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expensive homes, they do not represent the
norm for America. However, both poor and
non-poor people suffer from higher housing
costs in such areas. 

ZONING AND THE DEMAND FOR LAND

Why are home prices in those areas so high?
The traditional answer is that land in those areas
is intrinsically expensive. According to that
view, there is a great deal of demand and land,
by its very nature, is limited in supply. As such,
the price of housing must rise.

There is another alternative, namely that
homes are expensive in high-cost areas prima-
rily because of government regulation in the
form of zoning and other restrictions on build-
ing. According to this view, housing is expensive
because of artificial limits on construction cre-
ated by the regulation of new housing. 

There is no doubt that property values are
relatively high in the coastal parts of the coun-
try, at least partially because of strong demand
to live in those high-amenity areas.  However,
our examination of the data suggests that there
is plenty of land in high-cost areas, and new
construction might be able to push the cost of
houses down to near the cost of construction.
However, the barriers to building create a poten-
tially massive wedge between housing prices
and building costs.

The gap between total housing costs and the
price of structure is a combination of land costs
and what we call the “zoning tax.” The zoning
tax is meant to include all of the impact of gov-
ernment regulation on the cost of construction
housing. In principle, the gap between structure
costs and total housing costs measures the com-
bination of the zoning tax and the land costs.
However, we can use several measures to deter-
mine the significance of the zoning tax.

Land-value testing If the driving force for the
wedge between construction costs and hous-
ing costs is intense demand for land in high-
cost areas, then houses with bigger lots should
be much more expensive than similar houses
on smaller lots. If you double the lot size, you
should double the gap between the structure
cost and the housing price. But, if zoning also
is driving the wedge, then the gap should be
wider (and more constant for homes on vari-
ous-size lots). That is, the lot’s ability to accom-
modate a house in accordance with land-use
regulations produces the lot’s value. That
implication is the best test of the importance
of the zoning tax. 

Empirically, we can test that implication by
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Housing in the Cities
House price distribution for major U.S. cities, 1989 and 1999

1989 1999 
Units valued Units valued Units valued Units valued

less than greater than less than greater than 
90% of 140% of 90% of 140% of

construction construction construction construction 
City costs costs costs costs 

Albuquerque, N.M. 2% 82% 3% 83%

Anaheim, Calif. 0% 100% 0% 93%

Austin, Tex. 0% 46% 6% 71%

Baltimore, Md. 18% 41% 30% 27%

Chicago, Ill. 20% 28% 16% 44%

Columbus, Ohio 33% 18% 12% 29%

Dallas, Tex. 6% 56% 13% 47%

Denver, Colo. 4% 60% 8% 86%

Detroit, Mich. 85% 5% 54% 20%

El Paso, Tex. 5% 34% 2% 28%

Fort Worth, Tex. 12% 40% 26% 29%

Greensboro, N.C. 13% 59% 0% 69%

Houston, Tex. 25% 40% 25% 27%

Indianapolis, Ind. 25% 22% 24% 22%

Jacksonville, Fla. 8% 55% 11% 43%

Kansas City, Mo. 33% 9% 40% 12%

Las Vegas, Nev. 0% 29% 3% 45%

Little Rock, Ark. 9% 36% 8% 40%

Los Angeles, Calif. 2% 93% 4% 89%

Milwaukee, Wis. 32% 10% 27% 22%

Minneapolis, Minn. 22% 21% 20% 30%

Nashville-Davidson, Tenn. 2% 69% 5% 56%

New Orleans, La. 2% 49% 3% 57%

New York, N.Y. 4% 81% 11% 56%

Norfolk, Va. 1% 87% 2% 66%

Oklahoma City, Okla. 13% 30% 16% 41%

Omaha, Neb. 21% 15% 30% 21%

Philadelphia, Pa. 10% 52% 60% 16%

Phoenix, Ariz. 2% 69% 5% 65%

Raleigh, N.C. 6% 81% 2% 81%

Sacramento, Calif. 0% 55% 3% 72%

San Antonio, Tex. 12% 48% 30% 26%

San Diego, Calif. 7% 88% 3% 93%

San Francisco, Calif. 0% 97% 4% 96%

Seattle, Wash. 6% 49% 2% 86%

Tampa, Fla. 9% 43% 13% 49%

Toledo, Ohio 27% 16% 40% 23%

Tucson, Ariz. 6% 43% 4% 61%

Tulsa, Okla. 7% 36% 8% 38%

Wichita, Kans. 18% 21% 13% 48%
Source: Authors’ calculations, derived from central city data contained in the American Housing Survey and construc-
tion costs from the R.S. Means Company.


