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Land-Use Controls and Housing Costs:
An Examination of San Francisco
Bay Area Communities*

David E. Dowall** and John D. Landis***

This paper reports on our efforts to gauge the effects of land use
controls on housing markets, We discuss how land use controls affect
land and housing markets and explain why communities use such con-
trols to restrict development. We present the results of an econometric
mode) created to assess the inflationary effects of land use controls on
housing costs. The model is based on data assembled in the San Fran-
cisco Bay Area. The model results indicate that density controls and
langd availability do systematically affect the price of new housing units.

INTRODUCTION

Confronted with continuing increases in the cost of new housing, city planners
and urban cconomists now find themselves re-examining the validity of local land
use and development controls. In California, the controversy over land use con-
trols has raged for some five years, sparked to no small extent by housing prices
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which remain the nation’s highest. In his widely-quoted 1979 work, The Environ-
mental Protection Hustle, Bernard Frieden [1] concludes that in the case of the
San Francisco Bay Area, unnecessary growth controls are adding thousands of
dollars to the cost of constructing new housing. Perhaps a more important effect,
Frieden notes, is that by constricting supply in the face of burgeoning demand,
local land use controls fuel the flames of housing inflation. Morcover, those
responsible for such restrictive controls often act entircly out of self-interest, for
as the price of new housing rises, so too do the prices of existing housing —in the
process providing existing landowners with windfall profits. Similar conclusions
have been voiced by Gruen and Gruen Associates [2] in a study of the appli-
cation of growth controls in Petaluma, California, and more recently, by Dowall
(3] in a studv of land use controls as administered in six representative Bay Arca
suburban communities.

Academics and consultants, however, are not the only observers to express
alarm at the current situation; the State of California has also voiced concern. A
recent survey of local land use planning in California, undertaken by the Gover-
nor’s Office of Planning and Research [4], revealed that over 50% of the 93
cities in the San Francisco Bay Area were actively limiting population growth.
To reduce excessive project approval times, the California Legistature in 1977
enacted AB 884, a bill requiring local governments to approve (or reject) major
residential projects within one year of the initial submission date. But, because
of a variety of loopholes, AB 884 has not been effectively enforced.' Most re-
cently, in an atiempt to break the housing supply deadlock, Sacramento legis-
lators have moved to require that individual communities accept their “fair
share” of new housing supply, and identify and remove local roadblocks to new
construction.?

Despite the flurry of legislative activity to promote housing construction and
facilitate the availability of affordable housing, little effort has been made to
assess the cost and price-push effects of local land use controls on housing. The
barriers to such a complete assessment are substantial and center on the lack of

good quality fand supply and price data, difficulties in delineating meaningful .

housing submarkets. and separating demand side forces from supply side con-
straints. This paper reporis on our efforts to overcome these barriers and provide
some further insights into the relationship between local land use controls and
the eperation of urban housing markets. The study region is the nine-county San
Francisco Bay Area-a metropolitan area containing over 100 independent units
of local government with widely divergent approaches to controlling development.

The second part of this paper presents a simple typology for understanding
and organizing the effects of land use/development controls on housing markets,
and within such a context, provides a further review of recent empirical work.
Part three provides some additional insights into the various rationales behind the
adoption of land use controls, and reasons why the Bay Area’s housing supply
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crunch has now reached crisis proportions. Part four presents the results of our
empirical analysis of the effects of land use and development controls on new

housing prices.

THE DIRECT AND INDIRECT EFFECTS OF DEVELOPMENT
CONTROLS ON HOUSING PRICES

California cities and counties have a variety of techniques at their disposal for
regulating the type, quality, and timing of new development. In addition to such
traditional controls as zoning and subdivision restriction, citics may:

establish urban limit lines, or borders beyond which new development will
not be allowed to occur—effectively setting vacant land supplies.

routinely bargain with builders to reduce densities and mitigate negative
environmental impacts.

use slope-bascd/zoning, a technique for reducing hillside development den-
sities.

together with willing farmland owners, establish 20-year agricultural pre-
serves,

levy development fees and charges to pay for the construction of needed
on-site infrastructure (sewer and water lines), and also to subsidize the
purchase of parkland and the maintenance of local schools.

use growtl management programs to directly limit development.

“To summarize the range of effects of land use and development controls on
new housing prices, we have identified four direct and two indirect sorts of ef-
fects. Presented in Exhibit 1, these effects are best considered generic; that is,
their relative impact on housing prices will depend largely on the level and char-
acter of housing demand, the proximity of regulated communities to other juris-
dictions, and the cummulative degree of restrictiveness generated by local land
use policies.

Direct Effects
The most common way in which land use and development restrictions af-

fect housing prices is by directly increasing builder costs—increases which under
most circumstances arc passed on to homebuyers in the form of higher prices.
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EXHIBIT 1

DIRECT AND INDIRECT EFFECTS OF ENVIRONMENTAL CONTROLS
ON HousING COs1s

Land-Use Controls Most Likely to Generate Effect

tffect on Housing Costs

Direct Effects:

Increase in Land costs Zoning, urban limit lines, density constraints, growth-

management timing ordinances and permit programs
Subdivision requircments, growth-management timing
ordinances, dedication requirements

Capital-budgeting programs, fces and devclopment
charges, dedication requircment subdivision require-

Increase in lot-prepara-
tion costs

Shifting development
costs from public to
project ments

Administrative and All land-use controls to some extent. Costs increase with
delay costs the relative complexity of the regulation

Indirect Effects:

Facilitating monopoly
power

Controls that restrict the number of developers operat-
ing in communities will allow builders to charge excess
housing prices. Regulations act as barriers to market
entry, reducing competition in the housing market
Restrictions on development often force developers to
reorient their projects to higher-income customers

Market Reorientation

Reducing supplies of vacant land, or restricting the permissible intensity of
residential development can substantially alfect land costs. As Ohls, Weisberg
and White [5] have illustrated, zoning regulations which restrict vacant land sup-
plies below the levels which would normaily be exchanged in the market tend to
increase land costs. Stull [6] has shown that communities adopting policies
which shift land away from residential uses and toward employment-generating
uses can expect residential land prices to increase as employment growth acccle-
rates the demand for housing.

Unfortunately, direct cripirical estimates of the inflationary effects ol zoning
on housing prices are not widely available. Accordingly, Davies [7] has used a
simulation model of the London, Ontario arca to examine how municipal actions
increasing the supply of developable lots would affect housing costs. For 1967,
Davies tested an increase in the supply of lots equivalent to 50 units, or about
11%. The simulation results suggesied a corresponding lot price reduction of
about $200 per lot (4.5%). A second simulation experiment for 1973 revealed
that the same absolute increase in land supply (250 lots) would generate a $244-
per-lot decrease in price (3.4%). But although the effect on lot prices is signifi-
cant in both cases, the effect on house prices is less than 1%,

Using housing price and land use data for suburban Boston communities,
Stull [8] tested the relationship between land use controls and housing prices.
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After controlling for accessibility, housing stock characteristics and the quality
of public services, Stull found that housing prices were lower in communities
with greater proportions of vacant land.

In addition to reducing the supply of residentially developable land, zoning
acts to restrict development intensity. While large-lot zoning, on the one hand,
tends to reduce the per-acre price of raw land, such reductions in price may be
offset by higher land requirements. Interpolating from Peterson’s empirically
determined land-price gradients for Fairfax County, [9] Virginia, illustrates the
patential cost effect of large-lot zoning. At a distance of ten miles from the ur-
ran ceater, Peterson found that large parcels zoned ', 1, 2 and 10 units per acre
were selling for $5,800, $7.900, $13,700 and $32,000 per acre, respectively. Con-
verting these acre prices to per-lot values, the prices implied by the %, 1, 2 and
10 units per acre zoning are $11,600, $7,900, $6,850 and $3,200, respectively.

A second type of direct cost effect of development controls is the increase in
the cost of lot preparation and home construction. Numerous estimates of the
price effects of subdivision and building code requirements are available, some
better than others. in a 1976 study of Jacksonville, Florida, the Urban Land
Institute [10] found that locally mandated changes in water system design and
street width requirements added $830 to the cost of producing a “finished” lot
(1976 dollars). In an carlier study for the Kaiser Commission, Burns and Mittel-
bach [11] estimated the inflationary impacts of excessive subdivision and zoning
requirements at 2 to 4% of the price of new housing. While it is difficult to differ-
entiate between necessary and excessive requirements, available evidence sug-
gests that some cost reductions might be attainable by reducing subdivision
standards. Short-term cost reductions are unlikely in the case of building codes,
however, as most builders have fully integrated building code requirements into
their production technologies.”

A third direct cost effect of development regulation is generated when local
governments attempt to shift the public service costs to new development back to
private builders. Traditionally, municipal governments have shouldered the pub-
lic service costs of new construction. Recently, however, an increasing number
of communities have begun to impose additional fees, taxes and land dedication
requirements on project developers. This trend was particularly noticeable in
California following the 1978 passage of Proposition 13, which limits home-
owner property tax payments to 1% of assessed value. A recent survey of Bay
Area communities [12] revealed substantial increases in development fees and
taxes following Proposition 13. For example, in 1976, prior to the passage of
Proposition 13, development, utility and impact fees averaged $1121 for the
standard single-family home. By 1979, mcan fee levels, in nominal terms, had
risen to $1907, an increase of 70%. After discounting for inflation, fees rose by
some 35%. As in the case of subdivision requirements it is ditficult to determine
when fees and charges are excessive. Charges that reflect the actual costs of
providing public services to new development are reasonable, equitable and
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desirable. However, in some instances, cost-shifting appears excessive—when
revenues are used to provide services that benefit the general conumunity.

The fourth direct effect of development regulation results from adminis-
trative delays associated with regulatory compliance. With the widespread use
of fiscal and environmental assessments, particularly in California, the time re-
quired to obtain development approval has increased tremendously over the
past decade. A national survey [13] of the time length of the development ap-
proval process found that in 1970, 72% of the developers interviewed obtained
project approval in seven months or less. 97% obtained approval in on year or
less. By 1975, only 15% of the survey respondents had obtained permits in less
than seven months, and only 42% obtained development approval in one year or
less. To be sure, the blame for such delay rests as much with builders who pre-
parc improper submissions, as with overzealous reviewers. Regardless of fault,
however, delays in the development review process generate cconomic costs—
costs generally borne by consumers. Delays result in increased land-holding and
overhead costs, development loan interest costs, exposure to inflation znd op-
portunity costs of tying up capital. In a 1978 Rice University study of Houston
area builders, [14] the overall costs of approval delays were estimated fo add
between $388 and $596 to the per unit cost of new housing. In California,
delays associated with California Environmental Quality Act compliance were
estimated to add between 4 and 7% to the selling price of new units (1974)
[15].

Indirect Effects

In addition to the direct cost effects of land use regulations, communily con-
trol over residential development often confers significant monopoly power on
developers and alters marketing and pricing decisions. Monopoly power allows
builders to charge excess prices for housing and increased production costs may
force developers to reorient residential projects to high-income markets.

Regulation establishes monopoly power in a varicty of ways. By restricting
developable land supplies, the potential for market entry and the possibility ol
increased competition are reduced. Studying the Edmonton, Canada, housing
market, Cook [16] found substantial concentration among developers operating
in the city’s six restricted development areas, with the four largest builders
supplying 64% of the <ingle-family lots produced between September 1973 and
August 1976. A closer inspection of the six city-designated development areas
indicates that each is controlled by one developer.

Land use regulations which rely on complex administrative procedures act as
barriers to market entry. If the 'evel of complexity is great, potential developers
may be reluctant to enter a local market, particularly if they perceive that those
builders who have already established good working relationships with local
planners are more likely to obtain development permission. A study of two San
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Jose, California builders [17] found that between 1967 and 1976, after holding
land and materials cost increases constant, and discounting for mandated in-
creases in housing quality, the two builders had increased their profit margins
by between 158 and 231% (constant 1976 dollars). The researchers concluded
that such excess profits were partly the result of reduced competition.

The second type of indirect effect of land use regulation is the reorientation
of residential projects. The previous discussion of monopoly suggests that devel-
opers may increase prices to merely match cost increases. However, there is an-
other reason for rising prices. Often, builders find that project marketability
declines as prices rise. By changing the product only slightly, many builders are
able to reorient their projects toward higher-income consumers, a reorientation
which increases profits. Development restrictions which limit residential den-
sities and increase production costs often force builders to scrap plans for high-
volume, affordable housing in favor of a more limited number of higher-priced
units [18].

THE BAY AREA PERSPECTIVE

The production cost side is only half the development control story. The other
nalf, as noted above, concerns the interplay of supply and demand; whether in
the face of rising housing demand, development controls restrict the aggregate
supply response, and in doing so, push housing prices upward. Although such a
market dynamic is difficult to verify empirically (in part because of the afore-
mentioned problems with identifying submarkets and pure-demand side effects),
with respect to the San Prancisco Bay Arca, there is substantial evidence that
such supply constraints are in fact contributing to the continuing climb of new
and existing housing prices.

In 1978, the San Francisco Bay Area edged Washington, D.C. for the dubious
distinction of having the highest housing prices of any metropolis in the United
States. In 1981, the median sales price of a new home in the Bay Area stood at
$114,000-a figure more than $30,000 above the national average, and repre-
senting a 269% increase over a ten-year period. [19] At the same time that
prices have been rising, vacancy rates have been falling. According to a recent
estimate from the Association of Bay Area Governments, in 1981, the average
Bay Area vacancy rate stands at roughly 2%—down from the 5% vacancy rate
of only five years ago. [20]

What combination of market factors explains these trends? Like many grow-
ing metropolitan regions, the Bay Arca has faced considerable demand pressure
from growing households and industries. The so-called baby boom generation
has now reached prime house-buying age. Changing cultural and social values
have dramatically increased the formation of households as more individuals
seck separate residences. Employment growth and increased immigration to
Caiifornia and the Bay Area have further accelerated household growth. The
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