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Preface

In the view of most concerned professionals, zoning legisla-
tion is a necessary bulwark against chaos in urban land use.
Without zening, it is contended, external diseconomies will
abound: pickle works will come to rest cheek-by-jowl with
single family homes; glue factories beside country clubs; and
oil refineries in proximity to restauranis. Moreover, it is
feared that rapacious land developers will erect, profit from,
and then abandon buildings placing undue strain on the
capacities of municipal services. Further, the unzoned city
will be one of haphazard construction, falling property
values, instability, disregard for neighborhood "character,"
irrational allocation of property - and a haven for unscrupu-
lous speculators.

Zoning is the attempt to suppress these supposed
market defects by legislatively prohibiting incompatible uses
of land. Under this ordinance, the pickle factory would be
prohibited from residential neighberhoods and required to
locate itself in a special industrial area, reserved for that
kind of operation. There, surrounded by similar uses, it would
presumably do little harm.
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The zoning idea has a certain appeal. What, after all,
could be more simple and obvious? If land usage seems
imperfect, all that is needed is the enactment of a set of
laws compelling proper behaviour. Arguments for zoning are
so widely made and frequently accepted that even those who
otherwise appreciate the merits of the competitive market
system have felt constrained to make an exception in this
instance. In view of this state of affairs, and given the
serious drawbacks in zoning which are continually making
themselves felt, the Fraser Institute has undertaken this
menograph, the sixth in its Housing Studies series. In it,
Professor Michael A. Goldberg and Mr. Peter J. Horwood
present an insightful, dispassionate analysis which questions
the case for zoning legislation.

Non-zoning in Houston

Confronting the charge that zoning is all that stands between
a viable urban environment and chaos, Geldberg and Horwood
point to "Exhibit A," the City of Houston - which has never
enacted such legislation in its entire history:

"The very existence of a large North American
city (an area in excess of five hundred square
miles and a population of 1.6 million) which can
function normally and continue to grow without
zoning is a major piece of evidence against the
traditional view that zoning supposedly protects
against chaos."

Divergent tastes

Qur authors painstakingly survey several empirical land use
studies in Pittsburgh, Boston, Rochester, Houston, and
Vancouver, which trace the effects of "incompatible uses" on
property values. They report that the overwhelming prepen-
derance of evidence "cast(s) serious doubt upon...the presence of
uniform external diseconomies."t The reality appears to be
that either there are few significant interdependencies and
externalities in urban property markets or that "One man's
meat is another man's poison." One and the same phenome-

t Editor's Note: External diseconomies are said to prevail when A harms
B by doing C, and B cannot cellect damages nor force A to cease and
desist from such activities. Uniformity would mean that all market
participants view C as harmful.

Xii
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Preface

non, such as the presence of commerce in an otherwise
residential neighborhood, is interpreted in a positive way by
some people and in a negative way by others.

The market process

Goldberg and Horwood forcefully maintain “that market
mechanisms exist naturally to eliminate such externalities
that would arise from the proverbial glue factory on the
corner of Portage and Main." In a system based on the
inviolability of private property rights, the laws of nuisance
would prevent the dispersion of invasive odors, ot dust
particles. But the market mechanism functions even without
this protection. Quite simply, land prices in the residential
or business neighborhoods are too expensive for the glue
factory; they effectively prohibit any but the most valuable,
concentrated uses - such as large office buildings or high rise
residential dwellings.

This view is supported by Roscoe H. Jones, Houston's
Director of City Planning, and author of an appendix to the
Fraser Institute zoning study: (The market) "has tended to
create a reasonably well-ordered pattern. Because of private
‘marketplace zoning,' we find no filling stations at the end of
cul-de-sacs; ship channel industries are, naturally, located
along the Ship Channel, and so on."

Urban density

The natural proclivities of the market can also be utilized to
banish the spectre of the "hit and run" land developer who is
said to leave an excessive population in his wake, swamping
municipal services.

A developer who tried to pack too many people into an
office building would have difficulty finding mortgage assis-
tance. Lenders would realize that such compressed condi-
tions would overload services, resulting in tenant dissatis-
faction, lower rents, and the possibility of mortgage default.
It is of course true that builders and lenders can make
mistakes, and that some overcrowded structures might be
built, but the inexorable forces of profit and loss would ensure
that such errors were few in number. Zoners are likewise
subject to miscalculation; the problem is that there are no
automatic bankruptcy procedures to weed out bureaucrats
with poor judgement. Say Goldberg and Horwoed in this
regard, "One of the most persuasive arguments against zoning
is the fact that it institutionalizes errors...In effect, planners

xiii
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Zoning: 1ts Costs and Relevance for the 1980s

do not have the incentives to 'get it right," nor do they suffer
the consequences of 'getting it wrong." The competitive
system thus can obviate the need for building height restric-
tions, set back requirements, floor space ratios, and other
bureaucratic measures which artificially attempt to limit
density.

Undue strain on public services

The typical pro zoning argument is couched not in terms of
undue strain on halls and elevators, which are internal to the
building, but rather in terms of the effects of high density on
social overhead capital: electricity, gas, water, sewers,
roads, sidewalks, parking, public transit, parks - all of which
are external to the subject premises; i.e., externalities.

But this should give us pause for thought. For surely
there are other amenities necessary for the successful func-
tioning of a large office building, which are or can be
considered externalities, but which do not concern the city
planner nor unduly worry anyene else: for example, restau-
rants, barber shops, banks, jewelry stores, pharmacies,
stationers, etc. One reason may be that every member of the
former category is run by public or quasi-public enterprises
while the latter are all managed privately.

When the excavation for a new office building is begun,
the small merchants in the neighborhood roll up their sleeves
in gleeful anticipation of the new customers and additional
profits likely to come their way. Their first thoughts are
concerned with physical expansion, adding extra shifts, pro-
viding more services. The contrast with the bureaucratic
orientation is stark indeed. At the prospect of new building,
their tendency is to ponder the "strain" additicnal hordes of
people will place on public services. Their answer is to place
a myriad of zoning restrictions on the new builders instead of
encouraging coordinated expansion.

Thus it appears that if error and hence the need for
correction lies anywhere, it is not with the "rapacious builder"
who places "strains" on public services, but rather with those
charged with the provision of the infrastructure: those in the
government sector. Perhaps the answer lies in improving the
provision of these services, not in holding down new construc-
tion.

A useful comparison is the case of Houston. Here the
practice is not to hem in the private market with a bewil-
dering array of complex zoning restrictions, but rather to
cooperate with the land developer by "forecast(ing) the

Xiv
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growth patterns in order that the city government may supply
the necessary municipal facilities and services at the right
time, at the right size, and at the right place." The authors
of this monograph emphasize the point that zoning is only one
weapon in the planning arsenal: even were these restrictions
scrapped in their entirety, the public authorities would still
exercise great control over land use patterns through (1)
provision of infrastructure and amenities, such as parks,
water mains, sewer placements, and the layout of freeway
and major arterial streets; and (2) direct land use controls
concerning building heights, set backs, floor space ratios,
etc., but applied uniformly to an entire city, and not differ-
entially to districts within its boundaries. This does indeed
undercut much of the case for zoning. But in the interest ol
creating further discussion, one might even question whether
government has a comparative advantage, vis-a-vis the
market, in the creation of such products and controls. The
public efficial, after all, has no communication from the
deity indicating the optimal location for a park or sewer line.
Without a market-created price system, it is extremely
difficult for him to rationally allocate resources. Moreover,
no profit or Joss automatically accrues to him as a spur in
decision making. He risks none of his own money, and can
earn no honest profit from correct choices.

Declining property values

There are few things feared more by the average urban
property owner than declining residential values. This is
understandable, for much of the real savings of the typical
citizen is tied up in a single family house, Perhaps this is
the single most important explanation for the high regard
with which many citizens hold zoning legislation - it is
supposed to protect property values.

But the view that zoning is the best guarantee of
stability is inconsistent with the evidence: "The stability of
neighborhoods that zoning seeks to protect thus appears to be
endangered by the rezoning that is part and parcel of the
enactment of zoning by-laws in the first place." What
security can zoning provide against the possible ravages of
the glue factory if its provisions can be rescinded at any
time?

Qf far greater reliability may be the system of deed
restrictions, or restrictive covenants, as practiced in
Houston, whereby the property owner may contract with his
neighbors concerning the uses to which land may subsequently

XV
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be put. Alternatively, land developers may require, as a
condition of sale, that all purchasers agree to continued land
usage, either for a stipulated {long) period of time or until a
majority vote of such buyers overturns the agreement.

This system is far more flexible. Even "the main-
tenance of single family neighborhoods by zoning statutes,"
state Goldberg and Horwood, "is...questionable: by keeping
land and buildings in the same use over time, zoning can
promote neighborhood decay and speed the demise of the
single family neighborhood. Zoning is a rigid control, and is
likely to fracture during times of change in consumer tastes,
neighborhood demographic structure, urban growth, and
transportation and building technologies."

Ultimately, of course, there can be no absolute guaran-
tee against declining property values. A fall in the price of
wood, an increase in the market rate of interest, the sale of
Crown lands, technological improvements in prefabrication
methods can all lower housing prices. One might perhaps
contract with an insurance company for the preservation of
home values, but the cost of the premium payments would
have to be subtracted, thus defeating the plan.

Value preservation is a will o' the wisp, for price is a
manifestation of the worth placed on an item not by one
person, but by two groups: potential sellers and potential
buyers of items like the one in question. Not only can we not
speak with certainty of the value an owner will place on his
home in the future; it is even less possible to assess the worth
a future hypothetical buyer will give it. It is clear, more-
over, that that which is owned is the physical house, and not
its value. For while the owner has a right to collect damages
from the boy who breaks a window with a ball, he has no such
right with respect to the man who invented prefabricated
housing - even though the latter might well have been
responsible for a greater drop in the value of his house than
the former.

While citizens have a clear and cbvious right to have
their homes protected from physical damage, this does not
apply to the value of their property. Yet this is precisely
what zoning seeks to preserve. Thus not only must such
legislation fail to accomplish this task - it would be improper
even if it could do so.

Uniformity

Another shortcoming associated with zoning is the uniformity
it engenders. And this is not surprising: to divide all building

xvi
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into residential, commercial, and industrial, as the early
enactments did, and then to impose these three categories
upon the entire pattern of future construction, is hardly
likely to foster architectural innovation.

This rigidity soon became evident, and an effort was
made to become more "iflexible.! The zoning codes added
variances, exceptions, Planned Unit Developments (PUDs)
{any excess building in one parcel is to be offset by a
reduction in another within the planning district), mixed-use
zones, performance zoning systems, land use contracts, and
development permits. In one respect these reforms wete a
plus, for the system became less rigid. But this change
ushered in a new crop of problems. For one thing, the system
became even more complex. Literally dozens of districts
have been defined; what may and may not be done with each
is subject to a bewildering and growing number of regula-
tions. Say Goldberg and Horwood, "The days of three district
zoning with two or three pages of regulations have long since
passed.  Today's ordinances are continually growing to
accommodate more detailed regulations of use, lot size,
building height and bulk; more reasons for granting variances,
bonuses, and special exceptions; and much more complicated
procedures for appeals and reviews." Things have come to
such a pass that no self-respecting set of zoning regulations
dare appear in a tome of less than 500 pages.

For another, a system with so many complications,
exceptions and changes could no longer be governed by any
clear set of rules or principles. The procedure instead
became one of "judging each case on its merjts" in an ad hoc
manner.

Although this might appear to some as fair and
judicious, the flaws in it are grave. First, it is a clear retreat
from the idea of zoning itself. According to this philosophy,
urban planners were assumed to have enough wisdom to
forecast, at least in broad brush strokes, the future spatial
organization of the city. But the very need to grant
numerous exceptions, as a continuing institutionalized pro-
cess, has belied this claim. Ability to incorporate the needs
of a changing future is simply incompatible with patchwork
changes as reality conironts the master plan. It is akin to
claiming the ability to forecast inflation for the next five
years - and then changing the prognostication each week.

The rule of law
Secondly, as Nobel Laureates Milton Friedman and Friedrich

xvii
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Hayek have so eloquently shown, "judging each case on its
merits" is the absence of lawiulness - not its presence. Each
has demonstrated (the former in his analysis of "rules not
authorities" in monetary policy; the latter in his work on the
"rule of law") that to consider matters on a "case by case"
basis is to color the judicial process with stultifying arbitrari-
ness.

The proper scope of government, in this view, is to set
down the rules of the game, clearly, and before the contest
begins - and then not to continually alter them in the midst
of the fray. Under these conditions, the individual is free to
pursue his lawful ends, secure in the reasonable knowledge
that the government powers will not suddenly be used to
frustrate him at every turn. But a zoning system, especially
a "flexible" or "reformed" one, can change the uses to which
a land parcel may be put at any time. It is thus clearly
destructive of these ends.

Graft

Thirdly, zoning complexity and changeability have spawned
graft and corruption. The reason for this is easy to discern: a
less restrictive variance may be worth millions of dollars to
the land developer. Be the bureaucrat ever so honest, he will
be sorely tempted by a share in these gains - especially in an
era where rezoning is an easily contrived and commonplace
occurrence. Paradoxically, this is not necessarily all to the
bad. If a bribe can convert a land parcel to a use more highly
prized by consumers, wealth and the allocation of resources
will have been much more nearly optimized. This is not the
first case on record attesting to the benefits oi black
markets. The great loss, however, is the general disrespect
for the law engendered by this practice.

Private zoning

If zoning can be defined as matching specific areas of land
with particular uses, then nothing said above should be
interpreted as opposing private zoning. Indeed, it is impos-
sible for any rational land developer to act in any other way.
He must, if he is to function at all, decide to place the
garage here, the house there, and the backyard elsewhere.
How else could he conceivably operate? But this is all that is
meant by private zoning.

The case is an exact parallel to the planning debate. As
has been said many times before, people must plan if they are to
act rationally. The debate, then, is not between planning and

xviii
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non-planning. It is between central planning, on the part of
the government, and individual planning, as coordinated
through the marketplace. Similarly the real issue here is not
the choice between zoning and non-zoning; it is between
private and governmental zoning. What has been criticized
above is government zoning, not the private variety.

What is private zoning? The most well-known example
is, of course, Houston's system of deed restrictions. Private
zoning also takes place every time a glue factory is priced
out of a residential neighborhood, or whenever the gas station
locates on a major thoroughfare, not in a side street. But it
also includes such prosaic activities as the individual's
arrangement of household furniture, the office’s placement of
desks and room dividers, the factory's disposition of machines
and guardrails, and the shopping mall's apportionment of its
tenants.

Items for sale must be deployed in the most advan-
tageous manner possible. Thus merchants match store areas
to particular uses. The success of each enterprise rests, in
great part, upen the skill in such "zoning.” If the grocer
discovers, for example, that apples and oranges sell better in
close proximity, or that the juxtaposition of corn and peas
detracts from the sale of both, without any offsetting bene-
fits on the remainder of the stock, he can profit by incor-
porating this information into his "zoning" decision making.
He will gain a competitive advantage over those of his
colleagues who are not similarly skilled. It is in this way that
the market promotes efficient zoning.

The same process is at work in shopping centers and
malls. Since the various tenants are contractually unrelated
to one another, the situation is closely analogous to govern-
mental zoning. Private entreprencurs, however, are judged,
in their profit and loss accounts, by how well they promote
positive externalities and repress negative ones. And, in
fact, it is difficult to imagine two "incompatible" tenants
adjacent to each other in a shopping mall. Any inclination
toward such mal-zoning tends to be rigidly suppressed by the
market.

There is a vast reservoir of private zoning efforts
operating in the economy, unreported, under-publicized. This
brief discussion has barely scratched the surface. But it can
be viewed as an adjunct to Goldberg and Horwood's excellent
critique of public zoning efforts.

What are the public policy recommendations of this
study? Although the authors are cautious and offer no
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explicit panaceas, they do favor movements toward the non-
zoning extireme. Goldberg and Horwood conclude: "Zoning
has not worked very well. The externalities that it is
designed to ameliorate have been shown to be minimal or
non-existent...The maintenance of single family neighbor-
hoods by zoning statutes is also questionable..."

The Fraser Institute is pleased to publish Zoning: Its
Costs and Relevance for the 1980s in the interests of
promoting public discussion of this important public policy
area. However, owing to the independence of its authors, the
views expressed may or may not conform severally or collec-
tively with those of the members of the Institute.

January 1980 Walter Block
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CHAPTER ONE

Introduction, Purpose, and
Overview

In the year 1916, an act of the New York State legislature
delegated authority to the City of New York to enact the
first comprehensive zoning ordinance in North America. In
essence, this gave the city authority to designate certain
areas for specific land uses through the creation of "residen-
tial zones," "industrial zones," etc. From the first rumor of
this foray by local government into the area of land use
control to the present day, zoning has provided a platform for
some of the most lively and emotlional debates regarding the
use of our urban environment.

After more than sixty years of zoning, enthusiasm for
the topic does not seem to have dampened. Anyone doubting
the validity of this statement has merely to sit in at a board
of variance hearing, convened to pass judgement on a request
to alter the zoning status of a particular parcel of land.
Regardless of whether the change involves a move from
single family to multiple, industrial to commercial, or
whether the hearing takes place in Halifax or Moose Jaw, the
casual observer will witness arguments ranging from econo-
mics to mental health, presented in anything from elaborate
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audio-visual displays to simple hand wringing, tears, and
cursing.

The reason for the emotional nature of today's debates
results essentially from the same fear of declining property
values that inspired the Fifth Avenue merchants in New York
City to demand protection for their fashionable stores some
sixty years ago. Obviously, a perceived threat to an
individual's investment will always generate a heated re-
sponse. When real property is at stake, the aura of "a man's
castle" adds a special fire to the debate, regardiess of
whether the investment is being protected or impeded by
zoning. With this special interest, it is not surprising that
zoning occupies a very prominent position of interest and
concern.

Given its widespread adoption throughout North
America, and its place of prominence in the public eye, it is
surprising that zoning has not received more attention from
empirical researchers. The paucity of such material is due in
part to our inherent faith/belief in the necessity of zoning as
a protection from the chaos of urban growth.

Zoning is the first fundamental step in any city to
establish a practical basis for constructive city
growth. Until zoning is done, no city planning is
done, no city planning commission can effectively
prove its case as to the necessity for the adoption
of a major street plan, or properly promote
greater economy, convenience, safety, health and
comfort in industrial, business or living condi-
tions; or make the city more beautiful and attrac-
tive.

We have always accepted the "first fundamental step.”
Our debates have occurred within the framework of the
zoning philosophy: "whether parcel 'A' should be rezoned to
commercial" or "whether such variants as mixed use zones
are as equitable as simple zoning."

The central theme of this book is to move back to the
first step and ask the question posed by opponents of such
legislation in 1916: "Is zoning necessary?' As trite as this
may sound, the answer is far from obvious.

The purpose behind this guestion is to present an
economic view of zoning. The material contained here can
provide an understanding of the nature and diversity of the
zoning ordinance through its sixty-plus years of development.
A central part of the analysis will be a review of the
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conceptual and empirical evidence to date. In addition, the
history and the rationales given for zoning will be presented,
to allow the reader to assess the effectiveness and the need
for this erdinance.

Chapter two presents a general history of zoning and its
development into a variety of forms. Although the North
American strain is over sixty years old, European experience
has existed since 188%4. It is generally agreed that enact-
ments in the German cities of Altona and Frankiurt-am-
Main, complete with ordinances that specified building height
and set backs, were the forerunners of the present system.?
However, modern .zoning ordinances are the result of con-
siderable development over the years. Prefixes such as
exclusicnary, fiscal, mixed-use, and performance have been
added to the traditional instrument in response to changing
demands on the function of zoning. Its complexity has been
greatly increased by the addition of sections, sub-sections,
bonuses, exemptions, and variances. One indication of this is
the fact that it is now impossible for any city to distribute its
code without a charge to cover the extended printing costs.

It is not surprising that complexity is one of the central
complaints against present-day zoning. In chapter three, the
pros and cons of the debate are examined, focusing on the
accusations of inflexibility, socic-economic exclusion, and the
kind of intricateness that led one city planner to complain
"that only the city attorney and he understood the zoning
ordinance."®  On the other side of the coin, a large number of
planners maintain that zoning is essential in the reduction of
land use conflicts. Furthermore, they believe in many
instances that this policy helps to protect areas of the city
which have a special character, allows the public authority to
provide better public facilities, and shifts some of those costs
to the developers of new residential property.

There is a further aspect which will be examined in this
chapter - the contention that zoning has outlived its useful-
ness. This argument suggests that zoning has, within reason,
accomplished everything it set out to do in New York, circa
1916. However, it is claimed, times have changed and the
demands placed on our land use controls today cannot be met
by the traditional zoning ordinance. As one reporter ex-
pressed it, "zoning may be the land use dinosaur of the 70's."*

The majority of the empirical evidence to date has been
established in U.S. studies that attempt to measure the side
effects of zoning. As one researcher noted:
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The best evidence (of zoning's side effects) would
come from comparing a map of land use in a
zoned city with a similar (hypothetical) map of
the same city unzoned. Such a comparison would
tell us precisely the modifications due to zoning
regulations in both the quantity and the geo-
graphic specialization of land in various uses. But
the existence of one map precludes the existence
of the other...we must approach the question...by
seeking evidence on whether zoning has observ-
able side effects’

A synopsis of the published empirical evidence is pre-
sented in chapter four. The central theme of the U.S.
methodology has been to express the transaction price of
residential property as a function of a number of variables
which were originally identified by Brigham®  In Brigham's
work, these variables included such characteristics as acces-
sibility to the urban core, the topography and amenities of
the site. The effect of the surrounding area on property
values, which to a certain extent zoning seeks to control, is
viewed as part of the amenities variable. The methodology
attempts to hold all things constant other than those amenity
factors associated with zoning. In this manner, the efiect of
the zoning variable on the price of the property may be
isolated and measured,

Following this methodology, researchers have studied
the effect of externalities and the allocation of land use
within an urban market: the two mainstay arguments suppor-
ting zoning. Negative externalities, such as the sights and
smells of a glue factory as viewed on neighboring residential
property, are the traditional justification for zoning. Propo-
nents state that land use must be controlled or property
values stand to be adversely affected. More recently, zoning
has also been viewed as a device to ensure that the propor-
tionate division of land uses is established for the "public
good" rather than the "narrow goal" of market efficiency.

Unfortunately there has not been sufficient research
from which to draw categorical conclusions, However, these
studies have raised questions about the good effects of zoning
and its necessity, which for years have been taken for
granted.

In Roscoe Jones' appendix to this chapter, he examines
the City of Houston and its unique position of development
without zening. With a population of well over a million and
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an area in excess of five hundred square miles, the very
existence of Houston casts doubt upon the necessity of zoning
as a protector against urban chaos.

Chapter five of this book presents an empirical exami-
nation of zoning in a Canadian milieu. This material is a
synthesis of two studies conducted in the Vancouver area.
The data are used to investigate the effect of zoning on
speculative transactions within the residential property
market and the effect that rezoning has on property values
within the rezoned area and on adjoining parcels. As with the
American studies, the results are in conflict with the tradi-
tional views of zoning.

In chapter six, the issues ocutlined earlier are reviewed
in light of the evidence presented. The implications for
current zoning practices are analyzed and reforms suggested,
In addition, various alternatives to the system of zoning as a
whole are discussed.

Finally, in the appendix to the book, David Baxter
provides a graphical analysis of the effects of land use
contrels on the urban land market. The material presents an
economic model of land use markets, displaying the spatial
distribution of rents and uses. After the basic model is
established, the analysis proceeds to show the effect of the
intreduction of zoning and compares market operation in its
presence and absence. The model is extended to display the
effects on expectations and market operations, given the
possibility of changes in the status of zoning.

Notes

Any undertaking such as this requires the assistance of a
number of people. Mark Ricketts provided the initial push
needed to launch the preject, as well as assistance on the
first draft. Jim Cameron assisted in the preparation of the
tables in chapter five on the rezoning in Vancouver. Alice
AuCoin, Ruth Calder, and Sally Pipes copy-edited the manu-
script. Laurie Hustler assisted in the design of the illustra-
tions in the appendix and Ruth Calder compiled the biblio-
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graphy. Despite the efforts made on our behalf by the

foregoing individuals, errors doubtless still remain, for which
we assume full responsibility.

1 C. Cheney, "Removing Social Barriers by Zoning,"
p. 276.

2 Harold M. Lewis, Planning the Modern City, pp. 256-257,
See appendix to chapter four.

4 Neal R. Pierce, "Will Zoning be the Dinosaur of the
'70's7," p. 5A.

5 Steven M. Maser et al., "The Effects of Zoning and
Externalities on the Price of Land," p. 113.

6 Eugene F. Brigham, "The Determinants of Residential
Land Values," p. 325.
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CHAPTER TWO
History and Diversity

I. SOME HISTCRY
North American development

To provide a background for our discussion of zoning, this
chapter begins with a brief history of the development of the
ordinance in North America. In the second part of the
chapter the basic zoning device will be outlined and then a
number of recent variations currently in use will be dis-
cussed. ’

Prior to New York's legislative action in 1916, land use
control in North America had been limited for the most part
to private actions related to the laws of nuisance or restric-
tive covenants. The only departures were discriminatory
laws phrased in land use terms, but obviously aimed at
segregating Chinese workers or the native population.

..(it is) unlawful for any person to establish,
maintain, or carry on the business of a public
laundry...within the city of Modesto, except that
part of the city which lies west of the railroad
track and south of G street.... ,
(Modesto, California - 1885}
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At approximately the same time as such exclusionary
ordinances were operating in California, New York was
suffering from the growing pains of a burgeoning garment
industry encroaching on the high society of Fifth Avenue.

Nothing so blasting to the best class of business
and property interests has ever been seen or
known in any great retail district in any large city
as this vast flood of workers which sweeps down
the pavements at noontime every day and literally
overwhelms and engulfs shops, shopkeepers and
the shopping public?

This problem, coupled with the so-called skyscraper
developments of the twentieth century, led to the formation
of the New York Advisory Commission on the Height of
Buildings in 1913. The Commission's report is generally
agreed to be "the beginning of the zoning movement in
America."® By 1916 New York had established land use
districts which stipulated height, area, and use limitations.
The New York zoning by-law gained great popularity, and the
federal government in 1926 passed the Standard Zoning
Enabling Act, which had been adopted in twenty-nine states
by 1930. Even before this was passed, the appeal of -the
ordinance had motivated ejghty-five cities and towns in
twenty-one states to adopt a city-wide zoning plan by 19224

European evolution

At the same time that New York City zoning was being held
up for public accolade, regulation of urban land use through
zoning was coming into effect in Germany. Europeans had
long accepted the notion that regulation of land use was
necessary to promote sanitary conditions and the aesthetic
appeal of their cities. Ordinances stipulating zones for use,
building height, and set backs were in operation in Altona and
Frankfurt-am-Main by 1891. By 1912 the degree of accep-
- tance of zoning had reached the point where the City of
Karlsruhe had an cordinance containing sixteen classes of
streets.” These advances in urban land use control, when
viewed along with the prosperity and development of German
cities in general, were quickly hailed as the saviour of
modern urban planning.

The British development of land use controls was quite
different, stemming largely from the philosophical base upon
which real property rights rest. In America, property rights
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have achieved a far more sanctified place than in the United
Kingdom. U.S. land use controls grew out of the idea that
the individual has a right to develop his own property to its
highest and best use and be protected from harmful develop-
ment of other property owners. The right te develop is one
of the rights of ownership. Property rights under the British
Common Law have evolved differently into a body of enact-
ments called Development Control. "Development Control
essentially requires that all use change and development of
land in England, Wales and Scotland proceed only by way of
permission from local government sources. There is no
inherent right to develop land in whatever fashion the owner
might wish, and each application for permission to develop
land or change its use is regarded on its own individual
merits,"®

The first legislation was passed in 1909. The Housing,
Town Planning Act gave local governments the right to
create plans for, and regulate development of, areas likely to
be built upon in the future. In 1932, legislation enabled
similar control of previously built-up areas as well as land not
likely to be developed. The present legislation, passed in
1968, builds upon the 1947 Town and Country Planning Act
which was largely based on the Final Report by the Expert
Committee on Compensation and Betterment, 1942, also
known by the name of its chairman, Mr. Justice Uthwatt, The
Uthwatt Report revolved arcund the philesophy that land
ownership represents duties to the community as well as
rights of development to the owner. The idea that was to
grow out of this was the right of the public (e.g., the Crown)
to take from the owner any increment in land value resulting
from development permission at higher uses. But the regula-
tion of development became encumbered in bureaucratic
entanglements. This led to the present decentralized legisla-
tion which relies on the creation of a local plan which
depends upon the prior establishment of a broad set of
development guidelines called a structural plan. It is impor-
tant to note that the philosophy of the Uthwatt Report still
looms large 'in British land use control and that, in contrast
with the U.S., a great deal more authority rests in the hands
of local administrative bodies. U.S. legislation has from the
beginning shied away from administrative control of property
and other rights, placing more responsibility upon elected
officials, be they local councils, judges, or local special
purpose boards. The broad administrative discretion exer-
cised in Britain is virtually unknown in the U.S. Land use
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control is much more highly politicized in the United States
than in either the United Kingdom or Canada.

Canadian tradition - private owners are trustees
for the Crown

Canadian land use control has closely followed the U.S.
practice until recently by relying heavily on the use of zoning
by-laws to control development. But this similarity is really
quite superficial and results from the resemblance of the
legislation in the two countries and from the historical
evolution of their respective cities. Underlying these like-
nesses are deep-seated differences in the constitutions and
legal systems. In Canada, there is much greater adminis-
trative discretion than in the U.S., and notions of private
property, though strongly rooted, do not dominate. The
property owner is still a trustee for the Crown and has rights
bestowed by the Crown, which is almost the opposite of the
1.8, practice.

Canadian land use controls began at the turn of the
century with minimal building regulations governing frontage
and set backs, along with some discretionary power to regu-
late use. "Districting" analogous to New York zoning was
implemented in Ontario in 1921. .This was followed one year
later with the passage of a zoning by-law in the municipality
of Point Grey, British Columbia. This by-law was extended
to the City of Vancouver in 1927 when the two cities merged.

In general, most provinces adopted land use controls
similar to the U.S, model, with significant innovations being
brought inte law after 1950. Alberta created development
control legislation modelled after the 1947 Town and Country
Planning Act in the United Kingdom. Other provinces have
followed this example, while seven at the present time have
enacted both traditional zoning and more flexible develop-
ment controls.

II. THE CHARACTER OF ZONING BY-LAWS

Qriginally intended as "police powers”

When zoning was originally intreduced, it was promoted under
the auspices of the so-called "police powers. These called
for the protection of the hezlth, safety, convenience, and
welfare of the public. Although the majority of today's

ordinances still make direct reference to the protection of
these four items in relation to the act of zoning, the basic
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document has undergone a process of significant enlargement
and variation.

Current practice - segregating land use

The standard municipal zoning ordinance begins with a map
displaying the division of the municipality into districts. For
each of these districts the ordinance presents regulations
governing the use of buildings or land, the height and bulk of
structures, the lot dimensions, and open space requirements.

In the definition of building and land use, the number of
categories invelved will always be at least three: residential,
commercial, and industrial. However, with the desire of local
authorities to govern all uses, provision for at least twenty
sub-categories or more is hot unusual. These uses are usually
related on a hierarchic scale, with use of single farmily
dwellings traditionally occupying the highest classification.
Single family units are not considered to be a source of
negative externalities (diseconomies) to any other uses,
whereas all "lower order" uses are viewed as such for higher
uses on the scale. Hence, higher and lower uses ideally
should be separated. Earlier ordinances did allow "higher
order" uses to occur in lower districts; however, later plan-
ning theory has suggested that total separation of uses may
be more beneficial to the public good.

Height and bulk regulation - the livability objective

In regulating the height and bulk of structures, the specifi-
cations of the zoning ordinance are "aimed directly at the
qualities that collectively contribute to ’'livability'."” A
typical device of this category of regulation is the limitation
of the floor space ratio {fsr), This ratic specifies the
relationship between the floor area of the structure and the
area of the lot on which it is placed. For example, an fsr of
2,0 on a 60,000 square foot lot would allow for a structure
offering 120,000 square feet of usable space. The fsr does
not by itself regulate the height of the structure. There is
usually a maximum height specified by the ordinance in
terms of either a number of stories or a number of feet.
Both the far and the height regulations are involved in the
device of "benusing" or "premiums.," By allowing for an
increase in the fsr or the height, the ordinance creates
economic leverage by permitting the construction of more
rentable area in return for the provision of certain public
benefits (e.g., plazas, set backs, etc.). A further aspect of
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this type of regulation is the "bulk control plane," an effort
to contrel a building's interference with the light and air of
neighboring structures.

Regulations regarding lot dimensions and open space
requirements also contribute to the "livability" ideal inherent
in the zoning ordinance. The lot area itself can directly
affect the population density of an area by requiring a
minimum lot size for each dwelling unit. Yard regulations
work with the lot area to specify minimum front and rear
yard dimensions and minimum set backs from the property
line. In essence, these regulations dictate how a structure
may sit on its lot. Diagonally sitting structures, for example,
are traditionally contrary to the zoning ordinance. In addition
to these requirements, in multiple family residential, com-
mercial, and industrial zones, this category of regulation is
used to specify certain amounts of open space to be provided
per unit or structure, and to specify the number of off-street
parking stalls to be provided per unit.

Some token participatory democracy

The zoning ordinance also provides for public input. Regula-
tions for establishing boards of review, procedures for
appealing to the board for exceptions to the present zoning,
and the granting of variances or requests for bonusing are all
contained in the ordinance. The inclusion of a quasi-judicial
review body was added with the purpose of imparting a
degree of ilexibility and humanity to the ordinance. The
board usually allows for exceptions in situations involving
unreasonable "hardship" for a property owner resulting from
strict enforcement of the ordinance. In addition, these
boards rule on those cases that cannot be conveniently placed
in any particular category.

This brief description of the standard zoning ordinance
has only touched on the major provisions. The days of three
district zoning with two or three pages of regulations have
long since passed. Today's ordinances are continually growing
to accommodate more detailed regulations of use, lot size,
building height, and bulk; more reasons for granting variances,
bonuses, and special exceptions; and much more complicated
procedures for appeals and reviews.

M. VARIATIONS ON THE ZONING THEME

In addition to the increasing complexity of the standard
ordinance, recent years have seen the development of a
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number of variations of the basic instrument. The "need" for
these variants stems in some cases from an adjustment of the
basic goal, but more often it results from changing urban land
use demands that could not be accommodated by the standard
document.

Mixed-use zoning

The principal area requiring accommedation was the absolute
separation of uses. The basic law was typically far too rigid
to allow compatible uses that were not of the same type,
even where large area subdivisions were involved. Hence, the
establishment of a neighborhood grocery store in a new
residential development was impossible. To correct this,
Mixed-Use Zones (MXDs) were devised to allow for certain
compatible uses. But this did not represent a move to total
flexibility. The standard regulations of height, bulk, lot size,
etc., were still in effect and further regulations were added
to specify what mixtures were allowed and in what propor-
tions. MXDs dot the Canadian central city landscape in
Halifax, Montreal, Toronto, Edmeonton, Calgary, and Van-
couver.

Planned Unit Developments

Planned Unit Developments (PUDs) typically follow these
mixed-use zones. As with their predecessor, they were
developed to cope with the inflexibility of the ordinance.
However, in the case of PUDs, this related to the regulations
of height, bulk, and density of the individual lot rather than
use for a specific area. In general, PUDs must conform to
the established regulations, but their performance is viewed
over the entire development rather than on a lot-by-lot basis.
Thus, if an fsr of 2.0 is required by the zoning by-law, PUDs
must adhere to this for the project in total; however, this
may include certain individual lots having an fsr of 6.0. In
essence, the incorporation of PUDs shiits the regulations
from a lot basis to a project basis. Pioneered in the United
States, PUDs have found favor in Ontario, the Maritimes, and
Alberta as innovative means for developing urban land.

Performance zoning

Performance zoning moves a step beyond mixed-use zoning by
specifying the functions that must be performed in the zone
(e.g., housing, retail, and personal services) without tying the
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development to specific design and intensity guidelines. As
with PUDs and MXDs, performance zoning is most advan-

tageously applied to larger projects which can accommodate
mixes of uses and intensities.

Land use contracts

The ultimate in flexible zoning is a variant known as land use
contracts, which until quite recently operated in Alberta and
British Columbia.®  This particular device made all land use
completely negotiable within certain designated areas of the
municipality., With the unlimited scope of a legal contract,
everything required by either party could be specified in the
greatest of detail, thus making the =zoning specific to a
particular development proposal rather than an area of land.

Exclusionary and fiscal zoning

Exclusionary and fiscal zoning are two further variants of the
standard ordinance. However, these forms have resulted in
adjusting the goal from one of urban order and property
protecticn, to that of excluding unwanted uses. Fiscal zening
involves a manipulation of the regulations to produce a net
tax receipt gain by excluding consumers of large amounts of
public services and attracting those uses which can contri-
bute relatively larger amounts of property tax revenue.

Favored under this system are light industry,
research and development firms and, to a lesser
degree, low density residential zones with high
value, single-family homes. Multi-family units,
mobile homes and higher density homes are
commonly prohibited uses.®

The term exclusionary zoning is used when the manipu-
lation of the regulations is backed by discriminatory motives.
The adjustment of the regulations are devised to specifically
exclude certain socic-economic groups.

A locality may efiect prohibitive minimum price
levels for new residential development by zoning
its undeveloped lands for predominantly single-
family homes with requirements for large lots,
large frontages, and large livable floor areas to
the exclusion of multi-family units and mobile
homes. The impact of such zoning policies falls
most heavily upon racial minorities since their
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ranks are proportionately greater than whites
among low and moderate income households.”

In essence, this form of zoning is a return to the 1885
ordinance of the City of Modesto referred to earlier. Unfortu-
nately, such discrimination is easy to disguise in the form of

fiscal zoning.

Diversity: A sign of weakness?

The proponents of zoning have contended that the changing
demands of the urban environment can always be met through
adjustment of the standard concept. In contrast, those
opposed to zoning maintain that increasing complexity and
the continual production of variants of one form or another
are evidence that zoning has outlived its usefulness. Further-
more, the opponents state that the confusion and the delay
generated by the current system, and such inequitable uses as
exclusiohary zoning, suggest that society suifers more from
zoning than it benefits.

Notes

1 J. Delafons, Land Use Conirols in the United States,
p. 19.

2 New York Times, April 6, 1913, sec. VIII, p. 1, col. 2 -
as quoted in Seymour Toll, Zoned American, p. 151.

Seymour Toll, op. cit., p. 150.

H.M. Lewis, op. cit., p. 262.

Ibid., p. 256.

Brian Porter, "The Land Use Contract,” p. 15.
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W. Goodman and E. Freund, Principles and Practices of
Urban Planning, p. 429.

The enabling legislation for this device was repealed in
August 1977 after repeated claims that it had been used
to blackmail developers.

L.B. Sagalyn and G. Sternlieb, Zoning and Housing
Costs, p. 3.

iid., p.l.
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CHAPTER THREE
The Zoning Debate

In all likelihood, the zoning debate began in North America
with the first rumors of its importation in the early years of
the twentieth century. The rapid acceptance of land use
control laws in the majority of urban areas and their defense
by the judiciary proved sufficient to defeat early opponents.
This helped its proliferation. The debate, however, has
continued,

The pressures of urban development in the second half
of this century have uncovered flaws in a number of areas,
promoting renewed vigor in the assault on the standard
zoning ordinance. Judging by the literature, the tide has
definitely changed in favor of the "opponents." Publications
of several types and from varied sources offer everything
from alternatives and reform to simple lists of "twenty-three
reasons why zoning fails." In spite of this continued assault,
the zoning ordinance remains. It has been stretched and
modified to accommodate some of its critics, but it still
occupies the position of the principal land use control in
Neorth America.
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L THE PROS
Zoning protects property values

Its proponents place the central thrust of their arguments on
the ability of zeoning to protect property values by a "respon-
sible" division of land use. The theory behind the argument
holds that as land is immobile, it is, by definition, at the
mercy of surrounding uses. But the pricing mechanism of the
market can only account for the influence of surrounding uses
at the time of purchase. Thus, without adequate controls,
uses that generate a negative influence (externality) on
proximate land could arise after a purchase and cause a
decline in the property's value. The traditional example of
this is the glue factory which slips into the heart of the
residential neighborhood and decimates property values. This
effect is held to be inequitable, and as the mechanisms of the
marketplace cannot prevent such an occurrence, government
authority is obliged to move in. With a zoning ordinance in
place, the mixing of such incompatible issues as residential
accoemmodation and glue factories is prohibited by law. This
adds a degree of stability to property values and consequently
increases the marketability of all urban property. Hence,
"neople rely on zoning as a kind of security for their
property.””  The ordinance, by reducing the number of
private land use conflicts arising from the ‘mixing of uses,
promotes a more orderly urban environment than was possible
under the laws of nuisance. Property values are hence
secured, urban chaos is prevented, and the courts are less
cluttered.

Zonjng betters "the public good"

Another argument in defense of zoning suggests that in its
absence not only will different uses be scattered from one
corner of the city to the other, on a totally random basis,
but also that the market when left on its own will oversupply
land for some uses and undersupply it for others - relative to
the amounts required for the public good. In essence, this
argument would substitute an overall plan for a city's
development established in law through the adoption of the
zoning ordinance. Communities could thus dictate the loca-
tion of various enterprises. From this plan, the provision of
public services such as sewers, roads, libraries, and schools
can be responsibly coordinated with the appropriate land use.
Unlike the case of the glue factory abruptly altering the
guality of a residential neighborhood, the zoning ordinance
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ensures that changing land uses do not result in misalloca-
tions: e.g., schools serving manufacturing areas or industrial
roads catering to residential subdivisions.

Zoning preserves city's character

Zoning's maintenance of the status quo is often credited for
its preservation of a city's character. Adjustment of land use
on strictly economic grounds is viewed as a rather limited
appraisal of society’s needs. Most cities can identify areas of
historical importance, the preservation of which would be a
benefit to the public as a whole. Without zoning those areas
would undergo changes in use and style in response to normal
market pressure. Hence, zoning provides interim protection
for areas of historical importance until they are recognized
and afforded special attention.

Zoning controls rapacious developers

A further support for zoning is seen in its ability to place the
developer in a subservient position to the public authority. In
essence, zoning supplies the city planning department with
the power not only to control development, but also to
negotiate within that mandate to ensure that the city in
general will benefit. The primary aspect of this control is
the establishment of different uses in different areas; but
beyond that, the specifications of height, bulk, fsr, and lot
dimensions are integral parts of determining what the city
will look like in the future. Furthermore, the provisions for
variances, exemptions, and bhonuses are often used to create
parks and plazas that will provide direct benefit to the entire
public rather than just the occupants of the development. In
recent years the zoning ordinance has been viewed as an
extremely important tool of city management in that it
enables civic bodies to shift some of the public costs associ-
ated with growth on to private developments.

Zoning ensures majority control of land use

Finally, the proponents of zoning argue that the ordinance
represents an equitable method of land use control. The
majority rules. One or two owners In an area cannot threaten
the property values of their neighbors by indiscriminately
adjusting their land use. Furthermore, when variances or
exemptions are requested, the public forum required by the
zoning ordinance allows the majority to voice their opinion
either for or against a motion.
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In short, its proponents argue, zoning is not only a good
device for land use control, it is essential for our urban
environment. The standard ordinance represents an equitable
method of ensuring that the public goed is served by accom-
plishing what, it is said, the market cannot accomplish. Most

importantly, it serves the majority and protects property
values.

II. THE CONS
Zoning is based on a faulty premise

On the other side of the coin, the opponents of zoning are
armed with an impressive number of faults inherent in the
standard ordinance. Their principal argument takes issue
with the basis of zoning itself - the process of taking a map
of the urban area and establishing one use for area A and
another for area B. Zoning is intended to implement a
general plan reflecting the community's values for land
management. Most critics contend that fortune telling is not
sufficiently advanced as a science to allow this.

The theory behind the current system is that the
members of a community can sit down one fine
day and determine not only the general nature of
its future development but alse every detail to
such a precise extent that very little need be left
to the discretion of an on-going administrative
process. The idea that a community can do this
rests on the assumption that it has a clear vision
of an end state for itself and that little, if
anything, can happen to mar that vision. The only
way to describe the systern, therefore, is to say
that it subscribes to a static end state concept of
land use control. Plainly that concept is in
conflict with reality.”

Evidence of zoning's failure in this respect is offered by
the numerous examples of variances and exemptions which
can be found in any city. Urban growth and its demands are
far more dynamic than the adoption of general plans and
zoning ordinances would suggest.

Zoning is inflexible
A further criticism is the basic inflexibility of the system. A
rigid division of uses cannot account for the variety of tastes
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and demands that exist in our urban communities. While
adjustment of the defined areas is possible within the stan-
dard ordinance, the process is complex and awkward, and
unlikely to ensure that "unjustified" cases do not slip through.
Hence "it could take six months to amend a zoning ordinance
to permit emergency or one of a kind uses."? This rigid
quality does not apply merely to the division of uses and the
appeal procedure. The accompanying regulations covering lot
dimensions and bulk, etc., have also continued to grow in
detail. This has reached the point where one critic referred
to these requirements as a "mathematical girdle" into which
an architect has to slip his building.*  While this criticism
may be somewhat extreme, the minute detail of today's
ordinance has been suggested as a cause of deficient site
utilization and urban monotony.

Zoning is becoming the tail that wags the planning dog

A criticism of zoning that is receiving increasing support
from the planning community itself, is that zoning now
totally dominates the planning function as a whole. The
increasing complexity of our urban environment has been
reflected in the zoning ordinance. Such complexity has
fueled the rise in staff personnel needed to enforce the
regulations. It has imposed a great increase in the amount of
time involved in both the private and public sectors. This has
led to the assumption by most people that planning is zoning.
With as much as 75 per cent of a planning department's time
being spent on zoning regulation and enforcement, this defi-
nition is rapidly approaching reality.’ One critic, to
emphasize the time consumption and detail prevalent today,
related his experience of "spending three hours discussing the
validity of keeping two rather than three llamas on a single
piece of propertyi"®

Zoning impedes progress

The opponents of zoning insist that the ordinance improperly
preserves the status quo and impedes changes throughout the
community - that it generally promotes the continued exis-
tence of deteriorating neighborhoods that have a negative
effect on the public good. They argue that the economics of
the marketplace should be allowed to counteract decaying
areas.
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Zoning creates legislative inequity

The inequity of the zoning ordinance as a method of land use
conirol is evidenced by its expanding use for exclusionary
ends. :

There is no doubt that throughout this nation
zoning has been used for exclusionary purposes.
In some areas it definitely has been designed to
keep out undesirables, socio-economic groups or
certain land uses such as multi-family residential
or industrial.

Furthermore, opponents contend that the process of
public hearings- and politician involvement encourages
decisions based on personal popularity rather than sound
economic principles. This has led to further discrimination
through the opposition to an individual because he is
"different" rather than disapproval on the grounds of a par-
ticular land use.

Zoning lacks an automatic negative feedback mechanism

One of the most persuasive arguments against zoning is the
fact that it institutionalizes errors. It is clear that mistakes
will be made from time to time as zoning laws are changed to
respond to anticipated future developments. However, the
cost of error will often fall on "innocent" parties - developers
or residents. Accordingly, the planning process is not self-
corrective since failures appear as external effects or dis-
economies. In effect, planners do not have the incentives to
"get it right," nor do they suffer the consequences of "getting
it wrong."

Zoning causes corruption and monopolies

The list of arguments against zoning has been steadily
growing in recent years. Lists of objections have included
anything from the ease with which one can "corrupt" zoning
decisions, to zoning's potential to create land monopolies.
More recently, the suggestion has been made that zoning has
quite simply been outgrown by our urban environment. The
times and the pressures of urban land use have changed, and
now it is time to end this policy.

For half a century we have engaged in a kind of
legislative Shintoism, worshipping at the shrine of
the Standard State Zoning Enabling Act. Zoning
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served us well during a period when urban life was
simpler and less dynamic. We should honor those
who were responsible for its birth and early
care...But we do these men and ourselves as well,
ultimate honor not by tending their legislative
monuments at the end of the by now well-worn
legal road they constructed but by carving new
trails toward new frontiers to serve an emerging
new urban America.?

. THE KEY ISSUES

The traditional arguments in opposition to zoning have
avoided direct assaults on the view that zoning protects
against the effect of externalities. One of the reasons for
this was the lack of empirical research on the subject. It was
not until the late 1960s that an empirical study attempted to
observe the nature and extent of zoning's effects.

The principal issue to be resolved is the necessity of
zoning today. Does zoning protect property values? Is
zoning essential or are there alternatives?

The following chapters will present conceptual and
empirical analyses in an attempt to resolve these issues.

Notes

i J. Volrich, Mayor of the City of Vancouver, The
Province, January 11, 1978, p. 6.

2 J. Krasnowiecki, "The Basic System of Land Use
Control," p. 4.

3 D. Woolfe, "Zoning is Doing Piann.ing In," p. 13.
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i

J. Baker, "Runaway Zoning," p. 6.

Estimated to be 70-80 per cent of total staff members

and as much as 75 per cent of a planning department's
time.

D. Woolfe, op. cit., p. 10.
Ibid., p. 11,
John Reps, "Requiem for Zoning," p. 67.
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CHAPTER FOUR
Empirical Studies

To complement the conceptual analysis, this chapter reviews
the empirical work done on the effect of zoning in the United
States.

As many people have pointed out previously, the volume
and quality of the empirical research to date is hardly
overpowering, due in part to problems related to the availa-
bility of data.! However, the work that has been completed
offers its most significant contribution to the debate by
raising questions regarding the existence and effect of exter-
nalities, and the ability of zoning to adjust the market
allocation of land uses. In essence, these studies question the
mainstays which for years have been taken as axioms by
zoning advocates.

L CRECINE, DAVIS, AND JACKSON -
THE PITTSBURGH CASE

The first study of note was conducted by Crecine, Davis, and
Jackson using data obtained from the Department of Planning
of the City of Pittsburgh.?  The authors introduce their study
by pointing out that the urban property market is “sup-
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posedly” characterized by interdependence where externali-
ties retard the efficient operation of the market. It has been
observed informaliy that the associated improvements and
detriments affect the price people are wiiling to pay for an
asset. Society's acceptance of this view is manifested in the
existence of zoning:

It so happens that unless social control is exer-
cised, unless zoning is fully and skillfuliy applied,
it is entirely possibie for an individual to make for
himself a doliar of profit but at the same time
cause a loss of many doilars to his neighbors and
to the community as a whoie, so that the social
resuit is a net loss...Zoning finds its economic
justification in that it is a useful device for
ensuring an approximately just distribution of
costs, forcing each individual to bear his own
expenses.?

Noting that little empiricai research on the effect of
zoning had been completed prior to this, the study's intention
was to determine the nature and extent of the externality
process that zoning was established to control.

Isolating factors causing deterioration of property values

The methodology used is based on the hedonic model of site
value first established by Brighams? Here, the value of a
parcel of urban land is hypothesized to depend on a number of
factors or variables concerning the site:

. its accessibility to economic activities

. the amenities (including externalities of the site)
. the topography

. the present and future uses

. historical factors affecting utilization

Assuming that these variables determine the value of
land, the study postulates that by isolating the effect of all
variables, with the exception of the amenities, the effect of
externalities on the value of property may be identified.
The saie price of the property as recorded by the City of
Pittsburgh was considered to be an accurate statement of the
value of the property. {Those saies involving relatives or
government agencies were eliminated from the sampie.)

To define the externalities to be included, the study
starts with the zoning ordinance itself. Taking the ecconomic
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function of zoning as expressed by Haig and others to be the
removal or mitigation of the influence of negative externali-
ties, it is logical to assume that the ordinance will reflect
those items which would cause such diseconomies.® From
this, it is reasoned that land values are negatively influenced
by all uses below them on the scale established by the zoning
ordinance. "Thus two family dwellings, row houses and
apartment houses should exert diseconomies upon single
family dwellings. Row and apartment houses should nega-
tively influence two family dwellings."® The "zoning exter-
nality" variable of the equation was expressed as the per-
centage of the total area occupied by land uses other than
single family.

It was further reasoned that additicnal characteristics
could be identified from census data as potential external
diseconomies affecting property value. Thus, measures of
delapidation, deterioration, over-crowding, and non-white
population were added. In total, there were twenty-one
independent variables used in relatiocn to the market price of
single family transactions taken from civic records covering
the period 1356 to 1963.

In order to attempt to hold the extraneous variables of
accessibility, topography, historic factors, and use censtant,
the observations were stratified by census tract and zoning
category. In addition, to control for variation in property
improvements, the dependent variable was expressed in terms
of dollars per square foot.

Surprising results do not support zoning rationale

The research strategy suggested that property values should
fall with an increase in the presence of external dis-
economies. Hence, the equation relating the collected data
should display this effect, with the coefficients of the
independent variables indicating both the extent and direc-
tion of the influence of those items postulated to cause
externalities.”  The results showed that both the magnitude
and the direction of the effect (positive or negative) of the
independent variables varied across census tract and zoning
district. Although one could expect some variation in magni-
tude, the variation in the direction of the effect runs
contrary to the uniformity implied by the rationale behind
the zoning ordinance. In essence, the results suggested that
"the use which causes an external diseconomy in one district
might cause an external economy in another."8
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On a surprising number of occasions, the variables were
observed to have a positive effect on property values in spite
of the fact that they were predicted to be sources of
negative externalities. Of the fifty-five zoning variables
chserved, thirty-three had positive effects. In the authors’
words, this result "cast serious doubt upon the major assump-
tion (the presence of uniform external diseconomies) of one
of the basic economic arguments supporting the imposition of
restrictive zoning upon the use of urban land."®

Pittsburgh data suggest the market is robust -
zoning not necessary?

The tentative conclusion reached is that the urban property
market is not characterized by great interdependence and
externalities. The authors speculate that market mechanisms
exist naturally to eliminate such externalities that would
arise from the proverbial glue factory on the corner of
Portage and Main.
In conclusion, the authors note that limitations in their
data and the "crudeness" of their methods make it impossible
" to claim conclusively that interdependence does not exist.
However, they feel that serious doubts are raised about the
pervasiveness of externalities as commonly attributed to
urban property markets. It follows that equally serious
questions are raised regarding the current form of zoning
ordinances and ultimately the necessity of this legislation.
The authors and, subsequently, the critics of this study
have pointed out a number of weaknesses. Principally, these
stem from limitations in the available data. Data were not
available for the zoning externalities noted in the ordinance
beyond actual land use. Hence, items such as building height,
lot size, and yard area were not available for use as potential
sources of negative diseconomies. More importantly, data on
age, lmprovements, or structural type of the properties did
not exist in a usable form. As these characteristics are
generally agreed to have a significant influence on the price
of residential property, their absence seriously reduces the
explanatory power of the work. Finally, the format of the
available data limited the definition of the neighborhood to a
city block. Hence, the effect of externalities present in the
adjacent block (i.e., on the other side of the street) could not
be included in the study as having an effect on the price of
the observed single family transactions.
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II. RUETER - REFINING ANALYSES
OF THE PITTSBURGH DATA

With these shortcomings in mind, Rueter conducted a refined
and enlarged analysis of the Pittsburgh data®  This study
was expanded to include consideration of the effect of
externalities on two-family dwellings as well as single family
houses, The sample size was also increased to include
transactions covering the period 1953 to 1969. To remove
some of the previous shortcomings, the definition of the
neighborhood was expanded to encompass all property within
150 feet of the subject. This area was taken directly from
the zoning ordinance which stipulated that, in the event of a
zoning change, owners of all properties lying within 150 feet
had to be notified in writing - suggesting that this was the
area likely to be influenced by the change. In the event that
this was too restrictive, observations were also included up to
a distance of 300 feet.

The number of factors explaining property values was
increased. In addition to the land use and census data such as
crowding, etc., building and neighborhood characteristics
were added. Included were such items as height, area and
slope of the property, the building assessment, public land use,
and maximum building height in the neighborhood. Finally,
the consumer price index was added to account for the effect
of aggregate economic conditions on the observed property
values.

Rueter study confirms Crecine, Davis, and Jackson results

The results reinforced those conclusions reached by Crecine,
Davis, and Jackson {C-D-J). The effects of externalities
varied in magnitude and direction both across zoning cate-
gories and census tract divisions. In view of the fact that the
same items registered external diseconomies in one area and
external economies in another, doubt is cast upon the propo-
sition that zoning is uniform in its effects. As in the C-D-J
study, the author felt that the presence of any positive
effects called into question the validity of the principal
economic justification of zoning.

Neither of the Pittshurgh studies claim to be conclusive
proof that externalities do not exist. However, both claim
that their results indicate the possibility of a natural site
selection mechanism within the market:

37

Copyright the Fraser Institute
www.fraserinstitute.org



Zoning: Its Costs and Relevance for the 1980s

The necessary and sufficient condition for the
incidence of externalities is the existence of a
similarity of preferences among prospective
buyers about desirable and undesirable attributes
of the neighborhood. If individual tastes differ
among prospective purchasers the interaction of
buyers and sellers in their search for the best
attainable individual deal serves to minimize the
adverse external effects in the market."

The empirical evidence of the Rueter study reinforced the
conclusion reached by C-D-J that present zoning procedures
are not justifiable. It suggests that current ordinances are
far too detailed and that greater reliance should be placed on
the pricing mechanism of the market.

Nl. THE EVIDENCE FROM BOSTON - STULL

The third empirical study specifically investigating the ef-
fects of zoning was conducted by William J. Stull®  This
work took exception to the limitations of the previous
studies, particularly in their definition of the neighborhood.'
Stull's technjque consisted of observing the median single
family property value for an entire community in relation to
lower order land use throughout the community, rather than
individual transactions. He constructed a sample from forty
suburban municipalities in the Boston Standard Metropolitan
Statistical Area (SMSA) in 1960. Observations were con-
trolled for physical characteristics such as lot size, age, and
the number of rooms per unit. In addition, accessibility to
the central business district and "public sector characteris-
tics" such as taxes and school expenditures were included. As
in the C-D-J and Rueter studies, the central concern was the
environment of the single family homes in the communities,
described in terms of Jower order land uses. These variables
were related to the price of single family dwellings using a
multiple regression technique.

Some support for zoning in Stull's work

In contrast to the earlier work of C-D-J and Rueter, the -

results of this study were consistent with the assumptions of
zoning theory, displaying a decline in price associated with
the presence of lower order land use. "Homeowners attached
the highest value to communities which were predominantly
single-family but which also contained a small amount of
commercial activity. Homes in communities with large
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amounts of multi-family, commercial, industrial or vacant
land sold at a discount, other things equal.™  One interest-
ing characteristic of the data was that up to a point (about
five per cent of the total regarded as commercial), such
activity was a positive externality, or convenience, to the
homeowner. Beyond the five per cent level, commercial
activity led to a decline in property value.

Stull rejects zoning for different reasons

In his concluding remarks, Stull warns against attaching too
great a significance to "any single study." In pointing out
that his results run directly contrary to those of the two
previous works, he nevertheless supports the weakening or
ending of current zoning laws. He reaches this conclusion on
two grounds. First, there has been a substantial amount of
alteration of the zoning ordinance through the granting of a
large number of variances. This continual accommeodation of
market forces must inevitably result in a "configuration of
land uses which is not very different from that which would
have occurred had zoning never been introduced in the first
place."™  Secondly, he obhserves that the incidence of exclu-
sionary zoning aimed at certain socio-economic groups is
growing and that the removal or adjustment of this by-law
would restrict the power of the municipalities to indulge in
such discrimination. 1In spite of his general opposition to
zoning, Stull acknowledges that his empirical findings suggest
that the removal of zoning would result in "an undesirable
pattern of capital losses en suburban homeowners," ™

V. EVIDENCE FROM ROCHESTER -
MASER, RIKER, AND ROSETT

A fourth examination of zoning was published in 1977. This
work by Maser, Riker, and Rosett (M-R-R)} studies the
effects of zoning on the price of land in Rochester, New
York! M-R-R looked at two reasons for land use controls:
as a protection against externalities generated by offensive
uses of land; and as an allecator of land to compensate for
the "private sector's short-sighted, narrow perception of the
best use."® To test for these effects, a sample of real estate
transactions was randomly selected from the records of the
years 1950, 1960, and 1971. These records were taken from
the City of Rochester, which the authors contend is represen-
tative of a "medium-sized" American city in terms of popu-
lation, wealth, social problems, housing, and zoning. The
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sample consisted of single family, multiple residential, com-
mercial, and industrial property.

Rochester data rejects positive zoning effects

The authors reasoned that the question of whether zoning
modifies the allocation of land or not can be studied indi-
rectly by observing the effect of zoning on price. In those
instances where land has been over-allocated to a particular
use relative to an unregulated market, prices will be de-
pressed in that zoning category. Similarly, where land is
under-allocated, there should be an elevation of the price.
To test for this and for the effect of externalities, the
sample of observations was used, as in the previous studies,
to establish an equation relating a variety of factors to the
price of land. The model contained "three categories of
independent varjables: {l) zoning variables, (2} externality
variables, and (3) a broad range of factors which jointly
predict land prices in the absence of either zoning or
externalities."™ From this format, the zoning variable was
tested to see its statistical significance in relation to price
and, in eight of the nine tests, no effect on price was
attributable to this variable.

M-R-R suggest move toward market solution

These findings suggested to the authors that the restriction
of land use in the urban market is not justified by the
presence of externalities and that the allocation efficiency
suggested by zoning practitioners is not effective. The
findings suggest that the uniformity of taste implied by the
zoning ordinance does not exist. Rather:

there exists a sufficient diversity of tastes among
potential buyers; that is to say, there are buyers
who are indifferent to the offensive use (perhaps
even value it).?°

The study concludes with the suggestion that the
present system of zoning should be reviewed and adjusted
toward land use controls which would place a greater reliance
on the courts {e.g., restrictive covenants, fines, etc.).

V. ZONING IS5 NOT PROTECTOR OF PROPERTY VALUES

It would appear from these four studies that the traditional

justification of zoning as protector of property values is
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definitely not a clear cut case. In additiocn, M-R-R question
the secondary view that =zoning is beneficial through its
adjustment of the market's allocation of land uses. While
Stull's work gave some credence to the traditional view of
zoning with regard to externalities, he supported the others
in their recommendation that the zoning ordinance should
definitely be reviewed, if not removed.

The smoking gun evidence - Houston

In response to the suggested removal of the zoning ordi-
nances, rmost critics conjure up hideous descriptions of
ravished residential areas and general urban chaos.

One of the questions which threw some light on
the actual effect of zoning in the cities was what
would happen if it were suddenly repealed.
Planners in a number of cities agree that the
areas most likely to be affected rapidly would be
the high-class residential districts. They would be
penetrated by apartment house developments, and
homes would undergo conversion for commercial
uses prohibited by current ordinances. Houston,
the most notorious example of the unzoned
American city, seemed to confirm their predic-
tions.?!

But aside from its '"notorious" reputation, Houston
appears to be far from chactic and has survived the past sixty
years without the benefits of a zoning ordinance. Unfortu-
nately, the question of whether Houston has benefitted or
suffered because of the absence of zoning has:not been
subjected to the rigors of empirical examination. The
articles that have studied the city remain reflections of the
authors' tastes. Hence, some see the city "ugly” and others
view it as attractive. (In an appendix to this chapter, Roscoe
Jones, Director of City Planning, Houston, Texas, provides a
brief discussion of this case.)

Houston isn't totally without control on its land use.
Subdivision regulations call for certain lot sizes and set
backs, and about two-thirds of the city is covered by some
10,000 restrictive covenants. These deed restrictions, which
are, in effect, private zoning, are enforced both individually,
and with civic assistance {since 1965). However, attempts to
change from this private-civic program to a zoning ordinance
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were ioundly defeated in public referendums held in 1948 and
1962.

The most comprehensive study of Houston from a land
use viewpoint concludes that the non-zoned city does not
differ in appearance from what it would have been like if it
had been zoned®  This analysis by Bernard Siegan breaks
down the city by land uses and compares those in Houston to
similar ones in zoned municipalities. Not only does he
observe no substantial problems created by the lack of
zoning, the author concludes that the absence of restrictions
allows the market to cperate more efficiently to the better-
ment of the city's population. Siegan suggests that the
growing level of criticism directed at zoning is justified and
calls for a removal of these ordinances. However, he is not
confident that this will happen, stating that the dogma will
persist "that if zoning does not work, it is desirable to try
more of it."%®

Even without empirical examination, the very existence
of a large North American city (an area in excess of five
hundred square miles and a population of 1.6 million) which
can function normally and continue o grow without zoning is
a major piece of evidence against the.traditional view that
zoning supposedly protects against chaos.

Conclusions from empirical studies

In conclusion, one must agree that the so-called mainstays of
zoning justification have definitely not been verified. The
evidence regarding the effect of externalities on property
values appears to suggest that the items treated uniformly by
the zoning ordinance do not operate in such a fashion in urban
land markets. The ohserved random operation of these
externalities makes it likely that the normal pricing mecha-
nism of the market will minimize any negative effects. This
seriously throws into doubt the major economic justification
for the imposition of zoning.

t Editor's Note: Whether complaints of deed restriction viclations are
initiated by an individual homeowner or a neighborhood civic association,
it is important to realize that the Houston system is a private one. All
restrictive covenants reflect voluntary consensual behavior on the part
of the concerned buvers and sellers. The buyer is presented with a list of
restrictions as part of the sale contract. If he objects, he needn't make
the purchase; but if he does, he is bound to abide by the conditions. This
is in sharp contrast to the governmental system of zoning, which imposes
prohibitions with or without the consent of the affected property owner.
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In addition 1o the effect of externalities, the evidence

questions the ability of zoning to adjust the allocation of uses
to the "betterment" of society. "Chaos" clearly does not
appear to reign if zoning is not in effect.

The evidence regarding the effect of zoning, while not

overwhelmingly conclusive, raises questions about a number
of factors which were previously taken for granted, and
certainly suggest an adjustment in our traditional view of
zoning's necessity.
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Appendix

Houston - City Planning
Without Zoning

by Roscoe H. Jones

Many view the City of Houston as very successful. It has
grown from a population of 45,000 in 1900 to 384,000 in 1940,
1,232,000 in 1970, and 1,623,000 in 1978, to become the {fifth
largest city in the United States. During the past six years
over 175 national and international cerporate headquarter
firms have relocated in Houston. Unemployment in August
1978 was #.2 per cent, compared to San Francisco's 7.3 per
cent, New York City's 8.8 per cent, and the Detroit area's 7.1
per cent. Looking at the State of Texas in 1977, the per
capita tax burden was $467 compared to $952 for New York
and $762 for California. And, according to the Bureau of
Labor Statistics' publication entitled Autumn 1977 Urban
Family Budgets, the cost of an intermediate standard of
living for a family of four was $19,972 in New York City,
$20,609 in Boston, and only $15,488 in Houston, about 10
percentage points below the national average.

Another indication of success is the subdivision activity
in the City of Houston and its extraterritorial jurisdictional
area. In 1977, there were 335 subdivision plats recorded
which included 52,892 lots or apartment dwelling units
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covering 18.21 square miles. During the first half of 1978,
this increased to 223 subdivision plats with 31,191 lots
covering 11.08 square miles of development. And the year
1979 may well set some new records in terms of subdivision
activity. There is even a sizable budget surplus each year.

In all fairness, Houston does have some problems, as has
any real city. Some view it as sprawling and ugly. There are
blighted areas. An endless row of billboards can be found on
many of the major thoroughfares, creating a hectic urban
scene. But while some observers may view Houston as a
sprawling, ugly, mixed-up city, there are numerous examples
of outstanding architecture and urban design. The downtown
area 1s very atltractive, as is Greenway Plaza, Post Oak-
Galleria, as well as many other areas. Most observers would
feel, on balance, that Houston is a successful city - a city
which, frankly, has its own form of beauty. And yet Houston
is unique among U.S. cities in that it has consistently
rejected the wisdom of experience and the accepted regu-
lator of orderly growth to become the largest city in the
nation without zoning.

L ZONING REJECTED

The citizens of the City of Houston and its professional
planners over the years have of course not been ignorant
about zoning. The subject was seriously considered in the
1920s when it was determined that it was not necessary or
desirable to impose this exercise of municipal police power
upon the citizens. Zoning was again given serious delibera-
tion in 1938 by the Houston City Planning Commission,
resulting in studies and recommendations by nationally recog-
nized planning consultants. These studies included a proposed
zoning ordinance and map as part of a recommended compre-
hensive planning program.

In addition, another zoning ordinance and map were
prepared and presented to the citizens of Houston in the form
of a "straw-vote" election in 1948. This was soundly defeated
at the polls. Again in 1962, as part of a comprehensive
planning effort, another zoning ordinance and map were
prepared and submitted to the citizens in another "staw-vote"
election. But again zoning was decisively defeated at the
polls. Thus, it is obvious that the subject of zoning has been
the target of intensive debate, study, and controversy - and
zoning, as a land use control system, has continually been
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rejected by Houston's citizens through the democratic
process.

Growth without zoning?

The question continually raised by knowledgeable people
both in the planning profession and otherwise is: How has
Houston been so successful in the past and how can its future
growth be guided without the use of a zoning ordinance? This
is sincerely asked because it is felt that a city without zoning
must indeed be a place of chaos with unlimited problems.
Indeed, it is no exaggeration to say that this view would
garner almost universal acceptance. There are, nevertheless,
strong reasons for questioning it.

Market order

The first thing which must be realized is that the market is
not merely a set of random, irrational, haphazard occur-
rences. Although it may appear this way to those not
accustomed to seeing the core of rationality amidst the
seeming chaos, every action undertaken by business on the
market is subject to the test of profit and loss: it is
rewarded if in accord with the wishes of consumers and
penalized if not.

The "carrot and stick" applies to all business decisions;
with regard to the choice of geographical location, this
phenomena in Houston has tended to create a reasonably well-
ordered pattern. Because of private "marketplace zoning,"
we find no filling stations at the end of cul-de-sacs; ship
channel industries are, naturally, located along the Ship
Channel, and so on. There is a certain order in the free
market as it determines the land use patterns of the city.
The fast growth of Houston has permitted quick adjustment
of the land use situation to meet market needs, and has
permitted speedy readjustments to the land use pattern.

Without zoning Houston has experienced the develop-
ment of industrial facilities throughout the community in
those areas where the accessibility needs of the particular
industry can best be met. Manufacturing has not been con-
strained and restricted to a few massive industrial areas
designated on some master plan and implemented through a
zoning ordinance. Many of Housten's suburban areas, which
under a zoning ordinance could have been kept free of
commercial development, have experienced the development
of attractive industries and industrial park-type subdivisions
which provide job opportunities closer to home.
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Mixed land use patterns

Another of the difficulties with orthodox planning is that it
has tended to forbid the juxtaposition of different kinds of
land uses. But the Houston experience has shown that the
benefits of diversity outweigh those of uniformity.

In older segments of the city, for example, the land use
pattern is predominantly single family, with low- to moderate-
income housing placed rather closely together. While along
major thoroughfares there may be active non-residential
commercial developments, many quiet residential neighbor-
hoods can be found which also contain small grocery stores,
bars, laundries, and other types of service businesses. These
exist only because they are conveniently located to serve a
population of general low mobility. Industrial areas may also
be found close to older residential areas. While some of
these industries may create some pollution within the adja-
cent residential areas, most do not have a deteriorating
effect and, in fact, provide job opportunities for low- to
moderate-income groups conveniently located near their
homes.

The mixed land use pattern that is found in some
sections of the city should, therefore, not be viewed as all bad.
In a lower income area, the avallability of car-repair
services, eating establishments, bars, and such service outlets
makes for an "attractive" neighborhood in the sense of
convenience for a group that has a low mobility. The ability
to establish a business in one's garage or home contributes to
easy entry of individuals into the economic system. Many a
small business has been started in a home or garage.

Similar results

One paradox is that oftentimes identical land use configu-
rations will result from zoning and non-zoning.

As a tool, zoning is limited in what it can do. As one
planning director stated: "In Houston you can have a filling
station, a home, an apartment building, and a vacant lot on
four corners of an intersection; and in Los Angeles you can
have a filling station, a home, an apartment building, and a
vacant lot on four corners of an intersection.”

Many of the busy thoroughfares in Houston are lined °

with automobile-oriented retail and service business estab-
lishments similar to what many other cities have permitted
through long-term administration of zoning ordinances. While
most professional city planners deplore strip commercial
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development, it must be recognized that this provides many
important and necessary.services in a location most con-
venient to the general public and particularly to the majority
of the population of the city which is highly mobile. More-
over, the areas behind the commercial strip developments
have remained quiet and relatively stable residential areas.

IIl. ANTI-ZONING THEMES

Three-fourths of the built-up area of Greater Houston has
come into existence since the end of World War II. This
growth has occurred principally in large scale tract develop-
ments, and is composed of the typical free-standing home on
a lot designed for single family occupancy and ownership.
Since land developers and home buyers knew that public
control of land use was not available in Houston, those who
desired the protection usually provided in a zoning ordinance,
turned to private deed restrictions. The developers, in order
to maximize their commercial property returns, concentrated
their shopping centers and reserved the residential areas for
single family use. It is, therefore, not surprising that vast
areas of Houston resemble the typical suburban development
found in most U.3. cities following the end of World War I

Zoning is more expensive

In cases where the same results ensue, non-zoning is to be
preferred - if only because it is enmeshed in less red tape,
and, consequently, cheaper to operate. Apartment develop-
ment in Houston bears this out.

Since the early 1960s apartment housing has constituted
a high percentage of the total dwelling units being con-
structed. These projects are typically the garden type, from
one to three stories with a density range from twenty to
thirty dwelling units per acre. Without the restrictions of
zoning, sizable vacant tracts have been quickly and appropri-
ately developed intc apartment projects to satisfy this ex-
panding market. Houston contains several high-rise, multi-
story apartment buildings, but these developments continue
to be unique; they are designed to serve only a small segment
of the very high-income apartment market. In other cities,
such vacant tracts might have been rezoned for apartment
uses, but only after lengthy and bitter fights. The resultant
delay would have frustrated the development of needed
dwelling space and increased the cost of this type of housing.
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The construction history of townhouses, cluster housing,
and planned unit developments also illustrates the greater
flexibility possible without zoning. Along with the mush-
rooming growth of garden-type apartments throughout the
city have come other types of housing development designed
for single family occupancy and ownership. Offering advan-
tages over the typical single family house and lot combi-
nation and apartment style living accommodations, these
types of developments are found in all parts of the city.
They more efficiently use the land which, even in Housten, is
becoming an increasingly expensive commedity. Without
zoning, Houston has seen innovations and new approaches to
housing development which would have been impossible, or at
least many years in coming, under the application of tradi-
tional zoning procedures. It is no accident that Houston
continues to be recognized for maintaining comparatively
low-cost and high-quality housing of all types available in the
housing market.

Complexity

Then, there is the sheer complexity of zoning. Although in
many places this exercise of the policy power began simply
and modestly, it has become enmeshed in reams of bureau-
cratic red tape.

Simply stated, zoning is the division of a city into
separate districts with uniform regulations applying to the
land use and buildings within each. Typically, the city is
divided into single family, multi family, commercial, and
industrial districts. However, some of the more complex
zoning ordinances have forty or more different types of
districts with very intricate regulations. Accerding to the
complaint of one city planner, only the city attorney and he
understood the zoning ordinance. This is not surprising. For
zoning has become complex, confusing, and often unrelated
to any betterment of the city. It has been under attack by
many. The original objective, to create a well-ordered city
with everything in its place, has not always been achieved.
Zoning, per se, does not create the good city.

Racial tensions

Freed from the possible restraints of "large-lot zoning,"
Houston's low-income and minority groups have been able to
move into all types of urban and suburban developments,
limited only by their ability to afford the housing they desire.
There is no doubt that the accessibility to all types of
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housing throughout the community by low-income and
minority groups has been facilitated by the city's lack of
zoning. While the City of Houston is not without its "ghetto"
areas, their extent is relatively small. These groups may well
have been considerably. more over-crowded had "large-lot
zoning" and "anti-apartment zoning" been established and
administered by the city.

I, PLANNING WITHOUT ZONING

Most people believe that city planning cannot exist without
zoning., But the history of city planning in Houston provides a
strong counter example.

While zoning legislation has been consistently rejected
by Houston citizens, there has been significant and continu-
ous support Ifor planning for the future of the City of
Houston. Houston was founded as a bold real estate venture
by John and Augustus Allen in 1836. The Allen brothers laid
out the city with wide thoroughfares and provided spaces for
various public facilities at the head of navigation on Buffalo
Bayou. Heuston was a planned city in the beginning, and the
continuing concern of the people for its future expressed
itself in a subsequent master plan prepared by the eminent
Boston planner Arthur C. Comey, in 1913. Many of the
principal features of Comey's 1913 plan are reflected in the
subsequent development of the city, particularly the concept
of parkways along Buffale, White Oak and Brays Bayous.
During the 1920s, another master plan of the city was
prepared by the firm of Hare & Hare Planning Consultants
from Kansas City. This was quite comprehensive and
included plans for the development of the city's Civic Center,
and for several major thoroughfares.

In 1940, a new City Planning Commission was created
along with a City Planning Department to act as the profes-
sional staff of the Commission. The city, operating with its
first full-time professicnal planning director and staff, took
responsibility for major thoroughfares, freeways, parks, rec-
reational spaces, and other community facilities.  This
formed the basis of the planning work necessary to guide the
growth and development of the city which was to come in the
post-World War II years. The program of the Houston City
Planning Department has always been strongly oriented
toward the control of new land subdivisions within the city as
well as the area five miles beyond the city limits.

Besides comprehensive general planning activities,
there are a number of functional programs. The traditional
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planner might view these as fragmented, for they are not all
undertaken within the City Planning Department. But such
functional planning does contribute to the well-being of the

city. Moreover, the Community Development Division of the -

Office of the Mayor, assisted by the Planning Department,
provides numerous studies for the older areas of the city. A
number of plans have also been prepared which look to the
orderly improvement of the neighborhoods.

Houston planning efforts on the macro scale

For the gross city pattern and metropolitan scale, the City of
Houston is planning for its continued growth and redevelop-
ment in the following ways:

a) Major thoroughfare and freeway plan
For the 2,000 square mile jurisdictional area, the City
Planning Commission has organized a system of major
thoroughfares and freeways to give adeguate auto-
mobile circulation for the present and future. This plan
is implemented through subdivision controls and capital
improvement expenditures,

b)  General Study Plan for 1990

While labeled as a "Plan," this document is in reality a,

graphic illustration of generalized Jand use and planning
forecasts to the year 1990. It is designed to be of
interest to ithose who plan private development and
redevelopment projects, to show the potentials for
urbanization throughout this area, and to illustrate
some specific planning concepts which may or may not
be feasible. The study generates public interest in the
overall planning processes and in the issues which must
be faced in the future.

c}  Capital improvements
With Houston containing over three-fourths of the
metiropolitan population, it has had the financial
capacity and leadership to undertake major regional
projects to ensure the development and distribution of
an adequate water supply, drainage system, large-scale
wastewater treatment facilities, airports, regional-
sized parks and recreational areas, branch libraries,
police and fire stations, and other facilities to meet the
ever-growing needs of the people. The City Planning
Department contributes substantial information toward
the formulation of capital improvement programs
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designed to meet these regional and metropolitan
needs.

Urban data

While the activities mentioned above are mostly public
in nature, the City Planning Department makes avail-
able various statistical data and general information to
the private sector which are used as a basis for decision
making by the homeowner, the housing and commercial
developer, and major industrial concerns.

Jurisdiction survelllance

Because of the configuration of the city limits, the
extraterritorial jurisdiction of the City of Houston as
defined by state law covers the unincorporated terri-
tory five miles beyond the city limits - or an area of
almost 2,000 square miles. The City Planning Depart-
ment maintains a constant overview of development
activity and factors which affect demographic and
socio-economic conditions within the area. All applica-
tions for the creation of new political subdivisions or
additions thereto are reviewed. Recommendations are
regularly formulated to implement the city's continuing
annexation policy.

Houston planning efforts on the micro scale

The above has briefly explained the activities of the Houston
City Planning program as it relates to planning on a large
metropolitan scale. On the parcel-by-parcel, block-by-block,
or micro-scale, the following steps are being taken:

a)

Subdivision control

The policies of the City Planning Commission have
secured an adequate street system and subdivision lay-
out within the city's 509 square miles and in the
urisdictional area of some 2,000 square miles. These
subdivision control policies, carried out since 1940,
assure not only a good basic layout, but provide for set
back of buildings and minimurm lot size. Three-fourths
of the built-up areas of Houston have been built under
subdivision control, the importance of which cannot be
underestimated. While the city does not have zoning, it
has many police power regulations which contribute to
its proper growth and development. Zoning is the
exercise of a city's police power regulations by dis-
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b)

d}

tricts. Butl police power regulations can also be applied
on a city-wide basis for a given use or situation.

Private street ordinance

All apartment developments with buildings extending
more than 300 feet from a public street are reviewed
by the City Planning Commission. In effect, the
subdivision controls are extended to major apartment
developments and an internal private street system is
assured for good development. There is alse a fence
ordinance in which junk yards are required to be
blocked off to help reduce their unsightly appearance.

Offf-street parking ordinance

This requires that residential developments provide off-
street parking spaces meeting adopted design standards
with the number of spaces varying according to the
number of bedrooms. Several years ago, before the
apartment boom got underway, the City of Houston
established off-street parking requirements for apart-
ments on a one space per apartment hasis. More
recently, this was increased to two parking spaces for a
three-bedroom unit and to one and one-third spaces for
an efficiency apartment. These requirements far ex-
ceed those of many cities.

Capital improvement program

In a fast-growing area with limited capital funds, the
control of capital improvements is an important city
planning tool. Park and recreation improvements,
street and sewer improvements, etc., can be coordi-
nated with the timing of private developments and can
be used as an effective tool in up-grading the older
areas. The provision of vest pocket parks and streets,
drainage, and sewer improvements in the older areas
also makes major contributions o better living for low-
income people.

New approaches

The City Planning Commission, while pleased and proud
of the Houston city planring program, is continually
hard at work trying to make improvements. It is hoped
that as the city planning program of Houston further
develops, assisted by federal aids such as community
development demenstration and research grants, that
new approaches to land use controls and measures of
"goodness” of a given pattern can be found. Houston's
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city planning program is attempting to better relate the
physical goals of planning, such as order and beauty,
with the social and economic goals of greater freedom
of chojice for all, closer home to work relationships,
etc. The plan is always developing; it is never static.

City planning as forecasting

Theoretically, city planning seeks to determine municipal
goals and objectives. Based on a study of its past, present,
and future trends, it proposes meaningful and feasible courses
of action. But too often city planners approach their task
from a utopian viewpoint that results in a plan more con-
toured to daydreams than honest recognition of the demo-
cratic context of the U.S. city. It is important that the city
planner and official fully appreciate that they do not have
complete autocratic control of the shape and destination of
the urban environment. It is Important for them to
remember that the well-ordered city consists of more than a
uniform, sterile, segregated land use pattern. The city’s job
opportunities, the availability of public facilities and service,
the freedom of choice for all, are also hallmarks of the "good
city." Too often planners have attempted to create a land
use pattern which from their middle class value system might
be termed "well ordered" and "good,"” but which has frustra-
ted the achievement of other social and economic goals of
equal, if not greatert, impottance.

Rather than proposing a rigid plan enforced by a rigid
land use control system, the planner can gain more by
forecasting the future of his urban area and preparing plans
for public facilities and services to meet changes. He can
also provide suggestions and even persuasion for the private
sector to conform to the forecast if desirable, or to alter the
forecast.

In Houston, the effort has been to forecast the growth
patterns in order that the city government may supply the
necessary municipal facilities and services at the right time,
at the right size, and at the right place. This form of a land
use management is based on a philosophy of cooperating
with private developers, as they contribute to the growth and
development of the city. Local government has accepted the
responsibility to meet the municipal service and facility
needs of its people. Timely information has also been
supplied about the future of city growth patterns so that
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individuals, and other governmental agencies could make
better decisions.

The success of Houston is based in part on cooperative
municipal government working with all interests in the city,
imposing minimal regulations and making only prudent expen-
ditures.

Private deed restrictions

Another aspect of government activity is the cooperative
effort of the City in helping private landowners enforce their
deed restrictions. Historically, Houston, a city without
zoning, has tended to rely on private deed restrictions,
particularly in the new residential developments following
World War II. In 1965, following the defeat of zoning in 1962,
the people of Houston secured a State Enabling Act to permit
the city to participate in the enforcement of deed restric-
tions. The city's participation has been helpful. Often times,
merely calling on a persen attempting to use his property in
violation of the deed restrictions has been sufficient to stop
such behavior.

While the City of Houston and its people have failed to
embrace zoning over the years, they certainly have embraced
the system of deed restrictions warmly. For those who
believe tight land use control is desirable, the private deed
restriction has provided the answer. Restrictive covenants
have been a viable tool in private land use control, but this is
not to say that this tool has been a perfect one. While many
deed restrictions have provided for automatic renewal and
while many have been reinstated by securing 100G per cent
approval of the affected property owners, there are others
which have expired or not been renewed. Some have failed
because they have not been kept in full force. Presently, it is
not known exactly how much of the city is covered by deed
restrictions. However, it is estimated that about two-thirds
of the city is covered by some 16,000 such covenants. It has
been noted that the physical appearance and land use pattern
of the City of Houston is similar to other large U.S. cities
and deed restrictions have, of course, assisted materially in
creating the general land use uniformity so noticeable in the
suburban areas. Since 1965, the City of Houston, pursuant to
laws enacted by the Texas Legislature, has been given an
opportunity to assist individual property owners in their
efforts to protect the validity of their particular deed
restrictions and prevent their violation in the area of land
use. Only by a most exhaustive research effort, however,
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could one state that Houston's approach to land use control
through participation in the enforcement of private deed
restrictions does not reasonably compare with the zoning
approach of other cities. In fact, the deed restriction
approach in practice may well be superier to zoning as
actually practiced by most cities. Too often zoning is
referred to in its idealized form and the practical realities
are ignored. But zoning in practice is also far from a perfect
tool. Certainly the private deed restriction approach of
Houston is worthy of careful study and long-term evaluation
as a democratic land use guidance system more attuned to
the dynamics of the ever-changing urban community.

Although the City Planning Department does not have
direct control over the establishment and enforcement of
private deed restrictions, they are certainly consulted by the
developers, and the Department works closely with some 150
civic clubs and associations throughout the Houston area.
Indeed, the absence of zoning with its consequent reliance on
deed restrictions has brought many neighborhoods together in
formal civic associations to work for the continuance of their
deed restrictions and for the improvement of the neighbor-
hood.

IV. SUMMARY AND CONCLUSIONS

While this paper is not a final nor definitive statement, it is
hoped that it has brought a clear understanding of the
Houston city planning program and what it has accomplished
and hopes to accomplish without zoning. The following
summarizes and suggests conclusions:

A. Twice the voters of Houston have decisively turned
down zoning legislation. Planners and city officials
have, therefore, implemented programs which did not
include zoning.

B.  Houston's land use pattern on the whole is not greatly
different than that {from other U.5. cities.
Certainly there are land use problems, but similar
difficulties can be found elsewhere.

C. Houston has grown and developed largely after World
War TI. This has meant that it has developed with
higher standards and levels of affluency than existed in
older cities. Consequently, many of the land use abuses
which zoning was designed to correct are not prevalent
nor pronounced in Houston.

57

Copyright the Fraser Institute
www.fraserinstitute.org




Zoning: Its Costs and Relevance for the 1980s

D.

The mixed land use pattern in low-income areas where
deed restrictions have expired or were never instituted
is not an evil or bad condition. On the contrary, it may
well provide convenience to work places, shopping
facilities, and social activity centers for people who are
relatively immobile.

The rapid growth of Houston has challenged private
enterprise to adapt to change and meet new market
demands. The city, by anticipating changes, has been
able to adapt streets, utilities, and other public facili-
ties and service systems to meet the changes. Indeed,
we might suggest that city-wide dynamism, low
employment rates, and other favorable factors prevail
in Houston because the private investor has been
unhampered by cumbersome zoning requirements.

The lack of zoning in Houston may loom gloomingly
large in the minds of many professional planners as a
major deficiency, even a disaster. However, before
Houston and its non-zoned city planning is condemned,
it is well to appraise the city as it really exists:
with ample job opportunities for all; featuring a fresh
and dynamic, forward-looking character, akin to a
frontier boom town, but enjoying the freedom to create
new approaches; a good city to be enjoyed by all. Has
the absence of zoning hurt Houston or any of its
people? It would be difficult to conclude that planning
without zoning has nol worked reasonably well to date.
And with local determination to find new answers to
every pressing problem, the future of Houston without
traditional zoning looks bright indeed.
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The Evidence on Zoning:
A Ganadian Example

59

Copyright the Fraser Institute
www.fraserinstitute.org




Copyright the Fraser Institute
www.fraserinstitute.org



CHAPTER FIVE

The Evidence on Zoning:
A Ganadian Example

In this chapter, additional empirical evidence is presented to
aid in the assessment of zoning. The studies discussed here
are Canadian in origin, taking their data from observations in
the City of Vancouver. I[n contrast to the U.S, studies, these
seek to isolate the effect of zoning by examining certain
examples of rezoning in an urban area.

L INTRODUCTION: BACKGROUND, RATIONALE,
AND PURPOSE

Rezoning land in urban areas is becoming increasingly con-
tentious. On the one hand, citizens dislike the windfall profits
that landowners reap from rezoning, and, on the other hand,
neighbors of rezoned properties talk of declining propetty
values and decay. It is sometimes seen as an open invitation
to speculators and the beginning of the end for a stable single
family neighborhood. Rezoning is simultaneously viewed as
an act creating value on subject properties and taking it away
from adjacent holdings. Remedies proposed include mora-
toria on rezoning and taxing away the resulting increment in
land values (the se-called unearned increment).
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Because emotion runs high in such localized questions,
it is often difficult to separate the real effects of rezoning
from those imagined, perceived, feared, or desired. This
chapter addresses a number of facets of rezoning and its
impact on land values using empirical evidence drawn from
registered real property transactiens in the City of
Vancouver.

Two quite different studies will be reviewed here. The
first deals with a survey of 529 properties that were traded
during the 1966-1972 period, 267 of which were in areas
where zoning was unchanged and, therefore, provide a control
group. Nine different types of rezoning were considered and
their impacts on land values observed.

The second study focuses on a specific area of Van-
couver known as Kerrisdale, a stable middle and upper middle
income single family neighborhood. In the heart of Kerris-
dale lies a thriving commercial area around which can be
found a layer of medium density apartments. In 1961 this
zone was extended into the surrounding single family dwelling
area. A total of 748 transactions were recorded in the
rezoned and surrounding single family areas, as well as in
four control districts in Kerrisdale. These sales provide
insight into the pattern of changes in property values both
spatially (e.g., proximity to the affected vicinity) and over
time. The transactions span the years from 1955 to 1966 and
s0 provide a long enough time period to see the impact of the
rezoning and of the expectations prior to the rezoning.

II. REZONING IN VANCQUVER, 1966-1972:
AN OVERVIEW

Purpose of the study

There was growing concern about windfall gains realized by
property owners as the result of rezoning land to a higher
use. This led the Finance Committee of the Vancouver City
Council to ask the Director of Finance to explore the likely
effects of an "added value" tax on windfall gain resulting
from such a policy. Accordingly, in the summer of 1974, Mr.
Kenneth Tunnicliffe undertook this study. The general propo-
sition addressed by Tunnicliffe, and the proposition of central
concern to the City of Vancouver, was the following:

Since the power to rezone is at the discretion of
the Vancouver City Council, any increase in
property value that results from a decision to
rezone should accrue to the City.t
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This proposition implies two things, which were the
focus of Tunnicliffe's work:

L. that rezonings do in fact have an influence on property
values; and
2. that the city is justified in its claim to any increased

values that have resulted from rezoning decisions.

Clearly, for the City of Vancouver to be able to tax the
so-called "unearned increment" (or added value in the
Finance Committee's terms), such an increment must be
shown to exist. This was Tunnicliffe's first objective and the
one of interest to the present study. His secondary objective
of delimiting the bounds within which the City of Vancouver
could levy such a tax is beyond the scope of the inguiry here.

Structure and methodology

In theory, and under appropriate assumptions concerning
supply and demand, rezoning can lead to significant increases
in the value of real property, and more specifically in land
values. The question then becomes an empirical one. To
study the impact of rezoning on real property values, the
1966-1972 period was chosen because of the existence of a
consistent data base (beginning in 1966) available from the
City of Vancouver assessment rolls, which record all trans-
actions as well as the assessed values of land and improve-
ments. Since the study was conducted during the calendar
year 1974 - and there exists a two-year lag in assessments -
1972 provided the most recent terminal year.

There are over 100,000 properties in the City of Van-
«couver, Of these fewer than 0.5 per cent were in areas that
were rezoned between 1966 and 1972, All affected proper-
ties were originally intended to be included in the study.
However, lack of data precluded using the entire collection.
A total of 446 properties were available representing 21
different rezoning types. Table | summarizes the sample
depicting both the pre-rezoning and post-rezoning zones.

Some caveats about the sampling procedure are in
order, The transactions in Table | are those affected by
rezoning. To explore the impact, the study had to develop a
sample of non-rezoned properties to serve as a control group.
This was done using information from the City of Vancouver
Assessment Office in areas that were similar to the rezoned
areas before rezoning, but were not subsequently changed.
Assessment records spanning the period 1965-1974 were
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sampled. This began with 1965 because it was the earliest
year that would provide a consistent method of assessment
through 1974, when the study was being conducted. Two
periods, therefore, were of interest: 1966-1972 for rezoning;
and 1965-1974 for assessment records. This reflects the fact
that the 1972 rezonings would not appear on assessments
until 1974 since there was a two-year lag between assess-
ments and market observations (e.g., 1967 transactions would
be reflected in 1969 assessments, and so on). Thus, to look at
the impact of rezoning activity in the City of Vancouver
during the period 1966-1972, assessment records from the
period 1965 through 1974 were used to give before and after
views of property values and to present a long enough time
period to assemble statistically significant numbers of affec-
ted and control group properties.

Table 1
MATRIX OF INITIAL PRE- AND POST-REZONING TYPES

Post-Rezoning
RS-1 RS-2 RM-3 c-2 CRM-2 M-1 Al-2 CD-1
Pre- RS5-1 87 1 15 42
Rezoning [ ps.g “ 1
RT-2 40 18
RM-3 13 g 7
c-1 2 1 kd 4 1
M-1 49 31 107 2
RS1 Residential, low density C-2 Strip street conmercial
RS2 Residential, medium density, single family CRM-2  Mixed cemmercial and  multi-
RT-2 Duplex residential and semi-detached family residential
RAt-3 Residentfal, medium density, multi-family M-1 Industrial, light
C-1 Neighborhoed commercial M-2 Industrial, heavy
Cb-1 Comprehensive

Source: K.W. Tunnicliffe, p.53.

The resulting total of 446 transactions presented in
Table | did not have sufficient numbers of properties in some
of the cells to allow any statistically meaningful analysis.
The sample was, therefore, revised to eliminate types of
rezonings with very few observations such as C-1 to CD-1.
Other observations were also deleted where properties were
replotted. The resulting sample appears in Table 2 and
consists of 267 observations. An additional 262 control group
observations were selected resulting in a total sample of 529
properties.
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Table 2
REVISED MATRIX OF PRE- AND POST-REZONING TYPES*

Post-Rezoning

BS-IF | RS2 RM-3 C-2 CaRM-z | ¢b-1
Pre- RS-1 % 8 10
Rezening RT-2 1 3
RM-3 0
M-1 26 17 23

* ESee Table 1 for definitions.

Source: K.W. Tunnicliffe, p. 61.

Organizing these observations by type of rezoning led
to the creation of Tahle 3 which sets out the distribution of

the 529 properties.

Table 3
REZONINGS BY TYPE*

Type Rezoning N¢. Rezoned Control Total
1 RS-l to RS-2* 86 86 172
2 RS-1 to C-2 [ ] 12
3 R5-1 to CD-1 10 10 20
4 RT-2 to RM-3 11 13 24
5 RT-2 1o C-2 ] 10 13
[ RM-3 to C-2 10 5 15
7 M-1 to RS-1 26 27 53,
8 M-1to C-2 17 15 3z
9 M-1 to CRM~2 93 20 183

*  See Table 1 for definitions.
Source: K.W. Tunnicliffe, p. 64.

One last caveat needs to be discussed. The assessed
values of the 529 observations are supplied by the City of
Vancouver Assessment Office. Accordingly, it is necessary
to test the reliability of these assessed values against market
observations. Of the total of 529 properties, 118 had been
traded at arms-length during the 1965-1972 period (e.g.,
roughly 22 per cent). These recorded transactions provide
the basis for testing. To do this, simple statistical techniques
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were used. It was found that the correlation between market
values and assessed values was very close to 1.0, implying
almost a perfect fit. Thus, the use of assessment records
appeared to be well founded.

Findings

Having established the reliability of the assessment informa-
tion, it was possible to perform a number of tests to deter-
mine: (1} if rezoning did in fact have a significant effect on
property values; (2) what were the likely magnitudes of these
effects?

Using simple regression analysis, it was relatively easy
to demonstrate that the rezoned properties changed in value
over the 1965-1974 period at substantially different rates
from the properties of similar type in the control groups.
However, this test merely looked at the overall effect of
rezoning. This masks the effects of different types of the
phenomena. Accordingly, the properties were broken into the
nine classes of rezoning which appear in Table 3, and the
changes in values were compared within each. This allowed a
finer focus on the effect of rezoning by type. Tables & and 5
set out the relative importance of zoning on changes in

" property values. Table 4 separates the effect of rezoning
from other factors affecting properties during the 1965-1974
period.

Table &
RELATIVE IMPORTANCE OF REZONING BY TYPE,
19651974
(1) (2} (3}
Type Est. Coefficient Est. Coefficient %
Control Zoning (3)=(2)/(1)
1 2.7130 0.1017 3.75
2 2.8296 1.8093 63.94
3 2.8667 2.8266 98.60
4 2,4250 3.9299 162.06
5 3.1723 1.7758 55.98
6 5.1722 -2.2511 -43.52t
7 2.9045 3.3469 115.23
g 2,5271 0,2228 8.82
2 2.624%8 1.7993 68,55

Source: K.W. Tumnicliffe, p. 66.

. Editor's Note:  This is a correction of a typographical error in the source.
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Column 3 calculates the relative effect. Entries in
Column 3 close to 100.00 imply that zoning and other factors
weighed equally in affecting property values. Values close 1o
0.00 imply that zoning was overshadowed by other factors
affecting property markets in general. Values over 100.00
connote greater importance of rezoning compared with other
factors. Thus, Type 1 rezoning (from RS-1 to RS-2) resulted
in relatively insignificant changes in property values, espe-
cially when compared with general market factors. This is
reflected in a Column 3 entry of 3.75 which is close to 0.00.
On the other hand, Type 4 rezoning (from RT-2 to RM-3)
produced a figure of 162.06, implying that zoning factors
were almost twice as important as general factors.

Another way to summarize these findings is to calcu-
late the average annual percentage increase in rezoned and
control group properties over the period 1965-1974, Table 5
presents these figures. Once again Column 3 provides a
convenient measure of the relative change in growth rates
attributable to rezoning. A number of interesting observa-
tions can be made from these data. First, not all rezonings
to supposedly higher uses led to increases in values. Type 1
rezoning led to almost no appreciable increase in value; the
same is true for Type 8 (from M-1 to C-2). Most strikingly,
Type 6 rezoning {from RM-3 to C-2) actually led to a very
significant decline in property values of roughly 7.4 per cent
per year compounded over the period.

Table 5
AVERAGE YEARLY PERCENTAGE CHANGE IN VALUE,
1965-1974
(1} (2} {3)
Type Control {%) Rezoned (%) Change (%)
(3)=(2)-{1}
1 11.7 12.1 0.4
2 12.3 18.6 6.3
3 12,4 21.3 8.9
4 10.4 22.8 12,4
5 13.7 19.4 5.7
[ 20.0 12.6 -7.4
7 12.6 22.6 10.0
8 10.9 11.9 1.0
9 11.3 18.0 6.7
Source:  K.W. Tunnicliffe, p. 67.
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The implications reached frem these findings are
important and not necessarily those that might have been
anticipated beforehand. First, locking at the overall picture
in Table 5, it was observed that rezoning did have an impact
on property values during the 1965-1974 period. Second, and
of even greater importance, when looking behind these aggre-
gate figures it was observed that the impact of rezoning
varied dramatically, depending upon the type under consider-
ation. Some changes such as from duplex (RT-2) to medium
density apartments {(RM-3} led to large increases in assessed
property values (Type 4). In contrast, rezoning properties
from medium density apartments (RM-3) to medium density
commercial (C-2) led to significant declines in property
values (Type 6). In addition, rezoning from heavy industrial
(M-1) to single detached (RS-1) (Type 7) led to increases in
property values matched only by rezoning from duplex to
medium density apartments {Type 4).

Therefore, it appears quite justifiable to warn against
generalizing about the impact of rezoning. Allowing some
supposedly higher uses (such as from RM-3 to C-2) led to
declines in property values, not increases, as one would have
expected (Type 6). Other such changes had little if any

"impact (Types | and 8). Thus, the only general statement that
can be made from these findings is avoid generalizing. It is
essential to examine each type of rezoning in its own right
before making any statements of fact about the direction and
magnitude of change.

Qualifications

As with any empirical study, the results can be only as good
as the data. But in this case, one can be relatively confident
that the assessments were reliable and useful for the
purposes. To test this more rigorously would have required
sampling transactions from the records of the Land Registry
Office (L.R.0.), an expensive and time-consuming task.
Given the high degree of correlation between the observed
transactions and the assessed values, this does not appear to
be justified, though to be absolutely sure (or as absolutely
sure as one can be with actual data) resorting to L.R.O. data
would have been preferable. Second, one might have exten-
ded the sample beyond the City of Vancouver to other
municipalities. Once again this would have been an expensive
and costly proposition and given the sponsorship by the City
of Vancouver, unwarranted. However, the study can be
replicated quite easily in other municipalities and such repli-
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cation is most desirable to test the generality of the methods
and conclusions set out above.

III. REZONING IN VANCOUVER:
THE CASE OF KERRISDALE, 1961

One of the strongest conclusions that can be drawn from the
works described above is that the specifics of each rezoning
must be studied in some depth if any understanding of the
dynamics of the changes in property values is to be gained.
With this in mind, in 1975 a study was undertaken of the
Kerrisdale area of Vancouver,t where a major rezoning from
single family detached (RS-1) to medium density apartments
(RM-3) occurred in 1961. Where the city-wide study concen-
trated on identifying whether or not rezoning affected
property values, the Kerrisdale study sought to explore the
dynamics of land value change both over time and over space.
Of interest were the timing of speculative transactions and
the spatial spread of property value effects (both positive and
negative). The details of the Kerrisdale rezoning are presen-
ted below, and the results and methods discussed in some
depth. The strengths and weaknesses of this study are also
discussed, and in a concluding section the results are
examined to determine their implications for zoning and land
use controls in the future.

Background, history, and purpose

The Kerrisdale study was more narrowly focused than the
city-wide analysis of rezoning done by Tunnicliffe. It
examined the impact of zoning on speculation and, therefore,
on neighborhood stability as well as the impact of rezoning on
adjacent properties that have not been rezoned (e.g., the
externalities argument). To examine these dimensions it was
necessary to find a sample which was fairly large in scale and
which constituted a change from a lower to a higher use.
Such uses are supposedly incompatible and, therefore, zoning
protection is presumably needed to minimize or eliminate
negative externalities.

Two cases existed for study as a result of an August,
1958 report to City Council by the Vancouver Technical
Planning Board. That report recommended that the city give

t Editor's Note: This examination was made by Goldberg and Horwood,
the authors of the present volume. What follows is the initial report of
the results uncovered in that study.
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serious consideration to decentralizing residences away from
the high density West End immediately adjacent to the
Vancouver Central Business District (CBD). Two specific
regions suggested by the report which were subsequently
rezoned were the area at East 4#3rd Avenue and Fraser Street
(an old retail area) and the Kerrisdale area at West 4lst
Avenue at Yew Street (see Map 1 of Vancouver), surrounding
the existing medium density residential zone { (RM-3 zone)
see Map 2 of Kerrisdale). Both areas received additional
study by the planning authorities in the city and were
eventually rezoned. The Fraser Street and East 43rd Avenue
change, however, never gained market acceptance as it was
not a prime residential location. As a result, even though it
was rezoned to RM-3 from RS-1, it did not develop as an
apartment zone and thus had to be eliminated from the study.

Map 1
GREATER YANCOUVER AREA

pitiiisiti
'y, KERRISDALE AREA

F AEER AAEA

But the Kerrisdale alteration did gain instant market
acceptance. Accerdingly, it provides the focus for this study.
As there is interest in both changes in real property values
over time (as a result of the anticipation of rezoning and of
rezoning itself) as well as over space (as a result of the
suppesed negative externalities that exist between apartment
and single family houses), the concern here is with the timing
of the rezoning as well as its location and geographic impact.
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Map 2
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Map 3 - KERRISDALE STUDY AREA
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Following upon the August, 1958 report of the Technical
Planning Board, further studies were conducted on Kertis-
dale. City records show that the final public hearing required
under the Vancouver Charter of Zoning By-laws was conduc-
ted on May 15, 196], and By-law #3927 was given final
approval by Council on July &, 1961, at which time the area
shown on Map 2 was rezoned from RS$-1 (single detached
housing) to RM-3 {multi-family medium density housing).

Procedures

In light of these events it was decided to break the study into
three time periods: Period 1 - from January 1, 1955 1o
November 30, 1958, when the Technical Planning Board
report was considered; Period 2 - from December 1, 1358 to
June 30, 1961, when the rezoning by-law was enacted; and
Period 3 - from July 1, 1961 to December 31, 1966. The end-
points of January 1, 1955 and December 31, 1966 were chosen
because it was possible to get consistent information from
the Vancouver City Assessor's record during this period.
However, to keep the periods roughly equal in length, trans-
actions beyond March 31, 1963 were ignored. Differences in
format both before 1955 and after 1966 made consistent data
gathering extremely difficult, and unless consistency could be
maintained, little validity could be attached to any subse-
quent findings.

It was also necessary to delimit a meaningful study area
to lock at the effects of rezoning on adjacent properties. To
do this, a series of concentric rings surrounding the existing
RM-3 zone in Kerrisdale were developed. Each ring was one-
half block in width. A total of seven such rings were
identified, the first two of which were rezoned, the remain-
ing five of which remained RS-1. Finally, a control group of
properties was needed which was similar to the rezoned area
and its adjacent rings, but which was sufficiently far away to
preclude any spillover effects of the rezoning. Four such
control groups were identified in the Kerrisdale area within a
fifteen block radius of the rezoning. These areas are all set
out on Map 3 which summarizes the foregoing discussion on
the study area.

Given the appropriate time period and geographic study
area, the final element in developing the methodology was
the determination of a suitable data source for market
transactions. Several sources were available: the L.R.O.
which records actual transaction prices for all transfers of
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property duly registered with it; Teela, a real estate market
service that gathers transaction information from the L.R.O.
on -a semi-monthly basis; and the City Assessor's records
which also show actual arms-length transactions for every
property on the assessment rolls.

As was mentioned before, using L.R.O. records is
extremely time consuming and difficult. Moreover, the
information is limited to the recorded transaction price, the
purchaser and vendor, and the legal address. The Assessor's
records, in contrast, yield information on transaction price,
lot size, assessed value of land and improvements, legal
address, and assessment roll number. They were readily
available in a consistent form over the study period as noted
previously.  Accordingly, the decision was made to use
assessment records.

Other items of information gathered were the registra-
tion of Rights to Purchase, Assignment of Rights to
Purchase, Sub-rights to Purchase, Assignment of Sub-rights
to Purchase, and sales to non-resident owners who were not
builders. These variables were used as proxies for specula-
tive activity. (Such transactions are characteristic of
investors/speculators, not residential owners.)

Table 6 sets out in summary form the numbers of
transactions and properties that appeared in the study.
Property transactions were recorded for all seven rings and
for the four control areas (e.g., a 100 per cent sample) with
one exception: no transactions were obtained for the rezoned
areas after the rezoning since the study was not concerned
with multiple family housing but only with the effects on
existing single family housing. There was a total of 979
properties in the study areas and 744 observed transactions
over the study period. In addition, 185 rights were registered
and 43 sales to non-resident owners were recorded.

Results

Tables 6 through 9 set out in summary form the principal
findings of the study. The transactions were analyzed by
location (e.g., ring location or control area as shown on Map
3), by period (e.g., before rezoning study, during study, and
after rezoning), and by size of lot (greater or less than 5,000
square feet). Properties were analyzed by lot size because
preliminary analyses showed that grouping tended to blur the
price changes, since larger lots sell for higher prices. Thus,
if one ignored lot sizes and if the proportion of larger lots
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decreased in the sample, over time one might spuriously show
declining prices when, in fact, only the proportion of large
lots were decreasing.

Table 6

SUMMARY OF PRICE CHANGES
(per cent)

Period 1 through Period 2 through Period 1 through
Period 2* Period 3 Period 3
(Jan. 1, 1955 - (Dec. 1, 1958 - (Jan. 1, 1955 -
June 30, 1961)  March 31, 1963)  March 31, 1963)

LOT SIZE LESS THAN 5000 SQ.FT.
Non-Control Group

Rezoned lots 6.8 20.8 29.0

Non-rezoned lots 23.2 -0.7 22.3

Ring | 19.9 13.7 36.2
2 1.6 23.5 25.5
3 33.4 -6.3 24.9
3 23.6 -32.4 -16.5
5 25.7 5.8 33.0
6 18.7 35.7 61.1
7 26.6 11.3 40.9

Control Group

All lots 23.5 -17.6 1.8

Ring | 20.9 -21.5 -5.2
2 - - -
3 - - -
4 28.9 -0.7 28.0

LOT SIZE GREATER THAN OR

EQUAL TO 5000 SQ.FT.

Non-Control Group

Rezoned lots -4.6 65.3 57.7

Non-rezoned lots 15.8 -10.2 4.0

Ring 1 -10.6 49.5 33.7
2 -0.5 82.9 81.9
3 13.1 -23.3 -13.3
4 4.6 -7.2 6.4
5 23.0 -20.1 -1.7
6 13.3 3.2 17.0
7 18.4 -12.1 4.1

Control Group

All lots 4.8 0.6 5.4

Ring 1 9.9 -100.0 -100.0
2 . 10.7 7.8 19.3
3 18.7 -12.7 3.6
3 -5.8 7.8 1.5

Notes: * Period 1 - January 1, 1955 to November 30, 1958
Period 2 - December 1, 1958 to June 30, 1961
Period 3 - July 1, 1961 to March 31, 1963
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For each period, the mean (average) price was calcula-
ted for all rezoned and all non-rezoned properties (Tables 7,
8, 9). In addition, mean sales prices were calculated by
location. These calculations were further broken down by lot
size. These results appear in Tables 7, 8, and 9. Table 6
presents a summary of these data by showing the percentage
change in average prices that occurred between the three

Table 7

AVERAGE PRICES BY LOT SIZE AND LOCATION
January 1, 1955 to November 30, 1958%*

Number

Mean Price of Properties Standard Deviation
&) in Sample

LOT SIZE LESS THAN 5000 SQ.FT.

Non-Control Group

Rezoned lots 9473.53 34 } 9% 2116.27

Non-rezoned lots 9884.27 62 3320.25

Ring 1 9385.00 10 1853.51
2 9510.41 24 2253.15
3 11275.00 12 2623.36
4 10415.38 13 96 4179.67
5 44y .73 19 2889.91
6 8254.54 i1 3108.97
7 10267 .86 7 3636.81

Control Group .

All lots (not rezoned) 10831.21 28 2537.21

Ring 1 10892.59 17 2500.53
2 9500.00 1 28 0.00
3 0.00 0 0.00
4 10860.00 10 2826.93

LOT SIZE GREATER THAN OR

EQUAL TO 5000 SQ.FT.

Non-Control Group

Rezoned lots 14064.70 17 } 126 3932.10

Non-rezoned lots . 13844 .04 109 3351.01

Ring 1 13642.86 7 5029.52
2 14360.00 10 3222.98
3 13842.86 14 2759.51
4 13420.00 15 } 126 3665.70
5 13536.11 18 3570.37
6 12618.52 27 2221.78
7 15130.00 35 3748.59

Control Group

All lots (not rezoned) 13525.80 31 5110.38

Ring 1 15700.00 1 0.00
2 10475.00 2 31 671.81
3 11588.46 13 1702.94
4 15466.66 15 6652.56

Note: * Period 1
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periods of study. From this table it can be seen that between
Period | and Period 2 smaller non-rezoned lots increased at
greater rates on average (23.2 per cent) than did rezoned lots
(6.8 per cent). The same pattern was apparent in larger lots:
15.8 per cent for the non-rezoned compared to -%.6 per cent
for the rezoned. Thus, anticipation of the zoning change as
evidenced by the rezoning study appears to have had little

Table 8

AVERAGE PRICES BY LOT SIZE AND LOCATION
December 1, 1958 to June 30, 1961*

Number
Mean Price of Properties Standard Deviation
()] in Sample

LOT SIZE LESS THAN 5000 SQ.FT.

Non-Control Group

Rezoned lots 10114.29 7 } 32 2888.13

Non-rezoned lots 12178.00 25 3647 .65

Ring 1 11250.00 2 1767.76
2 9660.00 5 3290.59
3 15037.50 4 3492.22
4 12875.00 4 32 3604.03
5 11875.00 g 4077 .02
6 9800.00 6 2915.47
7 13000.00 3 2605.75

Control Group

All lots (not rezoned) 13375.00 4 5186.11

Ring 1 13166 .66 3 6331.13
2 0.00 0 4 0.00
3 0.00 0 0.00
4 14000.00 ] 0.00

LOT SIZE GREATER THAN OR

EQUAL TO 5000 SQ.FT.

Non-Control Group

Rezoned lots 13416.66 12 } 65 2952.90

Non-rezoned lots 16029.24 53 4119.72

Ring 1 12200.00 5 4009.36
2 14285.71 7 1776.15
3 15655.55 9 2435.72
4 15383.33 6 65 4525 .66
5 16643.75 8 2152.46
6 14296.66 15 3246 .45
7 17916 .66 15 5653.43

Control Group

All lots (not rezoned) 14174.38 16 3567 .08

Ring 1 17250.00 2 3323.38
2 11600.00 2 16 424,23
3 13750.00 7 2523.03
4 14568 .00 5 5177.65

Note: * Period 2
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impact on average sale prices between the periods. More-
over, no evidence of registered options against property was
uncovered. Thus, there was no unequivocal indication of
speculative activity. It was impossible to rule this out
entirely, however, as there appeared to be a disproportionate
number of sales to non-residents.

Table 9

AVERAGE PRICES BY LOT SIZE AND LOCATION
July 1, 1961 to March 31, 1963*

Number .
Mean Price  of Properties  Standard Deviation
($) in Sample &)

LOT SIZE LESS THAN 5000 SQ.FT.
Non-Control Group

Rezoned lots 12217.78 9 } 30 2473.41

Non-rezoned lots 12091.66 21 4367.25

Ring 1 12786.66 3 1194.33
2 11933.33 6 2987.76
3 14087 .50 3 144241
4 8700.00 6 30 2611.51
5 12562.50 6 4491.47
6 13300.00 2 11313.70
7 14466.66 3 1750.23

Control Group

All lots (not rezoned) 11022.22 9 2159.99

Ring 1 10330.00 5 2125.91
2 11216.66 3 9 2052.03
3 0.00 0 0.00
[ 13900.00 1 0.00

LOT SIZE GREATER THAN OR

EQUAL TO 5000 SQ.FT.

Non-Control Group

Rezoned lots 22181.50 10 } 40 5708.00

Non-rezoned lots 14396.66 30 3248.33

Ring I 18238.00 5 3579.83
2 26125.00 5 4649.19
3 12000.00 1 0.00
3 14280.00 5 40 2066.57
5 13300.00 10 2639.86
6 14760.00 5 4121.64
7 15744 .44 9 3927 .50

Control Group

All lots (not rezoned) 14260.00 15 4852.61

Ring 1 0.00 0 0.00
2 12500.00 1 15 0.00
3 12010.00 5 2019.39
3 15705.55 9 5767 .82

Note: * Period 3
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Table 10
ECONOMIC INDICATORS, 1955-1963

S086T U1 L0 f 2oUDADIOY PUD $1S0 §3] :Buiuoy

$ (Units) (Per Cent)  (Per Cent)  (1951=100) (Per Cent)
Per Capita Housing Bond Mortgage GNE Unemployment
Personal Income Starts* Yields Interest Price Rate
Year Canada - B.C. Canada B.C. Federal Rates Deflator Canada B.C.
1955 1355 1671 97,38 10,848 3.45 5.87 89.7 G.b 3.8
56 1463 1774 87,309 10,468 3.94 6.24 93.0 3.4 2.8
57 1515 1841 84,875 9,702 3.80 6.85 95.0 4.6 5.0
58 1560 1811 121,695 14,953 4.62 6.79 - 96.3 7.0 8.6
59 1608 1881 105,991 11,875 5.49 6.97 98.3 6.0 6.5
1960 1656 1909 76,687 6,442 5.31 7.17 99.5 7.0 8.5
3] 1651 1898 92,741 7,760 4.95 7.00 100.0 7.1 8.5
62 1764 1975 96,598 9,665 5.12 6.97 101.4 5.9 6.6
% 63 1840 2065 120,950 12,559 5.17 6.97 103.2 5.5 6.4
($ Millions) ¥
(Thousands) (Thousands) Residential ()] ($ Millions) New NHA

Unemployment _Employment Construction** Average New Trade House Price

Year Canada B.C. Canada B.C. Canada B.C. NHA House Price Canada B.C. Canada Avg.
1955 245 18 5364 462 1397 168 12,841 13,473 1447 12,597
56 197 14 5585 489 1547 173 13,854 14,774 1640 13,548
57 278 27 5731 509 1430 174 14,278 15,423 1683 14,044
58 432 47 5706 501 1782 211 14,479 16,139 1706 14,267
59 372 36 5870 521 1752 225 14,729 17,087 1793 14,462
1960 446 48 5965 516 1456 174 14,639 17,391 1755 14,273
3] 466 49 6055 527 1467 149 14,888 17,752 1761 14,463
62 390 39 6225 551 1587 162 15,233 16,073 1604 14,684
63 374 39 6375 571 1713 208 15,682 17,137 1751 15,068

Notes: * Centers over 5,000 inhabitants Sources: 1) Housing Data, CMHC
** Includes new construction and repairs 2) Macroeconomic Data, Statistics Canada
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The situation changes considerably, however, after the
rezoning. Between Periods 2 and 3 (e.g., before and after the
rezoning), one observes that smaller rezoned properties (20.8
per cent) greatly outpaced the non-rezoned ones (-0.7 per
cent); this phenomena was again independent of lot size.
Larger lots appreciated more rapidly, however, as is to be
expected since larger land parcels entail fewer transactions
in the land assembly process. The increase in rezoned lot
prices is particularly dramatic since the non-rezoned proper-
ties were experiencing significant declines during the period
consistent with general economic recession during the early
1960s (see Table 10, which shows per capita income, housing
starts, and retail trade all remaining below their 1959 levels
until 1963).

Armed with this information one can now return to the
questions posed at the outset. First, zoning does have a
significant impact on land use and value. In the case at hand,
rezoned properties appreciated greatly in value relative to
non-rezoned properties. On average, over the study period,
rezoned properties increased in price by roughly 40 per cent
compared with the roughly 5 per cent increase recorded by
non-rezoned properties. Second, the effects were limited
spatially to rezoned areas.

It seems clear that rezoning does matter in terms of
increasing the value of the affected properties. Further-
more, the evidence shows that zoning has no appreciable
impact on the values of adjacent non-rezoned properties (the
properties in rings 3 to 7 changed in value at approximately
the same rate as did the control area properties which were
situated in Kerrisdale, a significant distance away). This
impression that rezoning does not adversely affect sur-
rounding property values is strengthened by a visual inspec-
tion of the rezoned area and the remaining single family
homes immediately adjacent to it. The following photographs
are numbered and can be identified on Map 3. Essentially,
photographs 1 and 2 give some idea about the relationship
between the rezoned area (high rise towers) and the existing
commercial area along West 41st Avenue between Yew and
Larch Streets. Photographs 3 and 4 depict the high rise and
low rise multi family housing built as a result of the rezoning.
Lastly, photographs 5 through 8 represent the remaining
single family zone and place it in its context adjacent to the
rezoned area. No blight has resulted from the rezoning, and
the area is still a solid and sought-after single family area.

&1
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41st Avenue in Kerrisdale
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In summary, rezoning has had a very significant impact
on the value of the rezoned properties. It has not, however,
adversely affected the value of the remaining neighboring
single family zone, nor has it hurt the area from an aesthetic
point of view. Turning to the speculation question, we can
see from the above that rezoned properties did increase
significantly, relative to those that were not rezoned. Specu-
lation was encouraged by the presence of the possibility of a
zoning change. Analysis of the pattern of options registered
and of sales to non-resident owners reveals that these indica-
tors of speculative activity declined with distance from the
rezoned area and were greatest in the rezoned rings, though
the data were limited, and strong conclusions cannot be
drawn on the question of speculation.

It appears, therefore, that the presence of zoning (and
more specifically the possibility of changes in zoning) created
a speculative environment within which investors/speculators
were ~encouraged to move into the area to "bet" on the
likelihood of zoning alterations. Such a finding is really not
surprising. It has been observed in foreign exchange markets
where so-called "fixed exchange rates" (e.g., tying a currency
such as the Canadian dollar to another currency such as the
pound and then using central bank reserves to maintain this
fixed rate of exchange) tended to be destabilizing. The
present system of flexible exchange rates (the so-called
floating rate) which Canada has been following since 1970
appears to have allowed the Canadian dollar to absorb
speculative and transaction demands by foreign exchange
traders. There is an analogy to a kind of "floating zone"
where speculative as well as "transactions demands" (e.g.,
user-dominated demands) for real property can be absorbed
without the rigidity of the fixed uses prescribed by zoning.

Summary of empirical findings for Vancouver

L. Zoning changes do lead to changes in real property
values; however, these changes are not always predict-
able. A number of rezonings that a priori would have
been classed as upzonings to higher uses led to a decline
in property values.

2.  Changing zoning from a lower use (RS-1) to a higher
and supposedly incompatible use (RM-3) led to increases
in relative values for rezoned properties in Kerrisdale.

3. This rezoning also promoted some speculative activity
in anticipation of the rezoning and higher real property
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values, although this finding needs further investiga-
tion.

4. An examination of house price changes in adjacent
areas and control groups showed no measurable nega-
tive external effects from the rezoning. Adjacent
areas appreciated in value at the same rates as places
farther away. A physical inspection of the area today,
some seventeen years later, shows the single family
district to be healthy and well maintained.

5. These findings are consistent with the other empirical
studies reviewed earlier in this volume and lend further
support to the rising criticism of zoning as virtually the
sole land use and development control in common use in
North America.

Some qualifications, extensions, and implications

A number of caveats should be registered. The data appear
reasonable, as Tunnicliffe established by cross-matching of
Assessor's records. Additional information would be desir-
able, however, to fully uncover the mechanism of price
change. Most importantly, more data are needed about the
houses described in the sample. Much of the variation
observed in sale prices could be the result of different
attributes of the particular houses. Dividing the transactions
into properties of less and greater than 5,000 square feet
accounts for only some of this variation. It was impossible,
however, to obtain more detailed, reliable, and relevant
information about the houses.

The study should be extended up to the present to test
for the presence of externalities in areas close to the rezoned
sectors. Also, in this vein, parallel studies should be attemp-
ted elsewhere to see if these findings are specific to the
Vancouver region with its unique topography or if they are
more broadly applicable to urban real property markets
generally.

The foregoing implies that some of the stated objec-
tives of zoning appear to be founded on improper assumptions
about real property markets. More specifically, there appear
to be only minimal (and usually unmeasurable) external
effects. The stability of neighborhoods that zoning seeks to
protect thus appears to be endangered by the rezoning that is
part and parcel of the zoning by-laws in the first place.
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Notes

1 Kenneth W. Tunnicliffe, "The Effect of Rezonings on
Property Values," p. 3.
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CHAPTER SIX

The Future and
Relevance of Zoning
- Suggested Reforms
and Alternatives

L. A LAND USE CONTROL TYPOLOGY

It is now appropriate to look beyond zoning in its narrowest
sense to land use controls more broadly conceived. The
following typology seems to be a convenient way to organize
and summarize;

Positive Negative

(zoning) | Direct

Indirect

We have been focusing our attention on only one of the
four possible boxes: negative direct control through zoning.
The ensuing discussion elaborates on this typology, by looking
at negative controls in British Columbia as an example.
Following this, we explore the idea of positive land use
controls but find that such zoning, while prevalent, is never
viewed as a control.
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The British Columbia case is typical. Under Section 92
of the British North America Act of 1867, questions relating
to real property and to municipalities are the exclusive
responsibility of the provinces. Accordingly, every province
has created cities under its mandate and has passed on to
cities the responsibility for regulating land use and urban
development. Some provinces, such as Ontario, British
Columbia, and Alberta have seen fit to create other levels of
government to control development both inside and outside
cities.

Ontario has been most aggressive in this field, creating
both a variety of regional governments and the Ontario
Municipal Board. The Ontario cabinet still reserves the right
to review a range of land use decisions, so in that province
controls range from local municipal governments up through
regional governments, the Ontario Municipal Board, and then
the provincial cabinet.

Similarly, in Alberta control derives from the Planning
Act and also from the provincial cabinet's ability to regulate

" annexation. Most decisions are delegated to municipalities

and to the regional planning districts which span roughly half
the province. Alberta has long been a leader and innovator
and has pioneered in bringing development permits from the
United Kingdom to North America.

While the ten provinces apply their mandate to adminis-
ter cities quite differently, the general characteristics of
municipal/provincial sharing of regulation of land uses are
sufficiently similar to those in British Columbia to allow us
to use it as a generic case.

1. NEGATIVE LAND USE CONTROLS
Direct land use controls

The principal means of controlling land use in British
Columbia derive from the Municipal Act. This provides for
the creation of zoning by-laws in each municipality along
with the necessary implementation procedures. The land use
contract is also specified in the act along with the rules for
its implementation. It establishes the system of regional
districts and allocates responsibilities to them. Left to the
municipalities are the administrative procedures for carrying
out the provisions of the act as well as the setting of fees,
charges, etc.

Direct control is also exercised through the Land
Commission Act which established the B.C. Land Commission
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to create agricultural reserves from. land suited to such
purposes. The Commission has the right to designate such
lands as agricultural, and is also charged with hearing
requests for removal of lands from the reserve. By directing
the use of this type of land, particularly in the Vancouver and
Victoria regions, the Land Commission Act has affected the
supply of urbanizable land and represents a significant new
kind of control.

Other forms of direct control include the Limited
Access Highways Act, wherein any land development or
rezoning by a municipality or regional district within one-hali
mile of a limited access highway must be approved in
advance by the highways department. Requiring subdivisions
to be connected to trunk sewers, given certain density and
locational conditions (basically if they are small lot sub-
divisions in urban areas) is another direct control that is
provided for under the provincial Health Act. Crown owner-
ship provides for another means of development control
which can be viewed in both modes. It is direct since the
province (or municipalities) through the ownership of land
obviously have the greatest leeway in restricting its use. It
can also be used as an indirect control when the government
chooses to influence the market through the sale, lease, or
development of its holdings. In British Columbia, the provin-
cial government is by far the largest landowner and directly
holds nearly 95 per cent of the land. This would give it great

flexibility in regulating development via the market, should it

choose to do so. A similar situation holds for the other
provinces as can be seen from Table 11.

Indirect controls

There are a large number of government policies which
fundamentally afiect urban land markets, and as an indirect
result provide policies for land use control. The relationship
between transportation accessibility and land value is well
known. Eased access to an area will have the effect of
raising land values, all other things remaining constant, for it
provides the site with a wider potential market and makes it
more attractive. This shows itself in increased land values.
Similar influences can be exerted by government through the
location of sewer and water trunks, schools, parks, hydro
facilities, and, in general, through the provision of amenitiesin
a neighborhood. The provincial and local governments have
a large number of tools at their disposal to affectuate
policies such as those outlined above. Such programs do
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TOTAL AREA CLASSIFIED BY TENURE, 1976 (km

Table 11

)

Item

Federal Crown lands other than
national parks, Indian reserves,
and forest experiment stations

National parks
Indian Reserves

Federal forest experiment
stations

Privately owned Jand or land in
process of alienation from
the Crown

Provincial or territorial area
other than provincial parks
and provincial forests®

Provincial parks
Provincial forests
Total area

Per centage of total area
that is privately owned

Province or Territory

NWT

NFLD PEI NS NB QUE ONT MAN  SASK  ALTA BC YT CANADA
440 16 181 1,489 1,295 1,158 259 5,452 2,896° 904 513,193 3,340,849 3,868,132
2,339 21 1,331 433 790 1,922 2,978 3,875 54,084 4,690 22,015 35,690 130,168
- 8 114 168 4,077 6,703 2,383 5,688 6,566 3,390 5 135 29,237
- - - 91 28 103 - 155 - - - 377°

138,008

17,788 4,944 37,438 39,75 112,664 119,023 247,662 181,925 55,040 168 72 795,800°

382,842 435 2,652 28,495 1,210,799 891,261 482,204° 34,758 63,525 539,230 943 2,937 3,621,560
805 31 109 215 194,249 48,412 10,230 4,944 7,700 41,629 - - 308,187
303 202 13,665 2,792 16,778 - 14,025 349,521 344,334° 303,663 - - 1,084,669

404,517 5,657 55,490 73,437 1,540,680 1,068,582 650,087 651,900 661,185 948,596 536,324 3,379,683 9,976,138

4.4%  87.4% 67.5% 54.1% 7.3% 11.1%  21.2%  38.0% 27.5%  5.8% 0.03% 0.002% 8.0%

Notes: 1.

2. Includes increase awarded by the James Bay Agreement.
3. Includes freshwater area.
4. Includes only those provincial lands held under Crown Lands Act, of which 7,280 km are under lease.
5. Excludes Department of National Defence agreement areas.
6. Excludesarea for Manitoba(federal forest experimentstations are combined withprivately owned land or land in process of alienation from the Crown, for that province).
7. Includes lands held by the federal government under agreement with Alberta (one national defence area and one agriculture experiment station).

8. Includes Department of National Defence agreement area.

Source:

Canada Year Book 1978-79, Statistics Canada

Includes Gatineau Park (356.1 km ) and Quebec Battlefields Park (0.93 km ) which are under federal jurisdiction but are not technically national parks.

tEditor's Note: This figure represents the total land in Manitoba in federal forest experiment stations and privately owned land in process of alienation from

the Crown.
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influence the relative attractiveness of sites served by them
and thus can act as a stimulant to private investment in these
areas, or can act to change the kind of investment that the
private sector is making in the area (from industrial to
residential/commercial as is likely to be the case in False
Creek, Vancouver; in the St. Lawrence Market area of
Toronto; and in Palmer Square, Calgary).

Just as governments can positively affect land markets,
so can they act as a deterrent to investment. As a general
rule, government policies that lower returns to developers
will discourage urban investment. Thus, removing the tax
shelter provisions in the federal Income Tax Act did have a
noticeable impact on returns and, therefore, on the attrac-
tiveness of real estate as an investment. A similar example
is provided by the Landiord and Tenant Act which has
imposed rent control on residential rental properties. The
rigidity of such controls has lowered the return to developers
during a period of rapid inflation and thus, discouraged
investors from this kind of accommodation.

1l. POSITIVE CONTROLS
Direct positive controls are impractical

It is not feasible to require landowners to build on vacant
land. As was seen in the case of the area near East 43rd
Avenue and Fraser Street, rezoning to a higher density does
not necessarily encourage development. Thus, direct positive
controls, short of ordering landowners to develop land with
specific types of structures, is not possible in the private
market. It is entirely possible, however, for the government
to "positively" control development through the direct place- -
ment of desired structures such as public buildings, offices,
parks, etc. More generally though, public sector investment
will work as an indirect "control" (inducement).

Indirect controls can be a positive influence

These are exercised by the authorities every time they make a
decision to provide infrastructure and amenities. In the case
of Houston, while governments did not control land use
through zoning, the patterns of land use were certainly
influenced by the placement of sewers, water mains, and
most importantly, freeways and major arterial streets and
car parks. In a completely analogous manner, the location of
community centers, swimming pools, skating rinks, parks, and
other amenity packages provides significant inducement to
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help create the kinds of urban development deemed socially
desirable. Rail relocation schemes in Ottawa and Saskatoon
also do a great deal to change the environment in directions
favored by the planning authorities.  Such positive but
indirect "controls" should be given prominent attention for
guiding urban development as they allow for significant
flexibility and responsiveness.

IV. SUGGESTED ALTERNATIVES: LOOKING FOR
OTHER APPROACHES TO CONTROL LAND USE

Two extreme positions exist from which we can search for
alternatives: no zoning or land use controls at all, or total
predetermined and immutable delineation of land uses. In
other words, the whole idea behind zoning is inappropriate
and deserves to be chucked out, or the idea was sound but we
failed to apply it rigorously enough.

As with most real world policy issues, the search should
perhaps be confined to the area lying within these extreme
points. As a general rule, movements toward the non-zoning
extreme are in our opinion desirable. The exact nature and
extent of this movement from our present position needs to
be firmly rooted in local values, perceptions, and conditions.
The. land use contract system used in British Columbia until
1977 is an interesting example of an essentially "non-zoning
state" which retains control of land use and the fiscal and
environmental impacts of urban development. (That system
has been replaced by a development permit system that is
potentially more general still, but the new system is too new
to present us with any usable experience upon which to
comment.)

The development permit system has been in long use in
the United Kingdom. In its most flexible form (and the one
we would advocate) it allows developers and redevelopers to
come forward with specific proposals that are each evaluated
on their merits. Once again, there is no zoning in the
traditional sense, but there are still controls.

Taking this system one step further would find us with
no zoning, but with a well-defined and carefully proscribed
control process where the various decision points and vari-
ables are clearly specified in the law or in the regulations
governing the approval process. So long as the decision rules
are clearly enunciated, and so long as the approval process is
equally well-defined, then a development permit system
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could function smoothly and allow for innovation and quality
in land use and urban development without needless and often
avoidable delays. It should be noted that even in Houston
there is a well-defined subdivision and permit approval pro-
cess that governs urban development, though land use is left
entirely up to the developer's discretion. In essence, Houston
functions without zoning of land use controls, but within a
well-defined and well-publicized development approval pro-
cess. As such, it represents something less than the totally
unfettered development procedure which sketches out our
extreme position.

Another approach toward a more flexible set of guide-
lines is to make judicious use of spot rezoning. Spot zoning
(and rezoning) is the ultimate bane of the zoner's existence.
It is viewed as a compromise of the basic principles of zoning
and land use controls and, therefore, morally reprehensible and
beyond the realm of serious consideration. But it has several
advantages. By rezoning individual parcels as interesting
and high quality development proposals come forward, we
allow for innovation and experimentation, while moderating
the negative effects that accompany unsuccessful attempts.
Innovation is a risky business and to minimize or, more
accurately, to properly contain the risk, rezoning individual
parcels allows for small-scale experiments which will be
minimally disruptive to surrounding properties and neighbor-
hoods. The public, thus, receives the benefit of the experi-
ment, and allows the developer/innovator to bear most of the
risk. Large-scale rezoning, although it is acceptable to
planners, greatly increases societal risk and can be counter-
productive, as has been noted previously. The possibility of
spot rezoning also erodes the quasi-monopoly position that
zoning bestows on property owners and allows for competi-
tion among innovators. It, thus, promotes innovation and
experimentation, all the while containing the experiment
within well-defined spatial boundaries so that the entre-
preneur, not the society or the neighborhood, suffers if the
experiment proves unsuccessful.

In addition to these direct forms of land use control, a
range of indirect controls also exists, Once again, the City of
Houston uses infrastructure placement as a key ingredient in
its development and planning policy. By carefully locating
and timing the placement of sewers, waterlines, streets, and
other public services, Houston does in fact exercise signifi-
cant control over urban development, albeit indirectly. As a
general rule, the careful placement of public investment can
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be as important and effective in guiding urban development
as rigid negative direct controls such as zoning have been,
without the high cost in time, bureaucracy, and homogeneity
which has gone hand in hand with such traditional controls.

V. SOME QUESTIONS TO PONDER

In concluding this brief look at land use controls it is
appropriate to pose a number of questions for discussion
purposes. The questions provide a framework for drawing
conclusions that permit the reader to make his or her own
assessment.

The material in this monograph strongly suggests that
we question existing land use controls and any future controls
and ask whether they meet a number of criteria:

1) Does zoning introduce greater uncertainty into urban
land markets than would prevail in its absence?

2) Does the individual investor face more or less uncer-
tainty as a result of the use of zoning to control land
use?

' 3) Are more flexible but administratively more involved
approaches such as development permits and land use
contracts preferable?

4)  Might planned unit developments (PUDs) be the answer?
5) Is flexibility a desirable attribute of land use controls?

6)  Who should decide how land is used?
a)  Politicians?
b) Citizen groups and public participation?
c) Interest groups such as Boards of Trade and
developers?
d) Urban technicians such as planners, engineers, and
economists?

7) Should we retain our present views toward property
rights, and the rights of the individual to develop
property to its highest and best use, or should we adopt
a philosophy similar to that of the Uthwatt Report and
see all increments in value and use as flowing to and
from the public? In short, should there be a private
real property market at all? Or, should there be totally
unfettered urban development without any form of
zoning, as in Houston?
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VI. SUMMING UP AND CONCLUDING

Zoning has not worked very well. The externalities that it is
designed to ameliorate have been shown to be minimal or
non-existent. The windfall profits it was intended to control
have been instead guaranteed as a result of the quasi-
monopoly bestowed on parcels capable of being used at higher
uses, while holding surrounding and competing parcels at
lower uses. The maintenance of single family neighborhoods
by zoning statutes is also questionable: by keeping land and
buildings in the same use over time, zoning can promote
neighborhood decay and speed the demise of the single family
neighborhood. Zoning is a rigid control, and is likely to
fracture during times of change in consumer tastes, neighbor-
hood demographic structure, urban growth, and transporta-
tion and building technologies. Finally, contrary to its
intended purpose as a mitigator of speculative activity,
zoning (and the anticipation of changes in zoning that goes
with'it) promotes speculation and non-resident ownership.

The record is quite clear and unambiguous: zoning has
been far less successful than intended. Unfortunately, the
alternatives are not as clear-cut. Zoning as a system of
regulating land uses in urban areas has evolved over the past
half-century and is now almost as diverse as it is ubiquitous.
Suggestions that it can be scrapped and immediately replaced
by less obtrusive and hopefully more effective policies are
likely to be as unsuccessful in their own right as zoning has
been. The Houston example of non-zoning works - in
Houston. Imposing such a system across the rest of North
America would represent a major, and probably disastrous,
change from present practice. What is needed is a range of
alternatives that can be implemented simultaneously and
which over time can come to replace the rigidity and
ineffectiveness of zoning with more malleable, sensitive, and
appropriate controls. These should be selective enough to
achieve quite well-defined and specific goals. They should
not try to accomplish numerous goals simultaneously and fail
to attain any one of them particularly well.

The gradual phasing in of selective spot-zones to
accommodate high quality innovative development is a move
in the direction advocated here. More flexible mixed-use
zones would also begin to overcome the rigidities and dullness
of traditional single-use zones. Floating zones that allow a
range of developments within broad guidelines would also be
a constructive step toward the dezoning of land use controls.
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In such zones we might allow housing of various types to be
constructed, along with the necessary retail and commercial
supporting activities, as long as certain guidelines, perhaps
with respect to building scale and mix, could be met. Land
use contracts (e.g., various forms of zoning for sale) also
represent a step toward greater {flexibility and responsive-
ness.

Our work, and that of others, has shown zoning to be
ineffective and, at times, even counterproductive. It needs to
be replaced. Care must be taken that in the transition to
more flexible systems of land use control, greater problems
than those. currently caused by zoning are assiduously avoided
where possible. There should be a gradual evolution of more
sensitive and flexible means of influencing the quality and
course of urban development. The more willing we are to
experiment with alternatives that suit local needs and values,
the more likely are we to find the appropriate mix of policies
that will ensure high quality urban development, consistent
with community and larger societal objectives, and which will
be economically viable as well. An exciting future lies ahead
if we are willing to devote the time and creativity to the
task, not just as developers, planners, or other variants of
" urban experts, but as informed citizens.

It is as citizens that we must ultimately come to grips
with the questions that zoning has largely dealt with un-
successfully. The present volume is directed toward provid-
ing citizens with the current state of knowledge on the
subject of zoning so that they may be informed and, thus,
influence policy based on knowledge, not only on narrowly
and often ill-conceived perceptions of "the facts." Armed
with more knowledge, we can forge new experiments to
create new knowledge and urban environments appropriate to
our values, needs, and resources.
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L INTRODUCTION

Zoning is the specification, in a statute or by-law, of the
legally permitted use of land parcels. The main purpose of
this appendix is to look at the effects of such government
regulation on the operation of land markets.

This ordinance directly affects both the price and
amount of land available for each prescribed activity.
Further affected are the supply of goods and services
produced by land-using activities. Although generally
ignored, zoning thus influences not only the value of land, but
also the price of consumer commodities.

A glance at a two-dimensional map often gives the
impression that a neat and tidy spatial ordering of land will
result from zoning. This is perhaps a comfort to those who
share the belief that chaos would reign without public land
use controls. Economist Richard Muth has noted that a chaos
theory of unregulated land markets is common even amongst
scholars. In Cities and Housing, however, Muth demon-
strates the inappropriateness of such chaos theories, and
concludes:
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Contrary to the belief of many housing and urban
land economists, the theoretical and empirical
techniques of modern economic analysis yield
highly fruitful results when applied to housing and
urban land markets, provided that, as in any
applied field of economics, account is taken of a
few special features of these markets. Contrary
to the implications of the crude form of the chaos
hypothesis, the distribution of population within
cities and the quality of their housing exhibit
strong regularities and are highly predictable.
Contrary to the more sophisticated version of the
chaos hypothesis, our urban problems arise for
reasons almost totally unrelated to external
economies, market imperfections and the lack of
planning and governmental control. Problems
certainly do exist in urban areas, but the real
nature of these problems is not well understood.
Many current governmental programs in the
housing and urban fields for this reason are at
best of little value and may do real harm.

The pattern of land uses in the absence of zoning may
differ to some extent from those which would exist with such
controls - although the findings of Siegan® suggest that the
differences may not be as significant as proponents of the
chaos theory would suggest. Further, the placement of
productive activity which emerges from the market process
is orderly, logical, and predictable - but only from an
economic and cost-saving perspective. This is not always
appreciated by zoning professionals who are more spatially
oriented, and concerned with two-dimensional neatness and
tidiness.

One of the sources of misunderstanding about the
operation of the land market stems from the fact that many
people experience the process of change in land use only in
the context of discrete, and often dramatic, alterations in
the use of single specific properties. The focus on the change
in individual trees may lead to an obscured vision of the
broader pattern of evolution in the entire forest.

II. CHARACTERISTICS AND ATTRIBUTES OF LAND

Improvement and services

Land is seldom of any value without on- or off-site modifica-
tion to make it usable. Real estate, real property, and
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improved or developed land are essentially synonymous terms
referring to the erection of structures, alteration of topog-
raphy, and connection to community infrastructure and
services. Land, once developed, provides an environment -
shelter, support, and climate - for human activities.

These environmental (or real property) services are
used together with other resources in the creation of goods
and services. Thus, the value of occupying or otherwise using
a parcel of real property depends upon its potential to
contribute to the production of commodities. Even improved
land is worthless unless some user places a value on the
services the property is capable of providing.

Immobility

The outstanding characteristic of real estate is its immobil-
ity. "Land" is simply a shorthand phrase used to refer to
specific portions of the surface of the earth which, of course,
. cannot be moved from one location to another. Although the
non-land resources used in development are mobile before-
hand, once they are "attached" to the land, they take on some
of the land's characteristic immobility. Only at great cost
can even a small portion of the improvements be separated
and moved to another location.

The immobility of land means that real property cannot
be moved from one region to another where it might have a
greater value. This is why real estate markets are local (or
regional) markets, where value is determined by local supply
and demand factors. The inventories of economically worth-
less, but physically usable, real estate in ghost towns provide
mute testimony to the consequences of immobility on the
operation of land markets.

Immobility also influences intraregional market opera-
tion. Since land is immobile, someone wishing to use the
services of a specific property must travel there in order to
do so: consumption or utilization of real property services
must occur on site. The relative ease with which one
property can be reached from another affects the utilization
costs and, consequently, the relative value of its services to
potential users. Location and transportation costs, thus, play
fundamental roles in the market determination of values and
uses.

The ease of movement of people and goods between
spatially separate parcels of improved land is of great
importance in modern nations, for industrialization is
fostered by and leads to specialization, with resulting
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economic interdependence. Specialization of activities leads
to specialization of land use. The relative ease of movement
between interdependent but spatially separate land-using
activities becomes increasingly important. This explains the
significance of location in the determination of land use and
real estate values in urbanized and industrialized regions.

The immobility of land may also create "ownership
externalities." An externality is generally said to exist where
the costs and/or benefits of an economic activity are not
fully borne by the concerned parties. For example, automo-
bile drivers do not usually have to consider the costs of ‘air
pollution borne by other inhabitants of a region. In the case
of real property, the use of one parcel of improved land may
affect others, either beneficially or adversely. These exter-
nal effects will be reflected in the capital values of the
properties. If the use of one parcel is changed, adjacent
owners may find the value of their property altered. Since
real property is immobile, owners cannot move either toward
or away from land-using activities which create external
effects.

These effects are called "ownership externalities" since
they will only be considered if affected properties are held
under separate ownership. Under unified ownership, effects
on adjacent parcels will be taken into account as decision
makers will be faced with the full costs and benefits of their
actions. Having noted that the immobility of real property
creates the potential for such externalities, it must also be
said that there is little evidence which indicates that these
effects are, in fact, widespread.

Durability

In general, improvements to land are extremely durable.
Consequently, real property has the physical capacity to be
used continuously for decades or even centuries without
major additions of capital after initial construction. The
value of improved land changes because of economic, not
physical, obsolescence. (Economic obsolescence is said to
exist when the capital value of an alternative level of
improvement exceeds the capital value of the current level
of improvement by more than the costs of changing the
improvements to the new use.)

The costs of land development, including the price paid
are historical or sunk costs, and do not influence the value of
the property. The value of the property is determined by its
value to users (i.e., by demand) and not by its production or
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replacement costs. Again, ghost towns demonstrate that
demand, not hjstorical or current production costs, deter-
mines the value of improved land. The durability of improve-
ments means that property may be developed under one set
of market conditions, but will still be physically usable, at no
new production cost, in markets where conditions were not
foreseen initially.

New development and improvement of-land reflects
current expectations about future market conditions. Over
time, as markets and expectations change, a heterogeneous
stock of real estate develops. Many properties in this stock
will not match the form of improvements and use that would
occur if the entire stock could be replaced costlessly. How-
ever, their value in current use may be greater than the
demolition value that would be realized if they were redevel-
oped. As conversion is not costless, and as the improvements
do have some value, they will remain economically viable so
long as the capital value of the property in its current use
exceeds its demolition value. This indicates that the prop-
erty is worth more in its current use than as an input to
redevelopment.

Hl. DETERMINANTS.-OF LAND USE PATTERNS:
A GRAPHICAL MODEL

Introduction

In order to discuss the effects of zoning, it is necessary to
first review the economic processes which affect the use of
improved land. The model presented in this section is derived
from the theory of the operation of land markets as pre-
sented in the literature of urban land economics. The
conceptual basis for the model may be traced back to the
writings of Ricardo and von Thunen? In the contemporary
context, however, the writings of William Alonsof particu-
larly in Location and Land Use, have been generally®
accepted as the conceptual basis for analysis of the economic
factors which determine land use. Alonso concentrates upon
location, transportation costs, and land uses.

The model has been modified to take into account the
costs and durability of improvements, as well as accessibility.
It is simplified and intended to elucidate the general effects
of the regulation of land use, not the specific characteristics
of any one region or form of land use regulation. A
hypothetical agricultural land market is presented, but the
underlying principles apply equally to the urban environment
as well.
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Basic principles - a single land use

The utilization of resources is ultimately derived from the
conditions which prevail in the consumer (or final) market for
goods and services. However, in responding to consumer
demand, producers are constrained by the availability and
prices of input factors (including transportation costs) and by
the existing technology of production. The analysis of the
operation of land markets, therefore, involves consideration of
the characteristics of both consumer and intermediate
markets. :

The following assumptions are made:

1) a large agricultural region forms the hinterland for an
urban area;

2) given current consumer demand, input prices, and agri-
cultural technology, only wheat is grown in the region;

3) the wheat growing industry is comprised of a large
number of independent farmers;

4) as this industry represents a very small portion of all
non-land inputs (e.g., capital, labor, machinery, etc.)
changes in industry demand for these factors will have
no effect on their price;

5) all farmers are tenants,® paying rent for the right to
use the land for wheat growing;

6) all parcels of improved land are of equal productivity;

7) the costs of transporting wheat increase with distance

~ from the urban area (the marketplace);

8) costs of transporting any non-land inputs to production
are negligible, and, hénce, may be considered to be

included in the costs of transporting wheat. All
farmers, therefore, face the same costs for non-land
inputs;’

9)  the market is in equilibrium (i.e., there are no expecta-
tions of, or current incentives to, change in production
or consumption) both internally and with all other
markets; and

10) all farmers face the same market price for wheat and
costs for non-land inputs to production.

The market characteristics which will prevail in these
circumstances are depicted in Figure Ia, and are analyzed in
the remainder of this section. The wheat industry supply
curve (Sw) will intersect the aggregate demand curve (Dw) at
a market clearing price per bushel of wheat ($Pw) and level
of production (Qw). This quantity is the result of the
production decisions of all individual wheat farmers. During
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the process of market adjustment which leads up to this
equilibrium state, farmers will have adjusted production to
conform to expected market prices, the technologically fea-
sible combinations of land and non-land inputs at each level
of output, and the costs of transporting wheat to the market.
This leads to a production level at each location which
ensures producers of sufficient compensation and induces
them to continue production. There are no "excess" profits (or
losses) at equilibrium and, hence, no endogenous reason for
further change.

Figures Ib and Ic depict the spatial pattern of prices
and uses which will prevail with this initial equilibrium in the
final market. Farmers will adjust their production and input
to account for the difference in transportation costs that
exists between sites, thereby underscoring the influence of
land immobility. These differential costs are reflected in
land rents. Very accessible locations are, in the absence of
competition, more attractive, as such sites offer the poten-
tial for considerable savings in transportation costs. How-
ever, through competition for the right to use these acces-
sible sites, the potential transportation savings are "bid
away" into higher rents. Less accessible sites involve much
higher transportation costs and, consequently, farmers will be
willing to pay less for the right to use them. At equilibrium,
the rents farmers pay will fully reflect the difference in
transportation costs associated with using each site. - The
inverse relationship between transportation costs and rent
paid for land as an input to the production of wheat is
indicated by the decline as a function of increasing distance,
of the bid rent curve (SRw), shown on Figure Ib.

The differences in rent that result from competition for
land, given the spatial difference in transportation costs,
ensure that all farmers earn normal (but not excess) profits.
These differences also affect how intensely each site is used.
Rents reflect the value of the services. provided by land in
relation to wheat production. Given such a situation, farmers
at highly accessible sites will attempt to economize on real
property services by using a greater proportion of non-land
inputs per unit of output. Fertilizer, labor, etc., will be
used more intensively at highly accessible sites. Thus, land
rents ensure that parcels close to market are used more
intensely than those farther away. This brings about & more
efficient utilization of resources: transport costs are mini-
mized. Compared to a uniform distribution of crops, less
input tonnage need be carried to the outlying districts and
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fewer outputs have to be brought into the city. This process,
referred to as factor substitution, explains why the rent
curve is depicted as a curved rather than a straight line - as
rents fall, proportionately more land is used as an input to
production. '

The discussion thus far has concentrated on the process
of establishing rents for improved land. This, however, is
only part of the process by which land uses are determined.
The fact that farmers would pay a positive rent for improved
land is a necessary, but not a sufficient, factor in the
determination of land uses. As land can be used in wheat
production only if improved,t its value and the costs of land
development will also play a role in land use.

The capital value of improved land is determined by
calculating the present worth of periodic rent payments net
of any variable costs. Thus, landowners subtract from the
expected gross rental receipts in each future time period the
costs expected ‘to be incurred in the same period. This
expected net cash flow, or net income, is discounted at the
investor's minimum required return on capital to determine
the present value (or investment value) of the property. This
is the maximum amount an investor would pay for the right
to receive such future expected rent payments. Thus, capital
values of improved land are a function of rents (as indicated
by the graph of capital values, $Cw, in Figure Ib).

A positive capital value (which derives from a positive
net income) for improved land does not, however, imply that
the land will be improved. Prior to improving their land for
use, owners will subtract the associated capital costs (SCCw)
from its capital value when improved. Only if the resulting
"land residual" (SLw) is positive (within distance d of the
regional center on Figures Ib and Ic) will there exist an
incentive to develop land. If this land residual is negative (as
it is beyond distance d on Figures Ib and Ic), the value of the
resources required to develop the property exceeds the value
of the improved property, and a misallocation of resources
(as well as a loss to the developer) would occur if improve-
ment was carried out. A positive land residual, on the other
hand, indicates that the value of the land, when improved, is

greater than the cost of improvement: the opportunity of
realizing the difference in value forms the incentive to

t Editor's Note: Improvement as explained above involves not only
cleaning, grading, and draining or irrigating, but also involves off-site
capital expenditure necessary to make the site accessible.
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Figure 1
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development. Wherever the land residual is negative, the
land will remain vacant and unimproved (as is shown in Figure
Ic) even though the land would earn a positive rent if it was
improved, as the value of improvement is less than its cost.

The basic model - land use competition

To evaluate the effects of zoning on the operation of land
markets, it is necessary to take into account competition
between alternative land use activities. Accordingly, a
second agricultural activity - vegetable farming - is incorpo-
rated into the model. While the basic conclusions about
market operation presented earlier remain unchanged,
further dimensions may be characterized through this modifi-
cation.

The conditions which characterize initial equilibrium in
the two-land use model are depicted in Figure II. Figure Ila
indicates the equilibrium conditions in the final markets
where the initial market clearing prices of wheat ($Pw,; per
bushel) and of vegetables ($Pv, per bushel) are determined.
Figure IIb depicts rents and land values as a function of
distance and type of use. In developing this characterization,
it was further assumed that:

11) the entire region was originally developed for wheat
farming. As demand thresholds were passed, it became
feasible to produce vegetables from within the region
rather than importing them;

12) vegetable farmers are able to pay a higher rent than
wheat farmers at highly accessible sites (i.e.,
SRv, > SRw; close to the common regional market
center);

13) due to relatively higher transportation costs, wheat is
able to support higher rents than vegetables at sites
distant from the common regional market center (i.e.,
where SRw, > SRv,); and

14) the capital costs of converting a wheat farm to a
vegetable farm are positive (i.e., SCCwr >0).

At equilibrium, vegetable farming will only occur at
those sites where the capital value of vegetable farms (SCv)
exceeds the capital value of wheat farms (5Cw) by an amount
greater than or equal to the costs of converting (SCwv) a
wheat farm to a vegetable farm (i.e., where SCv -
Cwv>SCw). If such conditions do not exist, there is no
incentive to convert to a vegetable farm even if its net rent
(and, hence, capital value) is greater than that of the wheat
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Figure Il

INITIAL EQUILIBRIUM WITH TWO LAND USES
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farm since the opportunity cost of the wheat farm plus the
costs of conversion are greater than the benefits conversion
would create.

Thus, vegetable farming will only occur within a dis-
tance of dv miles from the regional center (as is shown on
Figures IIb and Ilc), even though the vegetable farmers could
pay more rent than wheat farmers beyond this distance.

An important conclusion to be drawn from this analysis
is that rent-paying ability alone does not determine land use.
For one activity to successfully compete for improved land,
the net present value of its expected rental payments {(the
capital value of the land in the particular use) must exceed
the capital value of the land in its current use by an amount
equal to or greater than the costs of redevelopment and/or
conversion. Only if conversion were costless and ownership
costs associated with alternative land uses identical, would
the rent and the capital value criteria lead to the same land
use pattern.

1IV. LAND USE AND ZONING:
A CONCEPTUAL ANALYSIS

Introduction

In this section, the model is used to evaluate the general
effects of zoning. This is done by comparing land market
adjustment to a change in consumer demand with and without
this ordinance. Three types are considered: (a) "status quo"
zoning, (b) "overzoning," and (¢) "directional" zoning. While
the examples presented are extremely simple, they, neverthe-
less, demonstrate the economic consequences of zoning.

The conditions depicted in Figure II relate to an equilib-
rium where there are no expectations of change in conditions
in final or intermediate markets. In each of the four cases
now considered, the market is assumed to be at this equilib-
rium initially; the final demand for vegetables is then
assumed to undergo an unexpected increase. The process of
market adjustment towards a new equilibrium is then
described.

The unregulated response

There are three states in the process of market response to a
change in final demand - the short (Figure III), intermediate
(Figure 1V), and long-run (Figure V) adjustments. In all cases,
the increase in final demand for vegetables is shown as
movement from Dv; to Dv, (Figures Illa, IVa, and Va). In the
short run, the increase in final demand must be, by definition,
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Figure II
SHORT RUN RESPONSES
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met entirely by more production from existing vegetable
farms. Market prices (SPV) and output (QV) are determined
by the intersection of the initial industry supply curve (Sv)
and the new final demand (Dv,) in Figure Illa. The surge in
market prices ($Pv, to SPV) will induce an increase in the
intensity of use and, consequently, in the rental value (SRv,
in Figure IIb to SRV in Figure IIIb) of existing vegetable
farms. The extent of the increased intensity will be depend-
ent upon the technological constraints on the rise in produc-
tion from existing vegetable farms.

The upswing in rental values of existing vegetable
farms will result in a greater capital value. Owners of
adjacent existing wheat farms in the ring lying between dv
and d¥ miles (in Figure IlIc) from the regional market center
will consider the feasibility of altering their land in order to
make it suitable for vegetable farming. In doing so, they
consider not the short-run rents (SRV in Figure IIIb) that will
result from this increase, but rather the lower long-run rents
that will pertain when market adjustment is completed
(SRv, as shown in Figure Vb). Parenthetically, failure to
distinguish between short- and long-run rent changes has
caused some investors serious problems resulting from the
overbuilding that such shortsightedness induces. Landowners
properly determine the development value of their land on
the basis of its projected capital value when redeveloped for
vegetable farming, minus the capital costs of such redevelop-
ment. If this exceeds the value of the land in its current use,
redevelopment can be profitable.

Assuming that redevelopment is {feasible for some
wheat farms, landowners will initiate the process. The
market response during the intermediate or redevelopment
stage is shown in Figure IV. The vegetable industry supply
curve will shift outwards (Sv, to SV) as the new farms expand
the industry's productive capacity as is shown on Figure IVa.
This will result in a decline in the market price ($PV to $P¥),
an increase in the quantity supplied to the market (QV to QV),
and a reduction in the rent (SRV in Figure IIIb to SRV in
Figure 1Vb), and intensified use of existing vegetable farms
(shown on Figure IVc).

However, these effects will also be reflected in the
intermediate stage of the wheat market adjustment. The
conversion of wheat to vegetable farms will result in a
reduction in the size of the wheat-growing industry, and will
be reflected in (a) a contraction of this industry's market
supply curve (Sw; to Sw); (b) an increase in the market price
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Figure IV
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of wheat ($Pw, to $PwW); and (c) a reduction in the quantity of
wheat produced {Qw, to Qw), as is shown on Figure IVa.
Consequently, there will be an increase in the rent (SRw, in
Figure IlIb to RW in Figure IVb) paid for existing wheat
farms. This will be reflected in raised capital values, which
will have two effects on landowners. First, the opportunity
cost of existing wheat farms will increase, thereby reducing
the amount of redevelopment to vegetable farms at the
margin. Second, owners of vacant land adjacent to existing
wheat farms (in the ring lying between dw and dw miles from
the regional center in Figure IVc) may now find that the
residual capital values warrant the development of wheat
farming. Thus, the increase in final demand for vegetables
may result in both redevelopment and new development.

The long-run adjustment is completed when an equilib-
rium state again exists, a situation where the relationships
between capital values in both uses and the development and
redevelopment costs leave no incentives for alteration of the
physical characteristics of land in the region. Such a
situation is shown in Figure V. The increase in demand for
vegetables results ultimately in more vegetable farming land,
additional vegetables, a change in the location of wheat
farming, and a decrease in the market supply of wheat.
Further, the rents paid for all improved land in the region
have risen, a phenomenon known as the land ratchet effect.
This ascent in land prices creates a situation where all land-
using industries are, to one extent or another, cost genera-
ting: new equilibrium prices ($Pv,) are, therefore, shown as
bei)ng slightly greater than they were initially ($Pv, in Figure
Va).

The regulated response: status quo zoning

Status quo zoning refers to controls which permit only the
use which prevails when the by-law is implemented. The
apparent intention is to preserve the existing land use
pattern. Examples are the designation or zoning of farmlands
for agricultural purposes (to prevent conversion to urban
uses) and of single detached residential areas (to prevent
redevelopment to other uses or higher density).

Clearly, status quo zoning will have an effect on the
operation of land markets only if market conditions dictate a
change in land use. The effects in these circumstances can
be evaluated using the model presented in the preceding
section. Assume that (a) prior to the increase in the demand
for vegetables, all improved land was zoned for its prevailing
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Figure V
FINAL EQUILIBRIUM
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use, and (b) all unimproved land was not zoned and, therefore,
could legally be improved for either use when economically
feasible.

As conversion from wheat to vegetable farming is now
prohibited, the additional consumer demand for vegetables
can only be met through more output from existing vegetable
farms.t Further, as no conversion can occur, the wheat
industry is unaffected by the change in the demand for
vegetables. Consequently, no improvement of previously
vacant land for wheat farming will occur even though the
zoning by-law permits this.

The long-run market response to the change in the
demand for vegetables in the presence of status quo zoning is
identical to the short-run response that will occur in the
absence of this law (Figure II). Thus, zoning acts to restrict
expansion in market supply through the growth of the
industry, limiting increases to those resulting from greater
intensity of use of the existing (pre-zoning) stock.

The consequences of status quo zoning, therefore, may
be determined by comparison of Figures III and V. The
market price of vegetables will be higher, and the supply
smaller, than in the absence of controls (Figures Va and Illa).
Zoned vegetable farms will be used more intensely and will
command higher rents and capital values (Figures Vb and
I1Ib). There will be a number of wheat farms which, in the
absence of the zoning restrictions, would have been con-
verted to vegetable farming (Figure 1llc). Under status quo
zoning, these farms cannot be used economically (Figure Vc).
The rent, capital value, and intensity of utilization of all
existing wheat farms are lower than they would have been
(Figures Vb and IlIb). Further, the market supply of wheat is
greater and its price lower (Figures Va and Illa). Finally,
fringe land which would have been improved for wheat
farming remains vacant and undeveloped, another inefficient
divergence from the best use (Figures V¢ and Illc).

From this example, it is apparent that restrictive land
use controls can, in the context of a change in market
conditions, have widespread economic consequences. Seldom
are these economic consequences given consideration in a
decision to implement or retain a zoning plan.

t Editor's Note: The increase in demand for vegetables is assumed to be
insufficient to induce development of vacant land (i.e., land lying more
than dw miles from the region center) for vegetable farming, "leap-
frogging" over the wheat sector.
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The regulated response: overzoning zoning

Overzoning requires that any changes in land use be limited
to "higher" ones than currently prevail. An example is the
zoning of agricultural land for industrial purposes, a common
practice in many municipalities wishing to "improve their tax
base." The apparent intention of this type of zoning is to
encourage redevelopment in order to produce a more desir-
able pattern of land uses than that which currently exists.

Unless combined with restrictive zoning (see the
following section), overzoning has no effect on the operation
of land markets. Again, using the case presented at the
beginning of this section, assume that all improved land is
zoned for vegetable farming: existing wheat farms are,
consequently, non-conforming uses. All unimproved land is
again assumed to be unzoned and, hence, can be developed
for either use. Under these conditicns, the land market
response to a change in the final demand for vegetables can
be evaluated.

As zoning in this case does not act as an impediment to
land use conversion, market operation will be identical to
what it would be in the absence of land use controls. The
important conclusion to be drawn from this example is that
zoning does not determine the economically most appropriate
use of land - it merely determines whether or not such use
will be permitted. Existing wheat farms where the highest
and best use is wheat farming, given current and expected
market conditions and costs of redevelopment, will remain as
wheat farms even though they are zoned for vegetable
farming.

An interesting parenthetic comment relates the legal
requirements to retain non-conforming use status. If a wheat
farm was to sit vacant and unused for the specified minimum
period of time, or its improvements destroyed, it could not
‘then be used for this purpose even though re-improved. In
these circumstances, the land would have no value for wheat
farming, and the landowner would either receive no revenue
from the land or be forced to improve it for vegetable
farming. The capital value of the site as a vegetable farm
would depend upon the current market for vegetables and
transportation costs - if the site is too far from the market,
the land may well have no value to vegetable farmers, and
would be left vacant even though it would be viable as a
wheat farm. Only if the capital value of the land as a
vegetable farm exceeded the capital costs of redevelopment
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would it be improved for the "planned" use. But the
"approved" use is not necessarily the economic one. In all
circumstances where non-conforming uses are the most pro-
ductive and where sites lose their non-conforming status,
overzoning will, thus, result in an economically inefficient use
of the affected sites.

Now consider overzoning under conditions of falling
rental (and, hence, capital) value of the "overzoned" use
(vegetables). In this case, market conditions may indicate
that some vegetable land be converted to wheat, but this is
precluded by the zoning regulations. As a result, the land use
pattern will be affected by the regulations and overzoning
will be equivalent to status quo zoning. Comparing the final
equilibrium conditions, one may conclude that the market
price of vegetables will be lower and the market supply
greater than in the absence of controls. On the other hand,
wheat prices will be higher and market supply lower. More
land will be used for vegetable farms than would otherwise be
the case. Thus, whenever zoning constraints limit market
adjustment, they will have economic consequences; when
they do not, they are redundant.

The regulated response: directional zoning

Directional zoning refers to regulations which specify per-
mitted uses (to the exclusion of everything except those non-
conforming uses which pre-date the enactment) in order to
impose an overall land use plan. We consider the case where
the region is zoned exclusively for vegetable farms in the
western half and exclusively for wheat farms in the eastern
half: new development or redevelopment, except for the
specified use, is not permitted.

Starting with the conditions of the preceding example
(Figure 1), the initial increase in the demand for vegetables
will result in the same short-run market conditions as the
unregulated response (Figure III), since this does not involve
any change in land use. The intermediate- and long-run
reactions, however, will be significantly different, as the
process of market adjustment through land use conversion
must now satisfy both economic factors and planning criteria.
The gain in the capital value of vegetable farms will result in
economic incentives to convert some wheat to vegetable
farms: such conversion, however, is only permitted in the
western half of the region. As this occurs, the supply of
wheat will be reduced, causing a wheat price rise in the
intermediate run.
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The final equilibrium is shown on Figure VI. The land
use plan (Figure VIc) clearly shows the spatial implications of
directional zoning which are compatible with the plan. A
greater (lesser) portion of the western half of the region is
devoted to vegetable (wheat) farming than would occur in the
absence of zoning.t  Similarly, a greater (lesser) portion of
the eastern half of the region is devoted to wheat (vegetable)
farming.

Figures Via and VIb depict the economic implications of
directional zoning. As a result of the restrictions on land use
conversion (together with rising transportation costs as dis-
tance from the regional center increases), the market supply
of both commodities will be less and market prices higher
than would have occurred in the absence of zoning. The
capital values and rents for all sites will be higher at final
equilibrium, and all sites will be used more intensely. The
owners of a number of wheat farms in the western portion of
the region receive an added bonus through the zoning induced
increment in the value of their land. Conversely, the owners
of a number of wheat farms in the eastern half of the region
are adversely affected (relatively), as they cannot realize the
increment in the value of their land the market would "pay"
them in order to convert to a higher (economic) use. How-
ever, the capital value of both types of farms will be higher
at final equilibrium.

The restriction on conversion will also create situations
where increments in value can be realized by owners if
zoning should be changed. For example, wheat land adjacent
to the eastern periphery of the vegetable area might have a
value in vegetables by an amount that exceeds the sum of the
current value as wheat farms and the costs of conversion. In
situations such as this, speculation on zoning changes may
become an important factor in market transactions.

Incremental rezoning

Incremental rezoning refers to the situation which occurs
when land is rezoned in accordance with changes indicated by
market conditions. The market adjustment process is similar

t Editor's Note: If the increase in the demand for vegetables was great
enough, capital values for vegetable farms may dictate their new
development. Whether this occurs prior to the redevelopment of the
western portion's wheat farms will depend upon the relative magnitudes
of the capital values of vegetable and wheat farms, the capital costs of
converting wheat farms to vegetable farms, and the capital costs of
developing vacant land for vegetable farming.
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to that which occurs in the absence of land use regulation,
but, unless rezoning occurs simultaneously with changes in
market conditions, a longer period of time will be required
for full adjustment to occur. This time lag will result in an
intertemporal pattern of price adjustment for land with
conversion potential.

Consider a parcel of land currently zoned, improved, and
in use for wheat farming. As a result of a change in the
demand for vegetables, the capital value of the site is
assumed to increase in a manner which will justify immediate
redevelopment. However, investors and landowners expect,
on the basis of past trends, that it will be five years before
rezoning will occur. These expectations will be reflected in
the capital value of the wheat farm immediately, although it
will be four years before the increment in value can be
realized, as the following Figure indicates:

Figure VII
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The lag in rezoning, therefore, will result in the land having a
lower capital value than it would have if immediately re-
zoned and redeveloped, but a higher capital value than that
justified by its existing use. This process of capitalizing
expected future changes in value which will result from the
removal of a zoning restriction is similar to the effects of
expectations in the context of urban expansion as explained
by Ricks and Weston® in their Life Cycle of Land Values
hypothesis.

If landowners anticipate that the future removal of a
zoning restriction will permit economically feasible redevel-
opment and land use changes, there is no incentive to
undertake capital expenditures in maintenance of existing
improvements that are unique to the current use unless they
will result in a proportionate increase in expected revenue
during the period before redevelopment. Consequently, many
transition zones are characterized by disinvestment in
current improvements prior to redevelopment. This is often
characterized by a physical deterioration of existing im-
provements.

V. CONCLUSIONS

The preceding discussion outlined the characteristics of the
operation of land markets in both the presence and absence
of land use controls. It is apparent that land use controls
have both direct and indirect effects on land uses, rents and
prices, the extent of development and redevelopment, and on
the prices and supplies of commodities to consumers.

The examples used in the evaluation were extremely
simple, relative to the complexity of contemporary zoning
and land use regulation that prevails in most urban regions.
These models are valuable, nevertheless, for they isolate the
consequences of land use regulation from the multiplicity of
other factors which influence market operation. Although
not exhaustive, economic analysis does provide one method of
evaluating the market consequences of zoning in terms of the
allocation of land uses, the supply and price of consumer
goods, and the distribution of incomes or wealth, of such
interventions.

This appendix has presented a conceptual framework
for the evaluation of the economic effects of land use zoning.
Many further aspects may be analysed using such a frame-
work. For example, the concept of transfer of development
rights (TDR) may be characterized as increasing the per-
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mitted density on a site previously zoned for a density
below t  that which was economically viable in exchange for
a reduction of the permitted density of redevelopment on
another site. By incorporating these characterstics into this
framework, market and land use implications of TDRs may be
evaluated.

T Editor's note: If the benefitting site is not underzoned, there is no
incentive for the transfer of development rights.
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Notes

1 Richard Muth, Cities and Housing, pp. 2-3.
Bernard H. Siegan, Land Use Without Zoning.

D. Ricardo and J.H. von Thunen, "On the Principles of
Political Economy and Taxation."

4 W. Alonso, Location and Land Use: Toward a General
Theory of Land Rent.
5 Recent criticism of Alonso's model may be found in

M.R. Straszheim, An Econometric Analysis of the
Urban Housing Market, and J.F. Kain and J.M. Quigley,
Housing Markets and Racial Discrimination.

6 In the absence of non-market policies which accord
differential treatment to owner-occupiers, such an
assumption is realistic, since owner-occupiers will pay
an imputed rent, equal to the actual amount of rent
they forego by using their own land rather than renting
it to a tenant (e.g., if you use your own property, you
lose the rent).

7 The transport costs for non-land inputs can easily be
incorporated. However, in order to preserve the sim-
plicity of presentation, this added degree of realism is
omitted. ‘

8 R.B. Ricks and J.F. Weston, '"Land as a Growth Invest-
ment," pp. 69-78.
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