6). 

Low-income workers are more likely than others to (1) walk or 
ride a bicycle or (2) ride a bus to work (respectively, the purple 

and dark green bars in figure 6). Nevertheless, commuting by 
car is still the dominant mode of commuting, even for workers 
in the bottom quintile of earnings (77 percent of whom 
commute by car). 

In spite of higher rates of commuting by bus, walking, and 
biking, which may be slower than taking a train, average 
commute times are lower for low-income workers (20 minutes) 
than for high-income ones (29 minutes) (Census 2017; authors’ 
calculations).10 However, this does not necessarily indicate 
that low-income workers have easy access to places with the 
best job opportunities for them; rather, it could reflect the 
quality, price, and availability of housing and transportation 
options, as well as smaller low-skilled labor market returns to 
traveling long distances. Public policy could assist low-income 
workers in accessing economic opportunity by improving the 
functioning of the bus system, as described in a Hamilton 
Project policy memo by Matthew Turner (2019). 
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Source: American Community Survey, Census 2017; authors’ calculations.
Note: Bus use includes streetcars and trolleys. Rail use includes subway, elevated railway, and railroad. Includes only employed persons age 16 and older. Car 
use, which is the dominant mode of transportation, is not included. Percent of workers within a quintile is shown on the vertical axis. 

FIGURE 6.

Workers’ Modes of Commuting, by Earnings Quintile

https://www.bls.gov/cex/
https://dash.harvard.edu/handle/1/2958224
https://ideas.repec.org/a/eee/juecon/v13y1983i1p67-89.html
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Transportation infrastructure underlies the growth 
of large metropolitan areas.7.

Chapter 3. Geographic Access to Employment

Transportation infrastructure has always been at the center 
of the evolving economic landscape of the United States. 
Innovations like canals, railroads, and the Interstate Highway 
System have continually reduced the costs of moving people 
and goods between places (Baum-Snow 2007; Donaldson and 
Hornbeck 2016). Transportation infrastructure underlies 
the development of large, dense hubs of economic activity 
like Chicago, whose population density in 1950 and 2010 is 
shown in the left and right panels, respectively, of figure 7. In 
1950, before construction began on the Interstate Highway 
System, the population of Chicago and the surrounding areas 
was concentrated closer to the center of the city.11 (The more 
densely populated areas outside the central city correspond 
to rail lines.) However, with the introduction of seven major 
interstate highways in the subsequent decades, which also 
correspond to preexisting railroads, the population was able 
to spread out into the Chicago suburbs and exurbs. 

In addition to population, transportation infrastructure shifts 
economic activity from one place to another; an interstate 
highway connection placed in a county increases output 
there but lowers it by a similar amount in adjacent counties 

(Chandra and Thompson 2000). Highway connections also 
facilitate enhanced specialization by raising demand for either 
low- or high-skilled labor, depending on the original skill mix 
in the county (Michaels 2008). 

The construction of the Interstate Highway System, which 
began in the late 1950s, had profound consequences for the 
overall distribution of work and population in the United 
States. By enabling commutes over longer distances, the 
system caused population dispersal and suburbanization, 
with each new highway reducing a central city’s population by 
18 percent (Baum-Snow 2007) while also causing employment 
dispersion (Baum-Snow 2010).12 

In spite of the economic benefits that came with the expansion 
of the Interstate Highway System, choices about highway 
routes have also had pernicious effects on low-income and 
minority communities. For example, the construction of 
interstate highways in Chicago facilitated white flight and 
segregation as well as seizures of residential property, resulting 
in socially and economically isolated communities (Connerly 
2002; Hardy, Logan, and Parman 2018; Semuels 2016). 

FIGURE 7.

Population Density and Interstate Highway Construction in Chicago, 1950 and 2010

Population density

Less than 5 
people per
square mile

3,000 to 5,000
people

per square mile

More than 15,000
people per

square mile

NA

Bu�alo Grove

Elgin

Elmhurst

Evanston

Joliet

McHenry

Naperville

Northbrook

Oak Lawn

Park Forest

Zion

Gary

1950 2010

Bu�alo Grove

Elgin

Elmhurst

Evanston

Joliet

McHenry

Naperville

Northbrook

Oak Lawn

Park Forest

Waukegan

Zion

Gary

Waukegan

0km 10km 20km

Source: 1950 and 2010 Decennial Census, Census 1950, 2010. 
Note: Data are not available for outlying Census tracts in 1950. White lines refer to the highways built in the broader Chicago metropolitan area since 1950. 

https://academic.oup.com/qje/article/122/2/775/1942140
https://academic.oup.com/qje/article/131/2/799/2606976
https://sites.hks.harvard.edu/fs/achandr/RSUE_InfrastructureEconomicActivity_2000.pdf
https://www.mitpressjournals.org/doi/pdfplus/10.1162/rest.90.4.683
https://academic.oup.com/qje/article/122/2/775/1942140
https://www.aeaweb.org/articles?id=10.1257/aer.100.2.378
https://journals.sagepub.com/doi/10.1177/0739456X02238441
https://www.theatlantic.com/business/archive/2016/03/role-of-highways-in-american-poverty/474282/
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Places where housing is hard to build tend to have 
higher housing prices.8.

Chapter 3. Geographic Access to Employment

FIGURE 8.

Housing Supply Elasticity and House Prices, Selected Cities

Source: Zillow 2018; Saiz 2010; authors’ calculations.
Note: Housing price data are aggregated from the county level to the 1999 CBSA geographic area. 
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In most of the United States, housing prices follow the rule of 
thumb often suggested for homebuyers: homes in the typical 
neighborhood are valued at less than three times household 
income (Murray and Schuetz 2018). But in a collection of 
places—for example, New York City and San Francisco—
housing is much more expensive. Land in the centers of these 
cities is especially expensive; center-city prices are 21 times 
the prices only 10 miles away. By contrast, for all U.S. cities, 
center-city prices are only 4 times higher than those on the 
periphery (Albouy, Ehrlich, and Shin 2018). 

Local housing markets vary widely across the country, with 
large differences in house prices as well as the number of 
housing units available. Throughout most of the country, 
housing supply is elastic with respect to changes in price; a 
small increase in housing prices leads to increases in the 
housing stock (Saiz 2010). But in many high-priced cities, 
housing supply is relatively inelastic, meaning that even a large 
rise in price does not lead to much increase in the housing 
stock. 

Figure 8 depicts this relationship, showing housing prices on 
the vertical axis and the estimated housing supply elasticity on 

the horizontal axis. Locations like New York City, Oakland, 
and San Francisco have both high prices and low housing 
supply elasticities, indicating that housing supply is slow 
to adjust and is likely constrained by some combination of 
physical, economic, and regulatory factors (Paciorek 2013; 
Saiz 2010). Although some locations have low elasticities and 
low prices, all the high-priced cities have low elasticities. In 
these places, increases in demand for housing are not met by 
sufficient increases in supply, pushing up prices.

Limited housing supply growth, along with increased prices, 
can make it more difficult for individuals to move to high-
productivity areas in search of new and better-paying jobs. 
Recent research indicates that migration within the United 
States, and particularly from struggling to prospering areas, 
has been impeded by housing market constraints, as discussed 
further in fact 9 (Ganong and Shoag 2017; Nunn, Parsons, 
and Shambaugh 2018). Geographic mobility throughout the 
United States has declined over the past 40 years (Molloy et 
al. 2016).13 These declines have made the United States a more 
disconnected economy, and thus it is more difficult to conduct 
countercyclical monetary and fiscal policy (Schleicher 2017).

https://academic.oup.com/qje/article/125/3/1253/1903664
https://www.brookings.edu/research/housing-in-the-u-s-is-too-expensive-too-cheap-and-just-right-it-depends-on-where-you-live/
https://www.mitpressjournals.org/doi/abs/10.1162/rest_a_00710
https://academic.oup.com/qje/article/125/3/1253/1903664
https://www.sciencedirect.com/science/article/pii/S009411901300034X
https://academic.oup.com/qje/article/125/3/1253/1903664
https://www.brookings.edu/bpea-articles/understanding-declining-fluidity-in-the-u-s-labor-market/
https://www.yalelawjournal.org/article/stuck-the-law-and-economics-of-residential-stagnation
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Land-use restrictions make housing more 
expensive.9.  

Chapter 3. Geographic Access to Employment

In competitive markets, the prices of used goods are typically 
constrained by what it costs to produce a new equivalent. 
In the case of housing, prices could be expected to closely 
track the cost of acquiring land and constructing a new 
house. Indeed, for much of the country, housing prices have 
historically been closely tethered to construction prices 
(Glaeser and Gyourko 2003). It is therefore striking that 
the inflation-adjusted price of housing in the United States 
has risen far faster than construction costs since 1980, as 
demonstrated by Gyourko and Molloy (2015) and shown in 
figure 9. Although construction costs have remained roughly 
stable, the price of land has increased dramatically (Nichols, 
Oliner, and Mullhall 2013).14 

The increasing price of land is not entirely due to geographic 
and space constraints such as steep slopes or coastlines that 
make it hard to build, although this does play an important 
role (Saiz 2010). As Gyourko and Molloy (2015) point out, it 
is generally possible—in a physical sense—to build higher-
density housing, allowing for more housing units on a given 
piece of land. Instead, legal restrictions on the use of land 
and the construction of new housing have driven increases in 

FIGURE 9.

Real Construction Costs and House Prices, 1980–2013
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housing prices, particularly in places like New York City and 
San Francisco, and a decrease in housing supply elasticity, as 
discussed in fact 8 (Glaeser, Gyourko, and Saks 2005, 2006). 

When a given place experiences an increase in labor demand, 
employment rises, fueled in large part by in-migration 
from the rest of the country. Some places are better able to 
accommodate labor demand shocks than others. In the long 
run, the employment response is about 10 percent higher in 
places with unrestrictive land-use rules than in places with 
restrictive regulations (Saks 2008). Most research shows 
that more-stringent residential land-use regulations restrict 
housing supply elasticity, resulting in higher housing prices 
and less construction (Gyourko and Molloy 2015). The higher 
prices in booming cities can make it difficult for new workers 
to move to these cities, thereby lowering economic growth and 
opportunity for the country overall. Overly restrictive land-
use rules are substantial impediments to accessing high-wage 
employment, as discussed in a Hamilton Project proposal 
by Daniel Shoag (2019). These supply constraints develop 
in part because homeowners have incentives to limit new 
development that might decrease their home values (Fischel 
2001; Gyourko and Molloy 2015).

  
Source: Gyourko and Molloy 2015.
Note: Both series are indexed to their 1980 values. 

https://www.sciencedirect.com/science/article/pii/S0094119012000435
https://academic.oup.com/qje/article/125/3/1253/1903664
https://academic.oup.com/joeg/article-abstract/6/1/71/1056412?redirectedFrom=fulltext
https://www.sciencedirect.com/science/article/pii/S0094119007001180
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Endnotes

1.  State and local governments account for a substantially higher share 
of economic output than does the federal government. Government 
contributions to 2017 GDP—as opposed to total spending, which includes 
transfers—were 6.5 percent at the federal level and 10.8 percent at the state 
and local levels.  

2.  Intergovernmental transfers make up about 39 and 33 percent of local and 
state government revenue, respectively (BEA 2017; authors’ calculations). 
For local governments, this estimate includes transfers from states.

3.  For more granular analysis of state and local revenues and expenditures 
and in figure 2, we rely on estimates of direct general expenditures 
(expenditures that exclude government-run liquor stores, utilities, and 
social insurance trusts) from the U.S. Census Bureau’s Annual Survey of 
State and Local Government Finances (Census 2016b).

4.  Although New Hampshire and Oregon collect no sales taxes, they do collect 
excise taxes. 

5.  Direct general expenditures are not directly comparable to the total 
expenditures figures presented in fact 1 and figure 1, as they come from 
different surveys. See endnote 3 for more details. 

6.  Medicaid, which accounts for nearly 30 percent of state budgets, falls under 
both public welfare and hospitals and health (MACPAC n.d.).

7.  The 2017 school year is defined as September 2016 through June 2017, and 
the data are identified using NAICS code 6111 (employment in elementary 
and secondary schools). The average for these months is 7.5 million. 
Note that this number includes all staff employed by local governments 
in elementary and secondary schools; for teachers, specifically, public 
employment is around 3.2 million (National Center for Education Statistics 
2017).

8.  The Colorado Department of Regulatory Agencies has a particularly 
important role in assessing occupational licensing policies (Kleiner 2015). 

9.  This index is based on rules that were in place in 2009. In particular, it does 
not incorporate subsequent reforms carried out in states like Illinois and 
Massachusetts that limited the use of non-compete agreements or those in 
Georgia that made enforcement more employer friendly. See the Hamilton 
Project proposals by Marx (2018) and Krueger and Posner (2018) for details 
on these agreements and suggestions for how to reform their use.

10. This pattern remains even when adjusting for differences between 
metropolitan areas, and also when restricting survey samples to commuters 
who travel by car. 

11. Data from the 1950 census are only available for certain counties and 
census tracts. However, when comparing census tracts that are unavailable 
in 1950 with those for which data are available in 1960, we still see low 
population densities in outlying census tracts. 

12.The introduction of subway systems resulted in similar population 
dispersion (Gonzalez-Navarro and Turner 2018). At the same time, 
increases in density around defunct streetcar infrastructure have been 
extremely persistent (Brooks and Lutz 2016).

13. Mobility has declined in the United States for a variety of reasons, ranging 
from population aging to declining start-up rates that diminish job-to-job 
transitions to declining labor market returns to job transitions (Molloy et al. 
2016), as well as possible shifts in the jobs available to lower-skilled workers 
in large, expensive cities (Autor 2019).

14.However, construction costs do seem to have risen since the mid-2000s 
(Romem 2018). 
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ECONOMIC FACTS AND FRAMING PAPERS

“The Geography of Prosperity”
By Ryan Nunn, Jana Parsons, and Jay Shambaugh
Ryan Nunn, Jana Parsons, and Jay Shambaugh investigate 
the factors that have created concentrated prosperity in 
the United States while leaving many places behind. They 
explore how economic activity has shifted, as well as 
the factors that are associated with success or failure for 
particular places.

“Investing in the Future: An Economic Strategy for State 
and Local Governments in a Period of Tight Budgets” 

By Michael Greenstone and Adam Looney
Confronting near-term budget challenges, state and 
local governments are under tremendous pressure to 
focus on immediate needs at the expense of long-term 
investments. Michael Greenstone and Adam Looney 
highlight four policy principles for state and local 
governments with an emphasis on the importance of 
infrastructure investments for economic growth and 
prosperity.

“Reducing Chronic Absenteeism under the Every Student 
Succeeds Act” 

By Lauren Bauer Patrick Liu Diane Whitmore 
Schanzenbach, and Jay Shambaugh
In this Hamilton Project strategy paper, Lauren Bauer, 
Patrick Liu, Diane Whitmore Schanzenbach, and Jay 
Shambaugh articulate a framework for states as they 
oversee implementation of statewide accountability plans 
under the Every Student Succeeds Act and describe how 
states differ in their approaches. The authors present 
novel analyses of the factors at the school and student 
levels that relate to chronic absenteeism and describe 
evidence-based strategies for schools as they work to 
reduce rates of chronic absence among students.

ECONOMIC ANALYSES

“Where Work Pays: How Does Where You Live Matter for 
Your Earnings?”

By Lauren Bauer, Audrey Breitwieser, Ryan Nunn, and Jay 
Shambaugh
Educational and occupational choices matter for your 
earnings, but where you work matters, too. Employment 
opportunities and wages in some occupations vary 
substantially from state to state, county to county, and 
city to city. One location might be a great place to earn 
a living as a nurse but not as a construction worker (e.g., 
New Orleans, Louisiana), while a different location might 
be the opposite (e.g., Utica, New York). In this economic 
analysis we look at some of the ways that typical earnings 
in an occupation—and the value of those earnings after 
adjusting for taxes and cost of living—vary across the 
United States. We also examine some of the reasons why 
places have such different labor markets.

POLICY PROPOSALS

“Reforming Non-Competes to Support Workers” 
By Matt Marx
Firms use non-competes widely in order to minimize 
recruiting costs, safeguard investments, and protect 
intellectual property more easily than is achieved 
via non-disclosure agreements. But these benefits 
come at a cost to workers, whose career flexibility is 
compromised—often without their informed consent. In 
this paper, Matt Marx describes evidence from empirical 
research on non-compete agreements and recommends 
policies to balance the interests of firms and workers.  

“Extending the Reach of Research Universities: A Proposal 
for Productivity Growth” 

By E. Jason Baron, Shawn Kantor, and Alexander Whalley
Given the growth of the knowledge-based economy as 
well as the role universities play in high-productivity 
clusters, many policymakers have discussed the role of 
new universities in helping stimulate growth. In this 
policy proposal, E. Jason Baron, Shawn Kantor, and 
Alexander Whalley instead argue for the expansion of the 
Manufacturing Extension Partnership program to help 
more communities benefit from knowledge spillovers 
generated by existing universities.

“Designing Thoughtful Minimum Wage Policy at the State 
and Local Levels” 

By Arindrajit Dube
In this policy memo, Arindrajit Dube proposes that state 
and local governments consider median wages and local 
costs when setting minimum wages, index the minimum 
wage for inflation, and engage in regional wage setting. 
This proposal aims to raise the earnings of low-wage 
workers with minimal negative impacts on employment. 
This proposal is chapter thirteen of The Hamilton 
Project’s Policies to Address Poverty in America, and a 
segment in Improving Safety Net and Work Support.

“Removing Anticompetitive Barriers for Advanced 
Practice Registered Nurses and Physician Assistants” 

By E. Kathleen Adams Sara Markowitz
High levels of U.S. health-care spending and inadequate 
health outcomes make it vital for policymakers to explore 
opportunities for enhancing productivity in the health-
care sector. However, the potential for these gains is 
sharply limited by anticompetitive policy barriers in the 
form of restrictive scope of practice laws imposed on 
physician assistants and advanced practice registered 
nurses. Adams and Markowitz examine evidence on 
the impacts of these restrictions, concluding that states 
should move to fully authorized scope of practice for 
these practitioners. The authors explore state and federal 
policies that could help facilitate this shift.
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1. 	 State and local government budgets are large and 
represent a sizable portion of the economy.

2. 	 State budgets focus on public welfare and 
postsecondary education; local budgets are 
dominated by K–12 education.

3. 	 States differ in their use of cost-benefit analysis.

4. 	 Non-compete enforcement rules are particularly 
employer friendly in some states.

5. 	 The cost of building new rail infrastructure is both 
high and variable across the United States.

6. 	 Low-income workers are more likely to use bus 
transit and less likely to use rail.	

7. 		 Transportation infrastructure underlies the 
growth of large metropolitan areas.

8. 	 Places where housing is hard to build tend to have 
higher housing prices. 

9. 	 Land-use restrictions make housing more 
expensive.     

Nine Facts about State and Local Policy

FIGURE 3

Cost-Benefit Analysis Use by State

Source: Authors’ calculations of data from Pew-MacArthur Results First Initiative 2017.
Note: The Pew-MacArthur Results First Initiative’s (2017) assessment of states’ implementation of cost-benefit analysis covers four major issue areas: 
behavioral health, child welfare, criminal justice, and juvenile justice. States are counted as using cost-benefit analysis in a policy area if they conduct 
a report on the costs and monetized and/or or nonmonetized benefits of multiple related programs. The analysis includes only examples that compare 
multiple programs within one analysis, excluding instances where states analyzed a single program. Data from the Pew-MacArthur Results First Initiative are 
available in Results First Initiative 2017 report appendix.
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